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ﬁECIPROCAL TRADE AND INVESTMENT ACT

FRIDAY, FEBRUARY 4, 1983

‘ U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE,
CoMMITTEE ON FINANCE,
Washington, D.C.
The subcommittee met, pursuant to notice, at 9:41 a.m., in room
- SD-215, Dirksen Senate Office Building, Hon. John C. Danforth
(chan'man of the subcommittee) presiding.
Present: Senators- Dole, Danforth, Heinz, Bentsen, Long, and
Bradley. '
[The committee press release announcing the hearmg, prepared
;t?lbem]ents by Senabors Danforth, Heinz, Grassley, and Boren
ollow:

1)
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Prrass Pe)ease No, R2-106

PR PCa P ELFAGR

FOR IMMEDIATE RELEASE . UNITED STATES SENATE .
Janvary 28, 1983 Committee on Finance ’

Subcommittee on Internatjofal.

Trade
, SD-221 Dirksen Senate
Office Building
(Formerly 2227 Dirksen)

FINANCE SUBCOMMITTEE ON INTERNATIONAL TRADE SETS PUBLIC
HEARING ON S, 144, THE RECIPROCAL TRADE AND INVESTMENT ACT

The Honorable John C. Danforth, Chairman of the Subcommittee on

‘International Trade of the Senate Committee on Finance, announced

today that the Subcommittee will hold a hearing on S. 144, The
Reciprocal Trade and Investment Act, on Friday, February 4, 1983,

" The hearing will begin at 9:30 a.m. in Room SD-215 {formerly
2221) of the Dirksen Senate ce Building.,
N AN

Senator Danforth indicated that this bill is essentislly the

‘same bill as S. 2094, reported favorably by the Committee on

Finance during the 97th Congress. Senator Danforth stated "that
the bill is designed to insure that U.S. exporters receive fair and
equitable -market access opportunities in foreign markets.™ He
noted that “the bill also contains negotiating mandates in the
areas of trade in services, high technology products, and
investment performance zequitements requested by the President in

_the state of the Unjon address.”

Requests to testi£¥.-~witnesses who desire to testify at the
hearing must submit written requests to Robert E. Lighthizer, Chief
Counsel, Committee on Finance, Room SD-221 (formerly 2227) Dirksen
Senate Office Building, Washington, D.C. 20510, to be received not
later than noon on Wednesday, February 2, 1983. Witnesses will be
notified as soon as practicable thereafter whether it has been
possible to 'schedule them to present oral testimony. If for some
reason a witness is unable to appear at the time scheduled, he may
file a written statement for the record in lieu of the personal
appearance. In such case, a witness should notify the Committee as
soon as possible of his inablity to appear.’

‘Consolidated testjmony. éggpatox Danforth.urges all witnesses
who have a commo:tsggiﬁi ~~who have the same general !ntezest to
consclidate thei estimonz and.designate a single spokésman_.to. -
present &€y common.. viewpoint orally to the Subcommittee. This
procedure wtlI enable the Subcommittee:to recelve wwidep
expression of vieus than they miqht otherwise’ ‘obtain. sQnator



'STATEMENT OF ’ .
CHAIRMAN JOHN C. DANFORTH
INTERNATIONAL TRADE SUBCOMMITTEE

. PUBLIC HEARING ON THE .
RECIPROCAL TRADE AND INVESTMENT ACT (S.144)

-

Today the Committee will hear testimony on S.144, The g;é;procal
Trade and Jnvestment Act. Senator Bentsen and I introduced this legis-
lation on January 26. To date, 32 other Senafors have joined us in
cosponsoring the measure. - ’

The Reciprocnl-Tradewénd Investment Act is designed to increase
American €iports and export-related jobs through strohger enforcement
and expansion of domestic and iQternational rules dealing with foreign
unfair trade practices. It is intended to move us béyond thella;gely
rhetorical approach that now characterizes our efforts to achieve
greater market access--iﬁto a straightforward mechanism for sorting
_ through and dealing with these foreign actions.

Th; legislation is the product of extensive consu}tations last
year in the Congress and discussions with the Administration, labor,
and tke priﬁate sector, Although based on the original language and
concepts contained in S. 2094, introduced in February of last year,
the legislation contains major provisions based on bills introduced
in the 97th Congress by Sénators Bentsen, Roth, Chafee, ﬁ;adley,
Heinz, Symms, Hart and Inouye. ' )

Although some of these bills employed the term and the concept
of reciprocity more emphétically than others, they ;hared a common
denominator--namely,,that the United States must do more to expand
its access opportunities‘i; markets overseas., I believe the sponsors
of the legislation under conside}ation,shqre a conviction that the

United States must seek nothing more, and nothing less, than the
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opportunity to compete on an equal footing in world markets. In its
current form, the Reciprocal Trade and Investment Act was twice approved
and reported out of the Finance Committee in the 97th Congress.

The result is a bill that should serve to further the objectives
we all share—-namel§, the mainfenance and expansinon of market oppor-
tunities abroad for United States exports of goods and services, and
for foreign investment of the United States. The legislation builds
on the broad concept of reciprocity of market access that is funda-
mental to U.S. trade policy. It strengthens enforcement of the legal
rights of the United States under existing trade dgreements and it
sets the stage for the expansion of those international rights through
the negotiation of agreements in the service and investment areas.
Finally, the bill addresses itself to the problems encountered by B
high technology industries as ; result of government interventidn\f
that diStorts international trade in such high growth sectors. 4

Overall, the bill is desjgned to iiberalizé international trade
and to curb protectionist pressures in the U.S. by demonstrating that
we will enforce our rights under international agreements. The idea
is to close the credibility gap created when we consistently refuse
to take protectionist action in spite of the widespread perception
that we are the only country practicing what everyone else preaches
--namely, free trade.

Specifically, the bill provides for:

(1) A systematic procedure whereby thé Administration would
identify and analyze key barriers to U.S. trade in products, services

and investment.
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The required annual report to Conéress would include major
foreign barriers and distortions to U.S. exports of products (in-
‘cluqfhé agricultural commodities}), services and 1nvestment,‘includ-
ing estimates of their i;pact on the U.S. economy and efforts to
achieve thefr elimination.

It is my expectation, and that of others invelved in the evolution‘
of this bill, that the annual reports will be hsed by this and subsequent
Administrations to identify the most onerous barriers to U.S. trade
and investment and thereby set comprehensive market enhancement
priorities for U.S. trade policy.

In this regard, we would expect the Administration to go beyohd
its current role as recipient of petitions under Section 301 of the
Trade Act and to make use of the provisions for self-initiated 301
cases, as well as the bill's negotiating authority to broaden the .
scope of existing international agreements. )

(2) Section 301 of the Trade Act of 1974 would be amended to
broaden its scope and to clarify and enhance Presidential authority
to getaliate against foreign unfair trade practices.

In this regard, unfair trade practices for which relief is
available under U.S. iaw would be broadened to cover performance

7 requirements and other trade-distorting barriers to investment, as
well as violations of intellectual property rights.

Foreign barriers not removed through negotiation or enforfement
of the GATT (General Agreement on Tariffs and Trade) could be éffset
by tﬂe United States through withdrawal of prior y.s. concessions)
imposition of duties and other restrictions available under present

law as clarified by this legislation. Where U.S. retaliatory options



are not currently available to the President, he would be given
new authority to propose legislation which would énjoy acceler;ted
consideration by the Congress.

(3) Finally, the legislatian provides for major negotiations to
achieve international agreements that encourage fair and open trade
in services, investment flows and high technology.

Taken as a whole, this legislation can make a timely contribution
to our efforts to expand American exports abroad.‘ It is my intention
to see that the Reciprocal Trade and Investment Act moves through

the Congressional legislative process with all due speed.



SENATOR JOHN HEINZ : FEBRUARY 4, 1983

Hearing on S.144, Reciprocal Trade and Investment Act -
Opening Statement

This hearing marks the second important step towards the
enactment of reciprocity legislation, the first step being
the reintroduction of the bill last week. \

1 want to commend Senator Danforth, the chairman of the
Subcommittee, for moving so quickly on this matter. Its prompt *
enactment is more necessary and timely than ever in view of
the failure of the GATT Ministerial to achieve our most important
objectives.

The GATT Ministerial was intended to successfully address
the alarming growth of interventionist and p;otecciontst acts by
foreign govermments in international trade. Yet despite heroic
efforts by Ambassador Brock, his staff and other agency personnel,
it is hard to view the Ministerial as anything other than a
disappointment. Not because immediate agreement was not reached.
Not because we failed to achieve all our objectives. But rather
because our trading partners showedﬁso little interest in making
the institution, GATT, ‘work to deal with the problems of the 1980's.

Copiqg with the man& changes taking place in the inteynational
marketplace demands a dynamic and resi;ient institution. And
it is that challenge that the GATT has so conspicuously failed
to meet.

More than a year ago I called for a new Bretton Woods
Conference to tackle this problem and develop a new institution
better equipped to deal with today's world. I was pleased to .
note both administration officials and ;rivate sector experts

have recently issued this same call.
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A new Bretton Woods, however, is pré&ably far away. In
the short term we have to try to solve these problems through
existing channels ~unila;atal. bilateral, and multilateral.

That urgent challenge will constitute the Finance Committee's
trade agenda for this year. '

S. 144, the reéiprocicy bill, will meet that challenge.

Its purpose, simply put, is to give our administration more
leyerage in opening other nations' doors and in peréuadlng
them to accept GATT obligations.

During the multilateral trade negotiations in the late 1970's,
we made Eubstantial tariff concessions, largely in return for
agreement by others to accept increased discipline over their
behavior in the international marketplace. The MIN talks adopted
a qusidies Code, an Antidumping Code, a Standards Code, a Government
Procurement Code, and a number of other measures designed to codify
appropriate international economic behavior and to regularize the
process of settling disputes between GATT membexrs. Accession to
these codes tepteéented promises to behave and to ope}ate.generally‘
according to free market principles.

Since then, however, we have witnessed a world increasingly
beset by violations of those very standards. Subsidies and sales
below cost are @ulciplying - the most recent and dramatic example

“being the over’150 complaints filed by the domestic stepel {hdustry
last year, complaints which in terms of tonnage and value were
largely affirmed by the Commerce Department and the International
Trade Commission.. ‘

Barriers to U.S. exporcs are also multiplying. Only two weeks

agé, for example, I learned that the Government of Taiwan has



completely banned imports of soda ash since early last vear, in
violation of both geneial'and speciﬁﬁc trade agreements with
us. We have had a similar soda a#h problem with Janan.

Indeed, it has been the Javanese that have been the
primary culprits in the race to close markets, Lsing everything
from outright quotas, such #s for citrus and beef, to tariffs,
such as for tobacco and chocolate, to more subtle inspection

. and testing procedures, which exemplified by the bizarre
story of the aiﬁminum baseballjZat industry, which is well known

to most Senators. Currently, in Fhe high technology sector the
Japanese are pufsuipg the same kind of }n:icompeticive policy
that has served them so well - and us so poorly - for so long.
,.Essentially they are protecting their industries while we have
A comparative advantage, and then opening the doors to competition
only when they are ready to beat the competition. This is not
the free market by anyone's definition.

It is these problems reciprocity legislation is designed
to attack, not through arbitrary or mandat?ry fetaliation, but
through flexible, discretionary ahchbtity that is intended to
be carefully used. N

It is that latter p&int that is most important. We have
to prove we Qre serious after years of losing our credibility
in negotiations. That may necessitate acting tough once o;
twice. But it's ulready been amply demonsérated that talking
tough is not enough.

I am aware that there are these who believe this bill is
too weak and who hae blocked its progress for that reason. I

share the view that the bill could be strengthened, but I
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challénge its opponents to cSme forward with concrete wg*tiotu
for change. This bill represents the best chance we have to
restore some meaning to the GATT, and it would be tragic for

us to pass up the opportunity. I hope we wil'l move rapfdiy to
iarkup and that those who would be critics of t}:o bill will

instead woric with us to develop a version we can all supoort.
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STATEMENT OF

SENATOR CHARLES E. GRASSLEY

.

Public Hearing om S. 144, The Reciprocal Trade and Investment Act

February &, 1983 i . .
The concept of trade regiprocity cen be a tool to open new markets or it can
be used negatively to eréct §artiers on a sector by sector or product by
product basis endangering the world trading system as we know it. Senator
Danforth's careful drafting of this bill has addressed these issues and
resolved them in such a va§ as to assure the viability of our system of

free trade.

One of the provisions to this bill deserves special praise. Under subsection

(a) the USTR, through the interagency Trade Policy Committee, would be re-
quireg)to 1dentify the acts, policies, and practices which constitute significant
barriers to or distortions of U. S. expdrts of goods (including -apricultural i
commodities) or servicgs, and U. S. foreign direct investment. 1In addition

to foreign barriers, these could include U. S. export disincentives.

I«.

The additions to Section 301 are particularly significant. The expansion
of. the grounds ‘or bring a Section 301 action are very important to my
constituents. Critical to this expansio; is permitting a 301 action to be
brought if an action of policy of a foreign nation is unreasonable, unjusti-
fiable or discriminatory. The term "unreasonable" is defined as any act,
policy, or practice which, while not necessarily in ;1olation of or
inconsistent with.the international legal rights of the United States, is

otherwise deemed to be unfair and inequitable. Many nations deny American
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. agricultural products fair and equitable market access. This bill provides
our agricultural interests with a tool for redressing these grievances

and is an }mportgnt step in expanding our agricultural export market.

The achievement of worldwide fair and equitable market access is a big
goal. Reaching this goal will take years of patient and persistent
negotiation and difficult‘Fompromise Qn the part of all nations. We must
undertake this process to xuarantee the future of‘our world trading system:
The enactment of this bills}ﬁ & good place to begin, and that's why

'

I am pleased to be a cosponsor.,,
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~

STATEMENT BY SENATOR DAVID L. BOREN
SUBCOMMITTEE- ON "INTERNATIONAL TRADE
FRIDAY, FEBRUARY 4, 1983

I commend Senator Danforth and Senator Bentscn forv re-
introducing the Reciprocal Trade and Investment Act. As a co-
sponsor ofxlast years - "Reciprocity" bill, I have long supportcd
the philosophy behind this legislation. Although not as ussertive
‘as I would like, this bill would provide a significunt incentive
tg our trade pértners to cease and desist, in their perpetuation
of trade barriers to U.S. exports. '

Certainly the most transparent example of contrived and
unfair trade barriers is Japan. The report issucd last Nuvymbcr
through the office of our TradeARepresehtative, Mr. Brock, outlincd
the elaborate and somctimes bizarre tools the Japunesc use to
obstrﬁct the exports of other nations.

B%cf producers in_my home state of Oklahowa arc extremely
discouraged by the maze of import quotas, high tariffs, and other
assorted practifes the Japanese utilize to protect their
highly inefficien; farmers. This example only touches the surface
of discriminatory practices, the Japanese have refined into ‘
an art form, that extend from barriers to U.S. citrus products
to automobiles to bascha{ldbfts. At the same timce, the Japancsce
effkct us to expand our very reaéonable auto import levels in the
midst of a deprossion in our own auto industry.

The double standard must end. This reciprocity legislation
should help us convince the Japancse, and other nations that
unfairly impede the flow of trade, that the barriers they construct
are . JnterproductiVe‘tb fh; goal, which is to our mutual benefit,
of expanding world trade.

Of course, our considerable trade deficit with Jupan was

- 1.-994 0 ~ 83 - 2
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not created solely by the trade barriers they ippose, For a tone .
pcriod of time, the Japancse yen has been sienitivontly undevatio,
It has begun to pick up in recent mobths; but the price adyantag.
this has given them has becen cnonnoils. There have heon indicationr.
that the Japanese intend to push for lower interest rates to
encourage growth in their.own economy. This would cnable them to
combat unemployment but would also serve to lower the value of the o
allowing Japanesc goods to become cven cheaper nhruuh. We cannot
allow the Japanese to maintain a low unemployment policy at our
own expense. The provisions of this bill deuling with direct foveiyn
investment should permit greater access to Japanese investments
which would strengthen the value of the yen.

Prime Minister Nakasone has taken some token steps to eliminate
import duties on 47 farm commodities and 28 industrial gouds und
to expand quotas for several agricultural items. This did not
divert our attention away from the fact that high quality U.S. beel
and U.S. citrus products were not included in this list of trade
measures. ] should remind our Japanese friends thut the domestic
content bill is still with us, There is a better chance of passage
for this legislation in the 98th Congress, although it most ccrfnin]y
would be met with a presidéﬁtial veto. The issue I want to raise,
thougﬁ, is where the votes would come from to defcat an override
of this veto. A considerable number of votes would have to come
from_individuals vepresenting beefl and citrus producing states. 1
just want the members of the Japanese task force on trade
barriers ta think about this before they issuc their
recommendatiéns on March 31.

The Japanese barriers to our beef and citrus exports are -
certainly significant but should not obscure our view of other

practices which have a more dramatic impact upon the U.S. export

.
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o S s . .
position. Certain domestic industries are targeted by the Japan o

for preferential treatment, designed to enhiance theiv eapaont
.competitiveness. Their government provides protection Urom inpoit:
rescarch and development support, as well as makine heavy parchor o

itsélf. This has allowed the Japanese to become eatvomely cump{t.
in certain scctors such as clect{‘onic?and data fn'wossing. In
response, we should modify our antitrust laws to permit U.S. [irms
to pool rescarch and development to mect these Japancese ventures

head on. .
The Japanese have generated an unnccessarily 11rgc amount

of i1l will towards themselves as a result of their trade
practices. Prime Minister Nakasone did a commendable job in
attempting to diffuse these suspicions, during his visit.
Still, this relationship has been saturated with rhctoric and
very little action has resulted. My patience has been exhausted.
We need a substantive tool to ensure that Amcrica's rights, in
the international trade arena, are no longer violated. The
Reciprocal Trade and Investment Act would assert our detcermina-
tion to stem practices which'exploit ‘the openness of the U.S.
market and serve to limit fhe flow of international trade.

The expansion of world trade brought about the worldwide
vgroch in prosperity since World War 11. Maintenance of an open
trading sy;tem must be our ultimate goal in this process, but we
do oursclves do favors by allowing various trade practices to go
unanswered. At this time, when cxport growth could contribute so
dramatically to our economic rccovery, we must hdve a means of
ensuring fairness and equity in our trade relationships. To
accomplish this, we should report this legislation out as soon

as possible. -
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Senator DANFORTH. I understand a number of the members of
the committee have statements-that they want included in the
record, myself included. So without objection, the statements will
be included in the record. ) .

This hearing pertains to the Reciprocal Trade and Investment
Act, S. 144, and the first witness is U.S. Trade Representative Wil-
liam E. Brock.

Senator HeiNz. Mr. Chairman, before the USTR begins, and I
thank you for putting my statement in the record, I just want to
apologize to Bill Brock. I have to go and chair a hearing in the
Aging Committee at 10 so I'll be unable to be here. But I want to
say to you, Mr. Chairman, I commend you for the hearing; I hope
we ce:ln move rapidly to markup and to the floor and get this bill
- passed. - .
Senator DaNrorTH. Thank you.

Mr. Ambassador?

STATEMENT OF THE HONORABLE WILLIAM E. BROCK, U.S.
TRADE REPRESENTATIVE

Ambassador Brock. It is a nice way to start a hearing. Thank
you, Senator. I appreciate it. I agree. N

I am here to express the administration’s endorsement of the Re-
ciprocal Trade and Investment Act of 1982. This bill was the sub-
ject of many hours of discussion between members of the Finance
Committee and the administration last year. And I think it is fair
to state that without the efforts of the chairman, Senators Heinz,
Bentsen, Long, Roth, and Chafee, we would not have this impor-
tant legislation today. I am happy, Mr. Chairman, that you have
reintroduced it in the 98th Congress.
~ Fair and equitable market opportunities for U.S. investors and
exporters of merchandise and services continue to be the goal of
this administration. The intent of the legislative proposal before
this subcommittee is not only consistent with, but is a reaffirma-
tion of the fundamentals upon which our trade policy is based. We
plan to pursue more vigorously than ever our efforts for a freer
world trading system.

In short, it is our policy to enforce strictly existing trade agree-
ments and domestic laws implementing those agreements, -to
strengthen our domestic trade laws to make them more useful and
responsive to the needs of those they protect, and to seek expanded
coverage of trade issues under the mutually accepted international
framework of the GATT.

The failure of past efforts to tackle some of the most restrictive
practices affecting world trade, particularly in the -areas of serv-
ices, investment and high technology goods, is the cause of increas-
ing frustration for U.S. exporters, the Congress and the administra-
tion. Each of these areas was a major item on the agenda at the'
Ministerial in November 1982.

As [ testified before the Senate Finance Committee last week, on
January 25, we made some achievements in Geneva by bringing
these problems to the attention of our trading partners, but there
was not as much progress as the United States had originally
hoped. Hence, the challenge before us of preserving and strength-
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ening the open and free trading system is more critical today than
ever. . : . .

Our frustrations with the GATT process in its limitations to deal
with new forms of barriers and trade distortion is clearly our best
reason for renewed efforts to strengthen the international codes of
conduct and make them work. )

In this perspective, S. 144 will be of great assistance. Not only
does this legislation direct attention to specific trade problems and
issues, but because it has been written with our international obli-
gations and agreements in mind, the bill is also an endorsement of
the GATT system. -

Let me briefly outline the elements of S. 144 which provide the
basis for our support.

In terms of the tools to increase market opportunities abroad on
services in contrast to trade in goods, there are no meaningful in. -
ternational rules governing trade in services, an area where we are
experiencing expanding trade opportunities but growing barriers.

At the Ministerial we were successful in obtaining an agreement
that calls for national studies of the issues affecting services sectors
and a decision in 1984 by the contracting parties as to whether fur-
ther multilateral action is appropriate. In the meantime, clarifica-
tion of the President’s authority to negotiate international agree-
ments for services demonstrates to our trading partners the U.S.
resolve in seeking equitable treatment in this area. Congress specif-
ic mandate to negotiate a multilateral framework agreement for
trade in services will provide the administration with the tools to
make such a goal a reality. )

Second, in terms of the tools we need to insure equity in direct
foreign investment abroad, international- investment now plays a
more important role in the global economy than ever before. It is
increasingly evident that trade policies have a substantial effect on
investment flows, and that international investment policies
strongly affect trade patterns. As the world’s largest international
investor, the United States cannot fail to recognize the importance
of this link.

A strong U.S. international investment policy should seek to
achieve for our investors the same kind of access, opportunities,
and treatment abroad that it offers to foreign investors in the
United States. We believe the provisions of this bill offers the
United States some important tools for obtaining these objectives,
and are pleased that the bill contains a clear mandate for negotiat-
ing both bilateral and multilateral agreements which will reduce
or eliminate barriers to investment wherever possible. Such au-
thority will strengthen, for example, our recently initiated bilateral
investment treaty program. -

In addition, where individual foreign governments fail to exercise
discipline over the use of investment measures which distort relat-
ed trade flows, S. 144 explicitly makes available section 301 author-
ity to the executive branch, so that the United States can adequate-
ly deal with foreign investment policies which harm U.S. interests.

Finally, S. 144 provides for a thorough report from the USTR
analyzing foreign direct investment barriers. By providing for
annual revisions, S. 144 will assure that our investment policies
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continue to be founded on a strong analytical basis that takes into
“account changes in other countries’ barriers and policies.

These provisions are even more important in the aftermath of
the Ministerial where our efforts to start a multilateral dialog on
trade-related investment issues were not successful.

On high technology, these goods and services are essential to our
economic development, industrial competitiveness and national se-
curity. As international competition in high-technology industries
becomes more intense, there is evidence that the competitive posi-
tion of U.S. high-technology industries is eroding.

Although there was agreement from all parties at the Ministeri-
al meeting to study trade in high technology, the objection of one
country eliminated the possibility of including high technology in

. the Ministerial declaration.

To counter the international barriers and distortions to trade
and investment in this area, the administration supports the specif-
ic negotiating objectives in S. 144. The legislation would also give
the President authority to negotiate the reduction of tariffs on
high-technology products in exchange for equivalent concessions.

Reciprocity as a principle embodied in the GATT and in our
trade laws, and increased market access is the goal of this adminis-
tration. I would like to reiterate my strong opposition to any type
of legislation based upon sector-by-sector, product-by-product, or
country-by-country reciprocity. As we stated last year, such an in-
dependent standard for unilateral action under section 301 could
mean that instead of judging the fairness of foreign market access
according to internationally agreed standards, we would be re-
quirlc:d to judge it by the access accorded to foreigners in the U.S.
market.

The preferable method for obtaining substantially equivalent
market access should always be to seek liberalization of foreign
markets rather than to raise equivalently restrictive barriers of
our own. Our goal is to move our trading partners forward through
negotiations to a level of market access more similar to our own.
S. 144 will be a valuable tool to use in pursuit of that goal.

In conclusion, the challenge before all of us is to develop and im-
plement a U.S. policy aimed at increasing reciprocal market access
with our trading partners without tearing down the present inter-
. national trading system, reversing its benefits to date, or starting a
spiral of protectionist actions.

We believe S. 144 is a reaffirmation of U.S. trade and investment
policy, and the bill has the administration’s wholehearted endorse-
ment.

I look forward to working with the subcommittee on this issue
and would urge a quick markup of this important bill.

{The prepared written testimony of Ambassador Brock follows:]
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February 4, 1983 -

.

7 .
I am pleased to appear before you to express the Administratjon's

endorsement of S. 144, the Reciprocal Trade and Investment Act of 19 ~.

This bill was the subject of many hours of discussion between
members of the Finance.Committee and the Administration. last year
and I aﬁ happy Senator Danforth has reintroduced it in the 98th

Congress.

Faif and equitable market opportunities for U.S. investors .
and exporters of merchandise and services éontinue to be & goal
of this Administration. The intent of the legislative proposal
before this Subcommit}ee is not only consistent with, but is a
reaffirmation of the fundamentals upon which our trade policy
is based. ﬁe plan to pursue more vigorously than ever our efforts

for a freer world trading system.
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" In short, it is our poli;y to enforce strictly existing
trade agreements and domestic laws implementing those agreements,
to strengthen our domestic trade laws to make them more useful
and responsive to the needs of those they protect, and to seek
expanded coverage of trade issues under the mutually acceptedA
international framework of the General Agreement on Tariffs -

and Trade (the GATT).

History has shown that no nation can long sustain publi;
support for an open trading policy unless its people sense
that there is fairness and equity in the practices of other
countries as well as their~own{ and that they see tangible
benefits;from the application of that policy. i
| K

The failure of past efforts to tackle some of the most
restrictive practices affecting world trade, particularly in
the égeas of services, investment and high technology goods
is the cause of increasing frustration for d:s. exporters, the
Congress and the Administration. This frustration und;rmines

the consensus which supports the open trading system.

Each of these areas: services, high technology goods and
investment, was a major item on the agenda at the GATT Mihisterial

in November of 1982.

,

As I testified before the Senate Finance Committee last

week on January 25, we made some achievements in Geneva by bringing
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these problems to the attention of our trading partners,
but there was not as much progress as the United States

had originally hoped.

Hence, the challenge before us of preserving and
strengthening the open and free trading system is more
critical today than ever. OQur frustrations with the GATT
process in its limitations to deal with new forms of barriers
and trade distortion is clearly 'our best reason for renewed
efforts to strengthen the international codes of conduct and

make them work.

In this perspective, S. 144 vill be of great assistance.
Not only does this legislation direct attention to specific
trade problems and issues, but because it has been written
with our international obligations and agreements in mind, the
bill is also an endorsement of our GATT system. At the same
time, let me reiterate the fact that we will not sit on our
hands if other governments act in such a way as to injure U.S.
workers and industries. We will continue to defend and advance
the legitimate economic interests of the United States in the

international trading system.

Let me briefly outline the elements of S. 144, the
Reciprocal Trade and Investment Act of 1982, which provide

the basis for the Administration's support.
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Tools to Increase Market Opportunities Abroad:

'
'

Services: ~
S8x¥icas
In contrast to trade in goods, there are no ﬁéaningful

international rules \governing trade in services.

This is an area where we are experiencing expanding trade
opportunities but growing barriers. Exports of services
have become a major source of export earnings and has helped
offset the increasing deficit in merchandise trade. Seven
out of ten jobs are in the services area and in 1981, the surrlius

_in trade in services totaled $41 billion.

At the GATT Ministerial meeting we were successful in
obtaining an agreement that calls for national studies of
the issues affecting service sectors and a decision in 1984
by the Contracting Parties as to whether further multilateral

action is appropriate.

In the meantime, we need to clarify the President's

authority to negotiate international agreements for services.

Clarification of the inclusion of services under the

authority granted by Section 301 of the Trade Act demonstrates



23

to our trading partners the United States' resolve in seeking
equipable treatment in this area. Congress' specific mandate
to negotiate a ‘multilateral framework agreement for trade in
services will provide the Administration with the tools to
make such a-goal a reality.

In add{tion, the annual report on significant trade barriers
required of my office would 2nable the private sector and Congress
to work with the Administration to estab;iéh on a continuing

basis priorities for U.S. trade policies.

Tools to Ensure Equity in Direct Foreign Investment Abroad:
//\f \

-International investment now plays a more important role
in the global economy tha; ever before. It is increasingly
evident that trade policies have a substantial effect on
investment flows, and that international inveéiméﬁt‘poli?ies
strongly affect trade patterns. As the world's largest inter-
national investor, we in the U.S. cannot fail to recogpize the

importance of this link.

A strong U.S. international investment policy should aim
toward reducing, or eliminating where possible, foreign
barriers to, and restrictions on, U.S. investors abroad.
Likewise, the U.S. should treat foreign direct investment in
the U.S. equitably and in a non-discriminatry fashion. 1In

this regard, the U.S. has the most favorable investment en-
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vironment in the world for foreign investors. Stated in
a different way, the U.S. seeks to achieve for U.S. investors
the same kind of access, opportunities, and treatment abroad

that it offers to foreign investors in the United States.

We believe thaé the provisions of S. 144 offer the U.S.
Qome important tools for achieving the international invest-
ment policy objectives outlined above. Thus, the three main
provisions of this bill relating to direct investment matters
deserve and have our strong support. First, wé are pleased
that S. 144 contains a clear mandate for negotiating both
bilateral and multilateral agreements which will reduce or
eliminate barriers to investment wherever possible. Such
authority will strengthen, for example, ocur recently initiated

Bilateral Investment Treaty Program.

Second, where individual’ foreign governments fail to
exercise discipline over the use of performance requirements
and other investment measures which distort related trade
flow;, S. 144 explicitly makes available Section 301 authority
to the Executive Branch, so that the United States can
adequately deal with foreign investment policies which harm

U.S. interests.
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Finally, S. 144 provides for a thorough report,fr;m
USTR analyzing foreign direct investment barriers. By
providing for annual revisions, S. 144 will assure that
our investment policies continue to be founded on a strong
analytical basis that takes into account. changes in other
countries' barriers and policies.

In sum, we pelieve that the provisions of S. 144 ‘relating
to internaticnal direct investment issues 6ffer important
tools for carrying ocut a sound international investment policy.
These provisions are even more important in the aftermath of
the GATT Ministerial, where our efforts to start a multilateral

dialogue on trade-related investment issues were not successful.

High Technology _ v .

High Technology goods and services are essential to .our
economic development, industrial competicibeness, and national
security. As international competition in high-technology
industries becomes more intense, there is evidence that the
competitive position of U.S. high-technolegy industries is

*‘eroding.
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* Although there was agreement from all parties at the
GATé Ministerial meeting to study trade in high technology,
the objection of one country eliminated the possibility of

including*high technology in the Ministerial declaration.

To counter the international barriers and distortions .
to trade and investment in this area, the Administration
supports the specific negotiating objectives in S. 144. The
legislation would also qive the President authority to negotiate
the reduqtion of tariffs on high technology products in exchange

for equivalent concessions.

The_benefits of tariff reductions to spur export markets
could likely exist for sectors other than high technology.
The Administration proposed an extension of negotiating tariff
authority last year, and in éhe State of the Union Address last
week, the President pledged to seek, '"new negotiating authority
to remove barriers and get more of our products into foreign

markets."

.Reciprocity as a principle embodied in the GATT and in

our trade laws, and increased market access is the gopl
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of this Administration. I would like to reiterate my strong
opposition to qpxﬁ;fpgréf legislation~based upon sector-by-
sector, product-by-product or country-by-country reciprocity.
As we stated last year, such an independeqt standard for un-
ilteral action under Section 301 could mean that instead of
judging the fairness of foreign market access according to
internationally agreed standards, we would be required to
judge it by the access accorded to foreigners in the U.S.

market.

The primary and preferable method for. obtaining substantially
equivalent market accéss should always be to seek liberalization
. of foreign maékecs rather than to raise equivalgnéiy restrictive
barriers of our own. Our goal is to move our trading partners
forward through negotiations to a level of market access more
similar to our own. S. 144 will be a valuable tool to use in

pursuit of that goal.
Conclusion:

As we explore the issues rajised by this legislation, -

the United States will continue its leadership role in

promoting freer and fairer trade. As the initiator of
every major negotiation, this is not an unusual or unexpected

responsibility.

i
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The challenge before all of us is to develop and -
implemeni a U.ST policy aimed at increasing reciprocal
market access wiéh our -trading partners without tearing
down the present international trading system, reversing
its benefits to date, or starting>d spiral of protectionist

agtions.

We believe S. 144 is a reaffirmation of U.S. trade and
investment ?olicy, and the bill has the Administration's

wholehearted endorsement.

I 1dok forward to working with the subcommittee on

this issue and urge a quick markup of this‘important bill.

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

Senator Bentsen? -

Senator BENTSEN. Mr. Chairman, I am very pleased you have
moved so quickly on this piece of legislation. Of course, it has been
through the wringer before in this committee, and I hope we can
successfully pass it this year.

I would like to comment for just a moment to the Ambassador.

This piece of legislation has a national trades estimate in it to
try to bring about some correlation of interagency work in identiflv-
ing those products from those countries where barriers have really
been placed, and what in turn we should do in trying to counteract
those. Do you think that process will be of help? Do we have any-
thirﬁg %t the present time that really correlates that or brings it to-
gether? -

Ambassador Brock. We do it as a matter of routine in analyzing
our negotiating strategy on a country basis. But I think the value
of this legislation is that it deals with barriers in a global sense.
Because it is impossible to solve all the problems at once, we can
identify those areas which deserve priority treatment. There is a
logic to this approach and we support it. -

nator BENTSEN. I am also concerned about the utilization of
the safeguard provisions escape clause. Certainly we have to have
that available to us to help industries that are seriously threatened
in this country, but it seems to me we ought to exact some kind of
action on their part where it is not just protectionism and not just
a changing of resources and going into other lines of business, but
some way to try to put some pressure on them that such a protec-
tion will not last or will not have the intensity without their
paying a price, in the way of modernization, being more competi-
tive, trying to bring prices down. Otherwise you end up, it seems to
me, by the consumer paying for that type action: :

Ambassador Brock. I absolutely agree. I think that is going to be
the essence of any effective trade policy over a period of time; oth-
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erwise we will tend to freeze ourselves, as others have frozen them-
selves, into a stagnant pattern. That has happened in some coun-
tries, and I don’t think this country wants to follow that path.

Senator BENTSEN. To move just a little beyond but not really far
from what we are talking about, I'm quite pleased to see that the
administration has taken the action it has on agricultural products
and the export of those products insofar as some of the deals that
have very recently been made.

We are in a situation where our farmers are obviously not just
competing against- the farmer of Europe, they are competing
against their countries. The numbers I have had show that the Eu-
ropean Common Market plus the specific countries, when you put
them all together over there, you have got about $44 billion worth
of subsidy that has been at work, and we have lost a very substan-
tial part of our market. ) .

Now, the action that has recently been taken, and I notice the
response on"the part of-the European Common Market, as I under-
stand it, of wheat flour being taken off the a%enda, as I recall that
case has been underway for about 7 years without much action.

But what are you seeing in the way of -getting their attention on
the problem by the action that we've taken?

Ambassador Brock. Well, I think we’'ve taken a combination of
actions. I'm not sure that I would cite any single step, but I do
think that the atmosphere for improving this situation is better
than I have seen it since I have been in this responsibility. Accord-
ing to those who were involved before, it is better than the last sev-
eral years. ’

We did have five cabinet members at the high level meeting in
Brussels in December and excellent and constructive and honest
conversations were held on the issue. That was followed by ‘a good

. session at the working level in the technical talks in January. We
have the second meeting coming up on the 9th of February in
Brussels, and I believe there is a possibility of moving this issue for

" the first time in some time. I am very comfortable with the cooper-

ative and constructive attitude of our trading partners.

We are going in without any theological dogma; we are not
trying to argue who is right or wrong; we are simply saying there
is a problem between us, and we’ve got to resolve it. I think they
are approaching it from the same attitude.

Senator BENTSEN. Mr. Ambassador, one thing more. We have lost

.an awful lot of jobs in this country in the tubular steel industry.
And 1 know you are on your way to Japan. I hope that you will
keep that in mind in negotiations there.

It is not a question of our not being competitive. We have some
of the most modern manufacturing facilities in the world, some of
the most effective and efficient; and yet, a lot of it comes, of course,
by recession and what’s happened in the energy industry, but a

- substantial part of it also comes from the imports that have result-
ed in a great loss of jobs in thic country. '
Ambassador Brock. I am very well aware of that, Senator. I will
have it very much in mind in my talks next week. Thank you.
Senator BENTSEN. Thank you, Mr. Chairman.
Senator DANFORTH. Senator Long?
Senator LoNG. No questions at this time.

17-994 0 - 83 - 3
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Senator DANFORTH. Senator Dole?

S:x})ator DoLE. Ambassador Brock, you are headed for Japan,
right?

Ambassador Broek. Yes, sir.

Senator DoLE. What are you going to do over there? Do you have
any agenda that we can take hope from? :

Ambassador Brock. I think so. We had remarkably.frank and
constructive conversations when the Prime Minister was here,
about 2 weeks ago, and this is part of the continuum.

The Secretary of State has just been in Japan; I will be there
next week. We began to make some real progress in opening up the
Japanese market with the commitments in regard to the across-
the-board problem of certification, that the Prime Minister and his
cabinet made before coming here.

We do have continuing areas of concern in steel, automobiles,
other similar petitions and cases that have been filed before my
office. All of those items will be on the agenda, but I am convinced
that the Prime Minister and his cabinet want to move forward and
are very sensitive to the degree of concern that exists in this coun-
t :

ry. .
We shall see, but it looks to me like we have a very good oppor-
tunity to make some progress.

Senator DoLE. I have great confidence in what you will attempt -
to do. ¥ am certain they understand, based on the last time when
you went to Japan when you had a committee resolution endorsing
what your objectives were, that we could do that every time you
went to Japan. We didn’t get a resolution done this time, but cer-
tainly we support efforts you will be making there.

Ambassador Brock. I think the Japanese are aware that this is
not just the attitude of the administration, ‘the Congress is just as
concerned, and that we are acting as one body .in our approach on
this problem. I think the support that I have received from you has
been of enormous value, and we are beginning to see some changes.

Senator DoLE. In another area, Senator Bentsen touched on agri-
culture. I was speaking to some corngrowers last night in Illinois. I
also met with Ambassador Dobrynin yesterday, and as I under-
stand from the Soviet Ambassador there have been no efforts by
this country to enter into any long-term grain agreement. Even
though we've lifted the embargo, all we've had are informal discus-
sions. '

It's pretty difficult, when we are asking for billions more for ag-
riculture in a lot of different programs, to understand why the ad-
ministration has not been more aggressive in trying to get a long-
term grains eement. I know you negotiated the last extension.
- Would you still have the primary role, if any, if we had an exten-
sion of that agreement?

Ambassador BrRock. Yes, sir. Under the law, we have the respon-
sibility for such negotiations. But the problem has not been one of
interagency disagreement.

If you recall, in December 1981 the President suspended further
talks on an LTA because of the deprivation of human rights in
Poland and the absence of any constructive Russian response to the
problem. We simply have seen no logic in proceedi;xdg with long-
term talks as long as that situation remains unresolved.
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The President_established certain basic fundamental criteria by
which we would evaluate whether the Polish Government was re-
sponding to any norm of human behavior. Those criteria have not
yet been met, and as a consequence, the talks remain suspended.
. Senator DoiLk. But I think, on the other hand, it is difficult for
the American farmer to understand that the President takes credit
for lifting the embargo, but we're not trying to sell anything. So in
fact you still have an embargo. It’s been lifted technically, but for
all practical purposes it mi%ht as well be in place.

Ambassador Brock. With all respect, Senator, I honestly can’t -
agree. We have been selling, we continue to sell, and we continue
to make the effort to sell.

We are operating under a long-term agreement now. It's still in
place, and we have, in fact, sold a good deal of grain.

I grant you that the embargo that was imposed about 4 years ago
substantially reduced the penetration of the Soviet market from
about 70 percent to about 30 percent, and that has had a negative
impact here. ’ ) :

-But we don’t have to have a long-term agreement to sell grain.
There is no prohibition against selling grain if there is no LTA; it
simply will be a different method by which we do business. :

Senator. DoLE. They have purchased a minimum 3 million tons of
wheat and 3 million tons of corn. They don’t have to have a long-
term agreement, but they can make long-term agreements wit
other producing countries, and that’s the only pomt I make.

We are in a period now where farmm prices are so depressed that
there is going to be a massive Federal payment to the farmer
unless market prices come up—not that one country’s purchases
alone would do that, but it’s an area that I think we ought to ex-
plore as well.

I think it’s time we took a look at the Jackson-Vanik amendment
to see whether or not that has really had an impact. The objective,
as I view it, has not been reached. Even though I supported that
amendment, it may be time to take a look and see whether the im-
migrtation policies have really improved because of that amend-

ment.

*  But I guess the frustration is, we’ve got a lot.of requests to spend
more money in aﬂculture—-we are looking at blended credit pro-
ams and a number of other things the President is supporting—
ut you know the only real hope we have is in the marketplace,
and if we can't deal with those who might want to buy it makes it
more difficult. , )

Ambassador Brock. Yes, I know.

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

Senator DANFORTH. Sure.

Senator LoNG. I am concerned, more than any single fact in deal-
ing with this legislation, about the use of the word “reciprocal.” 1.
am very much a reciprocity guy, Ambassador Brock, and I'm sure
Kou are familiar with that dating back to the days when you served

ere on this committee. )

I sat here when Bob Kerr was a member of the committee. We
used to hear him say that he was against any combine he wasn’t in
on, and he did very well doing business that way.

[Laughter.] _
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Senator LonG. If you wanted something out of this committee
and if you wanted Senator Kerr to vote it, you éither had to go
along with something that was important to Oklahoma or accom-
modate his views.

In this world, about half the countries have a great deal of state
trading, government-to-government trading, a lot of bartered trad-
ing, a lot of restrictive practices—I am not just talking about re-
strictive practices in the law, I'm just talking about such things as
loyalty toward the national product, which in some respects is still
a custom here. )

We still have, to some degree, a loyalty toward American prod-
"~ ucts. Some people still feel a loyalty toward the American auto-
mobile, for example. They think we ought to buy from our own

pegl)%le.
is is many times encouraged by national policy, even if it’s not
in the law.

Also, there are many subsidies in the world, many of which we
are using ourselves, and there are embargoes and quotas, and bi-
lateral agreements, and bilateral trading arrangements—both
those on top of the table and those that are not on top of the
table—when you consider all that, if we are just trying to trade on
a pure, free trade proposition, then that just leaves us in the posi-
tion of that old Kentucky colonel who went out to duel with some-
body. When they stegped off their 20 paces and turned around,
that scamp was standing behind a tree. Well, it just turned out
that this old colonel had had enough exgerience in dueling so that
he was standing behind a tree himself when he turned around.

Laughter.] ’

nator LONG. So it seems to me that we have had enough expe-
rience with all of this, that we by now ought to learn when some-
body is getting the best of us by the kind of practices I've men-
tioned, and we are going to have to find some way to react to that.
As long as you just let other countries make a profit at it by vic-
timizing our country and our workers and our industries by chisel:
in? on the game, this country winds up the loser. .

hope that you don’t buy what apparently all these macroecono-
mists seem to buy, which is the idea that, “Look, it’s all all right;
that’s all fine, because in the long run our dollar will decline in
value, and that means that our wages on the international market
will be reduced and that way we’ll come back into the market.”
You know, that’s the way I understand all this—in the long run it
will work all right, because “just let the present trend continue,
running these big deficits, and after a while the dollar won’t be
worth anything; so then we can regain our markets.” You know, I -
think that’s basically the idea, or something similar to that.

I believe we have had some people who don’t agree with that. We
had an economist working for this committee some time back, Bob
Best, who helped to write the trade law that’s on the books right
now.

But most of these macroeconomists tend to agree with this idea,
“It’s all going to be fine,” it will all work out in the long run to
something good for us. The trouble is, it just doesn’t work out.

For exam‘fle, if you are following that. theory right now, our
dollar should be way down. And instead, it's up, because the Feder-
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al Reserve with the support of the administration is moving to hold
interest rates at a high level to attract capital or to fight inflation.
So it just doesn’t work out as theory predicts. -

And there is no doubt in my mind that some would say that if
we pursue all this foolishness, when the end of the rainbow comes
and we're supposed to-have all of these jobs back that we’ve lost in
the meantime, the rules will change on us again. Either other
countries will go in for subsidies, or by that time they will find an-
other wa{ of doing business, or the whole world will go socialist, or
there will be a war, or,God knows what; but the point at which we
are supposed to benefit fxom all that just never occurs.

Now, I hope that you racognize and that y
the basis that if people find ways; tter_how they do it, to sell

in our market at a big profit and are doing very well indeed -at’it’

and they are not buying from us, that we will find ways to over-
come that. ’

Ambassador Brock. I can’'t argue with that at all, Senator. 1
happen to believe the purpose of any administration is to defend
the vital interests of this country, first and foremost. That simply
means that there are times when we have got to act.

I think we have done that in a .couple of very specific cases re-
cently, and I think our actions demonstrate that the administra-
tion’s attitude is to respond to the situation as best we can.

One of the reasons I support this bill is that it strengthens our
ability to act in some of these casés. We have had no rules interna-
tionally on services or investment at all. This bill clearly gives us
the authoriti to act, unilaterally if necessary, when we have trade
or nontrade barriers that affect American interests. ‘

Senator LoNG. Now, the Japanese Government sent people over
here during the last year to say that if we insisted on reciprocity,
in the sense that most of us think reciprocity should apply—
moving toward a balance with Japan rather than the big surplus in
their account trading with us—that that would violate the GATT
[the General Agreement on Tariff and Trade).

My reaction to all of that is, they are violating that agreement in
s0 many ways—some of them out in the open; most of them not out
in the open—and they have found so many ways to maneuver it
around and connive to violate it, that it's ridiculous for us to talk
about whether we are violating the GATT or not; but we ought to

- tell them with regard to automobiles and steél;, for example, that

we can’t do business that way. Anybody who does business that
way would be a fool. Otherwise, we are just encouraging people to
go along with a farce, which would lead people to conclude that
this Government is not really looking after the interests of our citi-
zens over here. .

In other words, if we don’t take effective action—and I believe
that you are taking effective action; I know you are doing your
best—if we don’t take effective action to protect the economic inter-
ests of this Nation, its workers, and its industries, its investors in
American jobs, if we don’t do effective things like that, well, in the
long run the peo‘rle of this Nation are going to be outraged about
that. If we just don't want to do anything for them then we will
tell them, “Well, look, go over there to GATT and talk to the Gen-
eral Agreement over there,”’ knowing that nothing is going to

ou are proceeding on"— -

——

—
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haﬂ;p:n. After 6 or 8 years fooling around, traveling back and forth,
talking to all those Eeople over there, they will be back to where
‘they started out, and if they are ﬁoing to get any action they are
oing to” have to raise enough hell with the Government that the
vernment will go after the problem unilaterally.

We just ought to make our citizens feel that they can come to
you and'come to us up here and get some action if they are being
treated unfairly. o .

Ambassador Brock. I agree, but I want to make a very clear dis-
tinction between simply taking a purely protectionist action and
taking an action, defined by U.S. law and international agreement,
to give us a fair shake or an equitable opportunity in this process.

ere are good laws on the books of this country. S. 144 will im-
prove those laws, by saying that another country, or government,
cannot act, whether or not the practice is hidden, to unfairly dis-
place American workers. We have to have the tools to deal with
those practices on their face when they occur, so that we don’t get
into that situation. . :

There is a difference between doing that and going into a pure

rotectionist stance, which hurts the United States more than it

urts other countries. If we can make the point that the steps we
take are entirely within our rights as a sovereign country to insure
that our workers are not being disadvantafed by ?redatory or
unfair practices on the part of somebody else, that's a positive
method of action. That way we are working to get their markets
open, we are not shutting ours down simPly for political reasons.

Senator LoNnG. Well now, Mr. Brock, we've got some things that
are in the law already and in these eements already that re-
quire some doing on behalf of whoever holds your job and whoever
represents the United States—— :

Ambassador BRock. That's right.

Senator LoNG [continuing]. If we're going to ever come out even.
Let me just mention one of them.

There is a proposition that some idiot agreed to many years ago
which is that Europe can regard value added taxes as being a tax
to be refunded at the border and imposed on us when we cross the
border headed the other way, but that we can’t do the same thing
. with our social security tax. That is expressly provided in the
GATT. We can’t include our social security tax that has the same
burden on our people, relatively. In general terms, it has the same
burden on our consumers that that value added tax has on theirs.
We can’t count that. And right there is enough subsidy, just on the
average commodity, to subsidize exports to our market and pay the
U.S. tariff. Yet, when our products are headed the other way, we
not only have to pay our tax but pay theirs, by the time we cross
their boundary. So just right off, in one major area, we are just at
a great disadvantage.

en we are trying to export to Japan or some third-party coun-
try, we will confront that all over again. That tax burden is refund-

to them, and then our product carries the full tax burden on
that product. So right off we are at a big disadvantage.

Now, it takes some real resourceful administering to overcome
that, just to start with, you know. If you are that far behind at the
starting point, you've really got to do some doing even to catch up.
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So I just feel that more and more we’ve got to be doing business
in such a way that compensates us for existing unfair agreements
and make some points to offset that. And I think in doing it you
and I are going to have to realize that some of these multinational
companies don’t necessarily have the highest. allegiance toward
what’s good for this country. |

I understand this. They’ve got the same dedicated desire to bene-
fit their shareholders that any corporate director ought to have;
but it’s awfully easy for somebody totake the attitude that what's
good for General so-and-so is good for America. :

You and I know how it tends to color one’s feelings, his attitude,
when his company is going to do very well ind by something
that might not be good for the American people as a whole.

Ambassador Brock. T have a different attitude. I think what’s
good for America is good for General so-and-so. I think that’s the
o waglewe ought to g‘\}l‘t it. .

nator LoNG. Thank you, sir.

Senator DANFORTH. Senator Bentsen?

Senator BENTSEN. Yes. Thank you very much, Mr. Chairman.

The one statement you made troubles me, Mr. Ambassador, and I
have to strongly disagree; that'’s this question of whether or not we
nleed long-term contracts for the sale of products—grains in partic-
ular. .

Technically, you are certainly correct; we can sell them without
.loniterm contracts. But, in a very substantive way, it is so much
to the advantage of our economy to have those long-term contracts.

I also understand that that contract with Russia expires this
year.

Ambassador BrRock. That’s right.

Senator BENTSEN. So we ought to be looking at a long-term con-
tract. Anytime you don’t have a long-term contract and the other
side, the other fellow that furnishes the product, does, and particu-
larly on things like grain, it just means that the capital commit-
ment can be made in Argentina to put the plow to the grasslands
with the understanding that they've got a long-term contract, so
they can recoup that capital and make their profit.

It means, for the prairies of Canada, that they can put the plow
;;)hei;e, and increase that production, invest that capital, and get it

ack.

We have had 70 percent of the market in Russia; we've got ap-
proximately 30 percent of that market now. If we want to get the
commodity futures up and the price of that grain up, then it would
be very much to the advantage of American agriculture, and, in
turn to our country, to have the long-term contracts as an outlet
for that grain. And, I would strongly urge that we see what we can
do about achieving those kinds of long-term contracts.

Ambassador Brock. Senator, we are not in di eement. I was
speaking of the technical aspect of their right to buy without an
agreement, not of the balance of benefits that might occur.

There is a problem that you have identified in not having an
agreement, in that the United States then becomes the residual
supplier, and others get the benefit of the long-term planning proc-
ess. As a result, the capital investment can be calculated and
cranked into the price.
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I was simply pointing out that, without an LTA, which will
expire unless extended this September, they have the right of
access in the U.S. market, as does any other consumer.

Senator BENTSEN. Thank you, Mr. Chairman.

Senator DANFORTH. Mr. Ambassador, this bill is substantially the
same as a bill that was introduced in the last Congress, on which
hearings were held, and which was marked up in this committee.
In fact, came very close to being passed by the Senate in the
waning days of the 97th Congress. It has, therefore, been thorough-
ly considered by this committee.

My hope for the 98th Congress has been to get the bill intro-
duced with a significant number of cosponsors early in the Con-
gress. That was done. Senator Bentsen and I introduced the bill on
the 26th, which was the first working day of the new Congress,
with 34 cosponsors—32 plus us—to have an early hearing and to
have, hopefully, a strong, unequivocal, statement of endorsement
by our U.S. trade representative.

It is my view that you have provided that strong, unequivocal,
endorsement today. For that I am most appreciative and will abide
by the old ad e that “once a lawyer wins his argument, stop argu-
ing the point.” So I will not ask you any questions, and I very
much appreciate your being here.

Ambassador BrRock. You have the endorsement; let's roll. Thank
you, Senator.

“Senator DANFORTH. Thank you very much. Good luck in Japan.

Ambassador BrRock. Thank you.



37
REsPONSE T0 QUESTIONS FROM SENATOR MITCHELL

I would like to ask you about two features of the antidumping and
countervai.ing duty laws that have been identified as especially costly. The
firat is judicial review. The 1979 Trade Act substantially increased
aopportunities for court review of prelininary agency decisions. What do you
see as the primary.advantages and disadvantages to domestic petitioners of
this change?.. Also, agency decisions are appealed to the Court of
International Trade. In your opinion, what are the advantages and
disadvantages of having appeals go to a trial court rather than an appellate
court? [N

Background: N

Pro;z:lona for judicisl review were focluded in the Trade Agreements Act
of 1979 to facilitate access to a single court and quicker resolution’of
dumping and countervailing duty disputes. As anticipated, the number of
investigations in litigation before the Court of International Trade has
increased since the Trade Agreements Act came into effect.

Prior to the Trade Agreements Act, in 1978 and 1979, lesa than a dozen
antidumping/countervailing investigations were the subject of litigation. Of
the 126 dumping and 200 countervailing duty investigations conducted by the
Commission since January, 1980, 31 Commission investigations have been the
subject 6f litigation before ihe Court of International Trade. Fewer
Comnigsion investigations have resulted in litigation than those from the ITA;
curreantly 15 percent of the dumping and duty determinations of the ITA are
involved in litigation. .

Although the number of cases in litigation have increased, there has been
no disposition of these appesls on their merits. Since the Trade'Agreements

Act, the only Court of International Trade eigea vhich have been finally



resolved are those cases concerning access to or treatment of confidential
information and other procedural questions, A1l the other cases have been
withdrawn or dismissed for lack of prosecution, or are still pending for

resolution. Some cases have been pending before the Court since 1980.

What _are the primary advantages and disadvantages to domestic petitioners from

Court review of preliminary agency decisions?

Section 1001 of the Trade Agreements Act (19 U.S.Cs section 1516a(a)(1)
provides for judicial review of negitive preliminsry deterninatfons. No
judicial review {8 allowed fo£ affirmative preliminary determinations.

Becauge a negative preliminary determination by the Commission terminates an
investigation, judicial appeal is appropriate at that point, as there is no
subsequent agency activity from which an appeal may be taken. Thus, the
primary sdvantage to a petitioner represented by review of negative
preliminary determinations is that an appeal 1ies at the soonest possible time
after a final aéency resolution of the investigation. The statute has
provided for a streamlined review process that presents no resl disadvantage

»

to the petitioner.

What are the advantages and disadvantages of having appeals go to a trial

court rather trin an appellate court?

Appeals from Title VII investigations are taken to the United States
Court of International Trade. While the Court Bf International Trade serves
a8 a trial court for custous matters and other types of cases, it serves a

purely appellate role when reviewing Title VII cases., Consequeatly, with
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- respect to Commission lléigation. the Court of Internmational Trade does not
function as a trial court,

After a Title VII inveatigat{on has been concluded in an appeal before
the Court of Inta;nationnl Trade, a second appeal may be taken from that
diaposition to the United States Court of Appeals for the FPederal Circuit. A
final level of-appeal is available to the U.S. Supreme Court froa the Circuit.
Court of Appeals; however, it is extre-efy unlikely that the Sufrane Court

would grant review of & Title VII sppeal. -

The main advantage to a party from the tvo—tiere& appenlj(procesc is that
it provides s second opportunity for review of a Commigsion's determination.
This advantage, howwver, ie telpfred by the fact that a second appella:e
review adds significant cost and sudbstantisl time to a final resolution of the

1ssues arising from ad investigation. The fact that no Title VII appealg‘hqve

—.

reached final disposizion on their merits suggests that the cost and timé for

Judicial review may be diuadvadtsgeous in the review process.
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. A second aspect of import relief from unfair practices that is es ecially
costly is the preliminary injury determination. Although the ITC does not
control the private costs incurred at this stage, both the statutes and the
ITC's administration of the ststutes create incentives that tend to increase
the private resources devoted to this stage of the process. Do you ‘think that
the standard for preliminary injury determination, or the ITC's interpretation -
of the standard, could be changed to reduce the costs to domestic petitioners?
Are there other changes that could reduce the information required of the
domestic industry, eithet in the petition or in the finvestigation conducted by
the ITC? -

Yes,’the standaréQE;r preliminary injury decarmina:ions and the procedures
followed by the ITC in conducting preliminary investigations could be changed
tq reduce the cost of these investigations go-domestic petitioners. On balance,
however, such a change would lead to a sharp increase in the total costs of
many investigations. The reason for this is that by performing a thorough
preliminary investigation the Commission has been able to make negative determin-
ations in 45 percent of 1ta‘counte}vailing duty investigations and in 29 percent
of its dumping investigations, within 45 day; after the ?etitions were filed.
These negative dc¢terminations have resulted in the termination of these investiga-
tions aﬁd'have save& both the petitioning firms, the respondents, and the U.S.

Government millions of dollars because it has not been necessary to continue

these Gééi‘ca;es for an additional six to 12 months at Commerce and the ITC. In

.

addition, trade in the articles subject to these iﬁvest{gations 1s not adversely
affected‘fcr‘ﬁn extended period-of time*gecause of any uncertainty about the
status of affected imporés.

There are changes that could be made in the amount of information required
of the domestic 1ndustry in the course of a preliminary investigation and in the
petition for the investigation. However, we believe any such reduction would be
self-defeating because the Commiésion would find it difficult to make a negative
determination in preliminary 1nvest13at;ons unless it had a solid record on which
to base {ts determination. Furghermore, a negative preliptnary determination would

be subject to court reversal 1f it were based on an inadequate record.
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I would like to ask a final question regarding the leagth of time involved
in escape clause cases. President Reagan has included s fast-track import
tvelief process- for perishable products in his Caribbesn Basin Initistive. Do
you think such e system could be established for escape clause cases in
genersl and extended to other product aress?

We do not beileve it feasible to establish & tclt;trcck import relief
3

process for sll 3lcupo clsuse cases that,would be similar to the one curreatly

followed in imhstlutiou under Section 22 of the Ajricultunl Adjustment Act

or the one proposed in the Caribbean Basin Economic Re.overy Act. 1In these
ipvestigations the Secretary of Agriculture, whose department gathers
-extnliv‘o data or: sgricultural crops and qrieultu;l—l markets, is in o
po-l‘tion to make en informed judgment on the need for emergency import relief

for- producers Or growers o!\tho products in question. The President can then

= implement this mrgoney. relief while the Commission proceeds with its

investigation. 1:.! the Commission makes a negative determinastion the emergency
cvelief is to;-nlntod. .

It is not sppareant thg producers of manufactured goods are as vulnerable
to |ur;1u in ilimports as sre growers of seasonal or porishable agricultural
products. thu; emergency import relief, which could have s disruptive jmpact
on trade in nonperishable items, should be used in only extreme cases. In
addition, there are ogly t.lt!ited number of U.S. lndlll"tlcl for which dats
compardble to ghut maintained by the Department of Agriculture on farm .
products sre available. Thus, the ability to make an informed judgment as to
the need for oui'uncy relief would be much more difficult when examining

.

these nonuriculgﬁu industries. ’ -

_~.T. UL
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Senator DaNFORTH. Next we have a panel: Mérlin Nelson, Mi-
. chael Samuels, and William Walker. .

Mr. Nelson, would you like to start?

Mr. NeLsoN. Thank you.

STATEMENT OF MR. MERLIN E. NELSON, VICE CHAIRMAN, AMF,
ON BEHALF OF THE EMERGENCY COMMITTEE FOR AMERICAN
TRADE

- Mr. NELsON. Mr. Chairman, I am pleased to be with you today on -
behalf of the Emergency Committee for American Trade [ECAT].

I am vice chairman of AMF, Inc. Most of the.22 years I have
worked for AMF have been in the international sector, including 9-
years residence in London, England, while I was the vice president
in charge of AMF’s international operations.

AMF is a U.S. multinational corporation with 1981 sales of $1.3
billion. Our business is concentrated in industrial technology and
leisure products.

Over the past year, the members of ECAT have carefully exam-
ined the reciprocity issue. We believe that much of the current
debate about reciprocity is fueled by the United States being lax in
seeking enforcement available to us of our own trading rights
under both the GATT and domestic statutes.

ECAT’s examination has led us to the conclusion that there al-
ready exists a wide variety of international trade statutes on the
books that provide necessary authorities to deal with many current
trade problems and to secure more open market access for U.S.
goods abroad. )

The gaps that we see conspicuously absent in our domestic laws
relate to international investment and international trade in serv-
ices—gaps that are addressed in S. 144. .

We in ECAT were concerned with several legislative proposals
for a new reciprocity policy that had been introduced in the last
Congress. Some of these proposals would have mandated that the
United States retaliate automatically against foreign practices re-
strictive of U.S. trade which did not conform to U.S. policies and
" regulations. Such an approach would jeopardize the whole GATT
system so painstakingly put in place over a number of decades.

ere would be no winners in such a trading environment. Such
trade restrictions would beget others.

We are gratified that the above approach has been rejected and
replaced in S. 144, with a renewed commitment to the traditional
multilateral concept of reciprocity. .

At the same time, ECAT members are concerned that protection-
ist amendments may be offered to S. 144, should it be debated on
the Senate floor. We are particularly concerned with proposals for
domestic content requirements for sales of automobiles in the
United States. ,

If passage of new trade legislation would lead to enactment of
such protectionist provisions, I believe that we would all be much
the poorer. For example, the enactment of domestic content re-
3uirements would be a direct encouragement to other countries to

o the same and could lead, if extended to other sectors, to a severe
cutback of world trade. ~
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We broadly support the approach adopted in S. 144, with regard
to our Nation’s trade direction. It should be emphasized that the
provisions in such a bill should be consistent with U.S. internation-
al obligations. : -

At this particular time, when the United States and the other
countries of the GATT have recommitted themselves to do their
utmost to refrain from taking protectionist messures inconsistent
with their GATT obligations, it is in the interest of the United
States to continue tc demonstrate leadership in building the inter-
national trading system.

On this ground, we consider the section 301 changes in S. 144 as
among the most important. Specifically, as regards the changes
contemplated in section 301 of the Trade Act, we would hope that .
the committee will define the terms unreasonable, unjustifiable,
and discriminatory, in a manner consistent with the J)rinciples of
the GATT, to the extent that they apply to trade and investment
transactions. } ‘

When ECAT testified before the Senate Finance Committee on
. the reciprocity issue last year, we indicated our readiness to sup-
port appropriate trade legislation -in four major areas. Three of
those areas are covered by the pending bill:

First, compilation"of an inventory of foreign barriers to U.S.
trade, services, and investment, together with a program of action
to alleviate or eliminate such barriers;

Second, authority for the President, under section 301, to negoti-
ate on foreign direct investment subject to appropriate safeguards.

nd, I might add as an aside there, that has specific relevance to

me problems that AMF has had in the past. .

ould give you the example of the Foreign Investment Review

¢y in Canada. There, as a result of having made two acquisi-
tions in the United States, AMF acquired two U.S. companies
which owned ﬁoing subsidiaries in Canada. But, as you probably
know, under the terms of the FIRA review, the Canadian Govern-
ment would not respect what normally would be respected: that, by
automatic process of law, having acquired the assets of the parent
corporation in the United States, you would be deemed to have ac-
quired all of the assets including the assets in Canada. The Canadi-
an Government says, “No. In order to be deemed to have acquired
those assets in Canada, you must comply prospectively with our
FIRA review -procedure,” which could include, for example, as it
did in our two situations, the obligation to offer 25 percent of the
shares of those corporations to Canadian citizens.

Now, prospectively, that might be an appropriate thing for any
government to do, to decide to nationalize .or require a certain por-
tion of an industry to become nationalized. But, to require that as a
condition of approval of the acquisition of a subsidiary which al-
ready had been acquired under U.S. law seems to me to be an inap-

ropriate principle in international law, and this bill, if it became
aw, would address that problem. - .

Third, and finally, the third one is the Presidential authority to
negotiate for improved access for U.S. trade in services.

e fourth area, which is not covered adequatelg by S. 144, is the
limited Presidential authority to negotiate tariff changes, primarily
in order to alleviate tariff disparities between the United States
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and other countries in the high technology and other areas. It is
our view that such a provision, together with the other provisions
in the bill, would be of assistance to the competitive sectors of our
economt, )

Thank you.

Senator DANFORTH. Mr. Samuels?

STATEMENT OF MICHAEL A. SAMUELS, YICE PRESIDENT, INTER-
NATIONAL, U.S. CHAMBER OF COMMERCE, WASHINGTON, D.C.

Mr. SAMUELS. Good morning, Mr. Chairman. . ,

I am Michael A. Samuels, vice president, International, of the
U.S. Chamber of Commerce. Accompanying me is Ava Feiner, the
chamber’s director for international trade policy.

I will summarize my statement for the committee, and ask that
the full statement be put in the record.

The Chamber of Commerce of the United States is the largest
federation of business and professional organizations in the coun-
try, and is the principal spokesman for the American business com-
munity. .

The chamber welcomes the opportunity to testify in support of
S. 144, a bill aimed at improving access for U.S. business to foreign
markets, and commends you, Mr. Chairman, long with the many
cosponsors of S. 144, in your efforts to achieve the enactment of
market access legislation that advances our Nation’s interest in the
liberalization of international trade and investment practices.

S. 144 is essentially the same as S. 2094, as reported by the com-
nix‘ittee during the last Comgress and supported by the chamber
then. .

The bill is a timely and positive response to the distutbing
growth of restrictive market practices abroad. At the same time, it
serves U.S. economic interests hy seeking to build on the rule of
law in international commerce, rather than to collapse world
growth through a series of self-defeating, beggar-thy-neighbor ac-
tions. ‘

Therefore, in the context of U.S. trade policy, as the legislative
process evolves, I also urge you to reject any short-sighted, market-
restricting action, such as the auto domestic content bill, which
could be proposed as an amendment to S. 144.

I also urge you to reject the addition or adoption of any measure
that may be proposed to so-called strengthen the market access bill
with protectionist features, such as automatic reciprocal retali-
ation.

Trade measures before Congress this year should be assessed
against the backdrop of pressures worldwide to close markets to
trade. A rising tide of trade restrictions threatens to end the pros-
ﬁerity and economic efficiency-built up since the end of World War

Not so long ago, predatory trade practices plunged the world into
the Great Depression. Today, with much greater interdependence
in trade, finance, investment, and technology, an even more severe
breakdown could take place.

To a large degree, today's trade problems reflect worldwide
growth problems. Slow growth shrinks world markets for exports,
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intensifies- trade competition, and heightens resentment among all
trade competitors. Slow growth also stifles employment and re-
. duces the alternatives to workers in firms that have lost competi-
tiveness. To a large degree, today's trade problems reflect world-
wide growth problems.

A second source of trade tension is change in the structure of the
world economy. )

The misalignment of the exchange rates of major currencies has
been a third source of tension in trade relations.

Finally, countries increasingly are using nontariff barriers and
export assiats in an effort to stimulate growth, ease adjustment
pains, and foster primacy in select key industries. -

The provisions of S. 144 are limited. They cannot restore world
growth nor ease the pains of economic change; nor can they alone
right the wrongs of international trade practices. However, S. 144

es the important step of setting the right direction for U.S.
trade laws and policy—to pursue negotiations to extend interna-
tional rules to inadequately-covered areas, and to enforce U.S. laws
in defense of ‘fair and equitable” market access for U.S. business,
consistent with our international rights and obligations.

Where our trading partners fail to live up to their commitments,
we must assert our rights. Where the international characteristics
of their economies, their domestic economic policies, and their cul-
tural biases frustrate the objectives of the agreements we have ne-
gotiated, we must go back to the bargaining table.

In the interest of assuring that the scope of section 301 is fully
understood, the U.S. Chamber su?ports legislation that clarifies its
- coverage without running afoul of any of our international commit-
ments. .

The U.S. Chamber also believes that the executive branch should
utilize its section 301 authority more vigorously, including increas-
ing the self-initiation of cases whenever a serious problem comes to
its attention. ‘ :

However, the chamber would oppose any effort to constru
S. 144 as creating a new section 301 cause of agtion based only on
alleged foreign denial of reciprocal treatment.

e would also o;ilpose efforts purportedly to “‘strengthen’ section
301 by calling on the President to respond to unreasonable foreign
actions under U.S. law by ‘mirroring them; by enforcinf a “bilater-
al balancing” of trade; or by retaliating by reflex, with little consid-
eration of the cost to our economy, of less-costly alternative ave-
nues.afbremedy, of the circumstance of the foreign practice, and of
U.S. international obligations.

Strict reciprocity formulas are unworkable, self-defeating, and a
recipe for accelerating international conflict. ’

‘A vital contribution of this legislation to U.S. trade objectives is

that it provides the President with authority to negotiate for the

liberalization of trade practices concerning services, high technol-
ogy products, and investment, and clarifies his authority to apply
section 301 in defense of U.S. rights in connection with services
trade and trade-related investment.

The provisions of S. 144 aimed at dismantling barriers to U.S.
trade and services are of particular interest to the chamber. Serv-
ices have become a vital source of strength in the U.S. economy,

17-994 0 - 83 - 4
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and the reduction of overseas barriers to trade in services is essen-
tial to our economic progress.

In sum, Mr. Chairman, U.S. gains from trade are best achieved
through the liberalization of trade practices, not by a closing of
markets to trade. S. 144 rightly encourages our efforts in a positive
direction and provides a framework for strong and responsible U.S.
leadership; but market restricting amendments to the bill could
badly discredit that leadership and should be rejected as counter- .
productive.

Thank you.

Senator DANFORTH. ’I‘hank you. Mr. Walker?

[The prepared statement of Mr. Samuels follows:]
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STATEMENT
ON
MARKET ACCESS
before the
SUBCOMMITTEE ON INIFRNAT!ONAL TRADE
the
SENATE FINANCE COMMITTEE
for the
CHAMBER OF COMMERCE OF THE UNITED STATES

Michael A. Samuels
February 4, 1983

I am Michael A, Samuels, Yice President, International, of the U.S.
Chamber of Commerce. Accoqpany}ng me is Ava Feiner, the Chamber's Director
for International Trade Pél!cy. The Chamber of Commerce of the Un1tea States
is the largest federation of business and profession31 organizatfons in the
country, and is the principal spokesman for the American business community.
The Chamber welcomes the opportunity to testify in support of S. 144, a bill
aimed at improying access for U.S. business to‘foreign markets, and commends
Senator Da;forth, along with the many cosponsors of S. 144, in their efforts
to achieve the enactment of market access-legislationf that advances our
hation's interest fn the 1iberalization of internatfonal trade and 1nv}stment
practices.

S. 144, the bil1 introduced by Senator Danforth and his colleagues last
week, essentially {s the same as S, 2094, as reported by this Committee during
the last Congress. Its major features are: (1) a mandate for new negotiating
object!ves aimed at extending international rules to‘trade in services and
high technology products, and to the treatment of international investment;
(2) a required report by the U.S. Trade Representative on significant barriers
to U.S. trade and investment; (3) a clarification of the President's authorit&

to take remedial action against unfair foreign trade practices, and of the
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statutory ba;is for such actions; {4) provision of new Presidential authority
to propose "fast track" legislatfon to carry out the remedies he propeses; and

(5 improvement of private sector access to remesy through USTR
self-initiation of {section 301) investigations into unfair foreign trading
practices.

The bill 1s a2 timely and positive response to the disturbing growth of
restrictive market practices abroad. At the same time, it serves U.S,
econonic interests by seeking to build on the rule of law in international
commerce, rather than collapse world growth through a series of self-
defeating, beggar-thy-neighbor actions. Therefore, in the context of U.S.
trade pb?fcy, as the legislative process evolves, I also urge you to reject
anv short-sighted narket-restricting action, sﬁch as the auto domestic content
bi11, which couic be proposed as an amendment to S. 144, [ also urgekyou to
reject the addition or adoﬁtion of any measure fhat may be proposed to
"strengthen" the market access bill with protectionist features, such as
automatic reciprocal retaliation.

Trade measures before Congress this year should be assessed against the
backdrop of pressures worldwide to close markets to trade. A rising tide of
trade restricticns threatens to end the prosperity and ecoronic effic{ency
built up since tne end of World War 1I. et so long ago, predatory trade
practices plunged the world into the Great Depression. Today, with much -
greater interdependence in trade, finance, investment and techno1ogy, an even
more severe breakdown could take place.

_ﬁe are now at a watgrshed in world trade. By yielding to anger and

frustration by takinb protectionist medsures, the Unitec States would lead the
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world into an era of hardship. Instead, by -resisting the closing of markets
worldwide through negotiation and a responsible defense of our trade rights,
the Unfted States can lead the world in building QE our post-war economic

achievements. N

To a large degree, today's trade problems reflect worldwide growth
problems. Slow growth shrinks world markets for exports, intensifies trade
competition, and heighten3 resentment among all trade campetitbrs. Slow
growth also stifles employment and reduces the alternatives to workers in
firms that have lost competitiveness. ' A

A second source of trade tension is change in the structure of the
world economy. Technology, knowledge and the development of foreign economies
are changing the competitive structure of the U.S. economy, and those of
,foreign economies. Over time, these changes should expand jobs and raise
tiving standards in all éountries. tncluding the U.S. But, in the near term,

- certain workers and firms bear heavy adjustment burdens. This situation
creates opposition to change and pressures for import protection.

The misa1ignm;nt of the exchange rates of major currencies has been a
third source of tension in trade relations. The value of the dollar in
relation to other major currencies remains too high, inflating the foreign
cost of U.S. products and lowering the cost of foreign products in u.s.
markats. This misa\ignment probably is the single most important cause of the
recent decline in our trade position, .

F1na11y. countries increasingly are using non-tariff barriers and

export assists in an effort to stimulate growth, ease adJustment pains and

foster primacy in select key industries. In some countries these measures
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form part of a concerted industrial policy. Although these measures often are
jussified as purely “"domestic” pcticies. mary significantly distort
international markets, robbing unaided U.S. firms of sales.

‘The provisions of S. 144 cannot restore world growth, nor ease the
pains of economic chaﬁge. Nor can they 2lone right the wrongs of
international trade practices. However, S. 144 takes the important step of
setting the right direction for U.5. trade laws and policy -- to pursue
negotiations to extend international rules to inadequately covered areas, and
enforce U.S. laws in defense of “fair and equitable" market access for U.S.
business, consistent with our international rights and obilfgations.

Hhere our trading partners fafl to 1ive up to their cormitments, we
must assert our rights, Where the interna) characteristics of their
eccnomies, their domestic «conomic policies, or their cultural bfases
frustrate the objectives of the agreements we have negotiated, we must go back
tc the bargaining table. Our government must take ua the cause of industries
anc individual compan;es when other countries do not play by the
{rie~naticnally accepted rules of the game. We must also pursue new
international 2greements to cover unregulated areas of economic activity, as
receoi: . Ut ooleenié our interests. .

Tng U.S. Chamter hés in the past maintained that new legislation is not
needed to address inequities in market access, belfeving that the executive
branch already has tools suffitient to enforce U.S. trade rights and to secure
fair and equ!t;ble market access for U.S. products, services, and fnvestment.

. The most comprehensive {s section 301 of the Trade Act of 1974, as amended.

However, questions have been raised concerning the adequacy of section

300 for responding to unreasonable foreign government actions not only against
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the merchandise trade of the United States but also against U.S. services and
high technology trade, thi trade related aspects of U.S. foreign investments,

and unreasonable actions denying adequate protection of U.S. 1n§e11ectua1

property rights, Therefore, in the iuterest of assuring that the scope of

section 301 is fully understood, the U.S. Chamber supports legislation that
clarifies its coverage, without running afoul of any of our international
commitments, '

The U.S. Chamber has also naintained that, were the executive branch to
utilize its section 301 aythority more vigorously, including increasing the
self-initiation of cases, whenever a serious problem comes to its attention,
several objectives could be accomplished, including: (a) political and legal
pressure on an effending government to end its unfair trade practices; (b}
"encouragement” of a faverable response by a foreign government due to th;
threat of enforcement actions; (c) reinforcement in the eyes of the world of
the commitment of the U.S. government to secure for U.S. cBncern; fair and
equitable market access; (d) reduction of protectionist pressures upon the
Congress; and (e} demonstration to the private sector that the government
intends to defend U.S. trade rights, thereby bu11d1ng support for the rules of
the international trading system.

While we do not believe that the Congress should mandate that
section-301 be used in every instance of alleged unfair trade practice or that
remedies need always be retaliatory, we do feel that it is appropriate for the
Congress to signal its concern about the underutilization of this authority.

However, the Chamber would oppose any effort to construe S. 144 as

creating a new section 301 cause of action based only on alleged foreign .



52

denial of “reciprocal” treatment. The establishment of 2 new cause of actfon
is not required;.though section 301 would be improved by clarification of the
statu}ony basis of claims against unreasonable actions, as proposed in S, 144,

We would also oppose efforts purportedly to “strengthen" section 301 by
calling on the-President to respond to unreasonabte foreign actions under U.S.
law by mirroring them; by enforcing a “bilateral balancing” of trade; oé by
retafiating by reflex, with 1ittle consideratioﬁ of the cost to our economy,
of less-costly alternative avenues of remedy, of the circumstance of the
foreign practice, and of U.S. international obligations. -

ﬁirroring the unfair practices of foreign countries serves only to
{hport thefr trade and industrial policigs indiscriminately, Reflex
retaliation permits foreign practices, rather than the deliberate weighing of
our national interests, to shage our economic laws and pdiicies. Bilateral
balancing would defeat the gains arising from multilateral trade based on
comparative advantage. It would also expose the United States to the
_ "balancing” restraints of‘those of our trading partners, such as the European
Comnunity, who run deficits in their trade with the United States.

Finally, strict "reciprocity" formulas are unworkable, self-defeating
‘and a recipe for accelerating international conflict. It would be unrealistic
for the United States to insist that all countries adopt the same laws and
policies as we do. To be effective and credible, U.S. laws should reflect
international rules and commonly accepted norms about fatr trade behavior,
U.S. efforts to impose arbitrary standards on our trading partners are apt to
fail and produce only an exchange of recriminations,

A vital contribution of S. 144 to U.S. trade objectives is that it
provides the President with authority to negotiate for the 1iberalization of_
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wrade priectices concerning services, high technology products and 1q!estmeht.
:nd clarifies his authority to apply section 391 in defense of U.é. rights in
connection with services trade and trade-related investment.

The provisions of S. 144 ;imed at dismantling barriers to U.S. trade in
services are of ﬁarticu1ar interest to the Champer. Services have become a
vital source of strength in the U.S. economy, and the reduction of overseas
barriers to trade in services 1s essential to our economic progress. The
hovember GATT an}ster1a1 appears to have opened a channel for negotiation in
services, but a strong legislative mandate is necessary toienable firm U.S.
leadership in building an international framework of discipline. .

Arerican service industries encounter a formidable array of barriers in
Soth developing and industrialized countries. _In spite of.the diversity of
the service sector industries, many of the obstac1e; faced are the same.

Afso: barriers are looming over some of the risihg, heretofor; unrestricted,

" service activities, such as information transmittal, electronic communicétion,VK
and tramsborder data fiows. Also, in certain service areas'where
:nzernaticnal arrangements once protected service exporters - for example,.in
<ne commercialization of industrial property rights - traditional protections
2re erccing. . )

U.S. trade law with respect to services is incompiete, but radical

reform is not required. The Chamber believes the following revisions or.

* clarifications are needed:

¢ A clear congressional directive to the President to seek agreement
in service trade as a principal objective under section 102 of the

-Trade Act of 1974, as amended, would strengthen our negotiators'
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hend; and would also prevent services from being.virtually ignored  ~
in any future negotiations as they were during-the Tokyo round.
We feel that trade barriers impeding the foréfgniestablishments of
U.S. service enterprises in foreign countries are within the realm
éf "barriers to international trade" as the term is used in
section 102. However, arguments have been made that establishment-
related issues involve fn{estment, not trade, and, therefore, are
not covered. Thus, legislative clarification is in order. ‘
Consultation by U.S. negotiators with private advisory commit;ees is
necessary while negotiating objectives are being developed. Also,
state regulators should be a part of the preparatfons for any -
negotfatigns dealing with services they regulate. The U.St Trade
Representative (USTR) already “does an excellent job of keeping 1n
touch with.the private sec;or. Still, it needs to be made more
clear that-USTR should consult with industry and, as appropriatef
with sthe states, before the United States sets its negotiating
strategies or decides on methods of implementation.
The USTR should, through the Trade Poficy Committee and its
Suacommttteesz haye the lead trade policy responsibility for
services and the authority necessary for involving and coordinating
federal departments and agencies, including 1ndependént regulatory
agencies, in service trade poliq} formulation and negotiation.
Federal departments and agencies responsible for service sector
activity, ?ncluding its regulation in the United'States, $hould

advise the USTR of pending matters fnvolving: (1) the treatment
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accorded United States service secto- interests in foreign markets,

or {2) allegations of unfair practices by foreign governments or i

enterprises in a service sector and ;*opa;ed disposition of such

matters. While openness of foreign country markets should be a

consideration in agency decision-making, we do not support sectoral a
or mirror-image reciprocity in U,S. regulatory proceedings or in
services trade.

o The Secretary of Commerce should be authorized in law éo esiabl1sh a
service industries development program designed to promote U.S.
service exports and to collect and analyze appropriate data. At
present this has been done through executive order.

¢ While we believe tnat section 301 is fully intended to address
subsidies and unfair pricing in the service sector, in practice
questions have been raised about executive branch willingness to
apply this authority in such cases. Clarification of section 301 is
needed to resolve this situation.

The Chamber supports S. 144 because it ralps advance U.S. basic —
interests in a 1iberal and expanding world trace order. Expanding trade
stimulezes grow-tn, employment, industrial competitiveness and higher living _ -
standards in the ﬁnited States. Improving U.S. trade performance should be a
vital element of our economic recovery efforts.

Q‘S.'gains from trade are best achieved through the liberalizgtion of
trade practices, not by a closing of‘markets to trade, Progress is made by
buitding on our écbievements. not bty dés:royiné trem, Protection and reflex

retaliation are self-defeating. Efforts to im;rove U.S. market access should
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" rely on aggressive negotiating, effeétive enforcement of U.S. laws in defense
of our rights and economic policies that support fierce competition by U.S.
business for world markets. 5. 144 rightly encourages our efforts in a
positive directfo;\. ]

Though the immediate results of‘the recené‘GATT Ministerial were
disappointing in some itl;portant areils, its 1astiﬂng consequences will depend on
the ability of GATT's leading members to follow through with commftment to
maintain and expand on the rule of law in internatinal trade and investment.
The U.S. role in the effort will be critical. Ena?:;ment of'the market access
b111 would provijde a framework for strong and resp_onsibl\e U.S. leadership.
But ma‘rket-restricting amendments to the bi11 could badlly discredit that .

leadership, and should be rejected as counterproductive.”

STATEMENT OF WILLIAM N. WALKER, PARTNER, MUDGE, ROSE,
GUTHRIE & ALEXANDER, ON BEHALF OF THE U.S. COUNCIL
FOR INTERNATIONAL BUSINESS -

Mr. WaALKER. Thank you, Mr. Chairman.

My name is William N. Walker. I am a partner in the law firm
of Mudge, Rose, Guthrie & Alexander. I was Deputy Special Trade
Representative and head of the U.S. Delegation to the Tokyo round
trade talks from 1974 to 1977.

I appear before this committee today on behalf of the U.S. Coun-
cil for. International Business. Mr. Chairman, I have a written
statement which I would ask be inserted in the record, and I will
simply summarize my remarks. :

The U.S. Council endorses this legislation in its present form, as
we did during the last session. We believe that a systematic prode-
dure for the administration to identify and analyze key barriers to
U.S. trade in products, services, and investments is a useful effort;

Second, we believe that a clarification of sectlon 301 is a desir-
able effort

And, thlrd we believe it is useful to provide for major negotitions
to achleve mternatlonal agreements that encourage. fair and open
trade in services, investment flows, and high technology; A

And the services area is one where the U.S. Council feels a spe-
011?1 1mportance and one on which they would place a special em-

asis; -

We would associate ourselves with the remarks of the other two
orgamzatlons that appear with us on this panel. We also feel that
any reciprocity legislation must be consistent with our internation-
al obligations under the GATT and stress the multilateral rather
than the bilateral aspects of trade policy;

And we are concerned at the prospect of use of this legislation to
impose unilateral trade policies upon the rest of the world.

Let me add a couple of additional comments, if 1 may, Mr. Chaxr—

man.
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In introducing the bill, on January 26 in the Congressional
Record you observed that “Since the last round of multilateral
trade negotiations and the passage of the Trade Agreements Act of _
1979, American policy has largely consisted of reacting to a flood of -
imports. )

‘Plodo not denigrate the ‘importance of this effort; yet, in the proc-
" ess, attempts to expand market access for American-produced

goods have proceeded in an ad hoc manner, at best.”

I think that’s true, but I think it ought to be put in perspective—
and indeed I had hoped that Senator Long might have been here,
because he spoke this morning,in somewhat the same terms, to the
effect that we have lost markets overseas that we must regain.

The fact of the matter is, Mr. Chairman, that we have expanded °
very dramatically American exports over the past decade, over the
past 2 years. In fact, the share of U.S. GNP devoted to exports has
practically tripled in the last 10 years. As you know, one manufac-
turing job out of five or six is not for export; nearly 2 out of every 3
acres harvested is destined for export markets. '

So that, yes, we are proceeding in an ad hoc manner; yes, there
are barriers to American exports overseas; but yes, it’s also true
that American business is succeeding in penetrating those markets,
and it is a subject on which we ought to take pride and not hide
our light under a bushel or be shy about. : .

You also point out that “The U.S. balance of trade in merchan-
dise went into deficit in 1971 for the first time in more than three-
quarters of a century. Last year that deficit reached close to $40
billion, including significant bilateral deficits with a number of our
trading partners.” .

Again, that’s absolutely true; but if one looks at the component
of the balance of trade, and one were to remove from that our oil
imports, which have nothing whatever to do with our international
c?mpetitiveness, in fact we would find a very, very large trade sur-
plus. ,

Now, even last year, with a nearly $47 billion trade deficit, our
oil imports accounted for more than.$60 billion. Therefore, if you
remove that, we have again a trade surplus. ‘

The point here. is to emphasize the importance of the American
stake in the world trading system, and the degree to which we.
have succeeded in that system.

One of the things that I think we have to keep in mind is that in
the kind of global economic environment in which we find our-
selves today we are dealing, essentially, with a zero-sum game.
World trade is not expanding; in fact, last year world trade actual-
1y contracted.

Every nation has on its agenda discouraging consumption, reduc-
ing imports, and expanding exports. It is perfectly evident on the
fact of it that not every nation can succeed with those policies si-
multaneously. And the risk that we see is that as nations scramble

~—-—for a piece of the pie, and if they behave in a unilateral fashion as
distinct from a fashion that is guided and regulated albeit imper-

~ fectly by the multilateral rules of the GATT tradinf system, that a_

series of recurring rounds of protectionist impulses will assert

themselves which would redound to our very great detriment.
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The American economy has a vital interest in the maintenance
of the open, if imperfect, world trading system, and therefore we
would hope that this legislation would not be used in a fashion that
would be inconsistent with that interest.

Thank you, Mr. Chairman. )

- [The prepared statement of Wllham Walker follows:]

[N
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STATEMENT OF WILLIAM N, WALKER
~ ON BEHALF OF ' )
THE UNITED STATES COUNCIL FOR INTERNATIONAL BUSINESS
. BEFORE THE
INTERNATIONAL TRADE SUBCOMMITTEE
OF THE '

i . SENATE FINANCE COMMITTEE

Mr., Chairman and members of the Committee, my name is William H. Walker
- and I appear today 3s Chairman of the Commercial Policy Committee of the
United States Council Council for International Business. From 1975-1977, 1
served as Deputy U.S. Trade Representative and'mHead of the U.S. Dglegation to
the Tokyo Round of Multilateral Trade Negotfations. [ am currenily a parther
in the law Hm of Mudge Rose Guthrie and Alexander.

1 would ike first, to congratulate the members of the International
Trade Subcommittee, and especially Chairman Danforth, for their diligent work
fn promoting fair treatment for U.S. exporters, and in p‘roviding this valuable
public forum fn which the views of industry, government and labor are given
dnfe consideration. This is the second time {n recent months that we havé been *
invited to present our view on matters relating to U.S. international trade
and investment poHcy; )

As the U.S. affiliate of the International Chamber of Comefcé'. our
objective 1; to promote the most open trade system possible, and, fn our
advisory capacity with the GATT, OECD, IMF and E.C., we have wo’rket’! with
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businessmen from over 50 countries t¢ achieve this end. We are concerned

about erosion of supportAof the GATT system, and the increasfng efforts by

many 6! our tFading partners to undermine its authority. These governments,
‘allrmed.by rislng>1mpor§s and struggling to fight unemployment, have insulated
certain sectors from foreign competition through government subsidization,
performince requirements, currency devaluation, and voluntary restraint
agreements. All of these actions represcat a derogation from the rules of
nternatfona) trade. This is the fundamental problem which the Danforth bill
was designed to address——how to induce or trading partners to abide by the
ruies of the game. Put simply, the Danforth bil) (5-144) says that if foreign
governments wish to enjoy open access to the U.S. market they should be

required to offer comparable access to their own,

~ On its face this 1s a laudable goal. U.S. Council members have scores of
personal *horror stories® atout particular trade burdens they face in foreign
markets. Trade relations with developing nations have always been
problematic in this regard, but today the problem is not limited to
LDCs. Major industrialized states like
Japan, Canada and the European Community have adopted discriminatory policies
that keep out U.S. exports. Even in those sectors uhere.the Unfted States
enjoys a comparaiive advantage, U.S. iqvestments are being shut out by
restrictive laws which clearly discriminate against foreigners. '
RecfPfOtﬂtiﬂns argue that our government must be prepared to retaliate 2gainst
others' restrictive policies with like measures of our own. The U.S. Council

has deep reservations about the application and scope of such an approach.

. Wk
We are concerned that a misapplication of the reciprocity principle could

worsen, not improve our economic vitality by uﬁdermining an already vulnerable
’
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multilateral trading system. At the s.ame time we realize that there remains a
need for greater, more equitible access to foreign markets. Mitigating the
tension between these two objectives is the central task of U.S. trade policy.

In this regard, the U.S. Council wishes to make the following observations:
1. THE UNITED STATES IS THE WORLD'S LARGEST TRADER.

Nearly half of our farm sales and one-sixth of our manufacturing
jobs are export-related. Exports now account for nearly 14 percent of U.S,
GNP, nearly three times its share a decade earlier. Our steke in a smooth-
'functioning international trade regime is tremendous and growing. 1In our
view, 1egislat1.on that would require bilateral, sectoral, or product-by-product

reciprocity is a threat to that system.

'

The President should have the ability to respond to discriminatory
foreign trade and investment practices, but we should not allow solutions to
bilateral problems weaken the foundation on which our success as a trading
nation has been built. Our frequent spats with the Japanese 11lustrate how
reciprocity can become a tuo-gdg;zd sword. We may want reciprocity in the case
of Japan where last year we suffered a $20 billion trade deficit, but do we
want it with the European Community where we have had a trade surplus nearly °
every year since 1t‘ was formed in 1958, and where last year we enjoyed a $17 )
billion surpTus? Moreover, it would be dangerous to seek a tra;!q balance with
Japan as our standard of fairness, because the Europeans would certainly

pursue the same boHc.y in ?egard to the U.S.-E.C. trade.

17-994 0 -°83 - 5
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2. AT LEAST IN PART, U.S. TRADE PROBLEMS ARE OF OUR OWN MAKING.

It §s always easy to blame outsiders for our economic woes, but they
result in large part from an inability to understand the importance of foreign
markets to our domestic economic well-being. There'i}as been a. sud&en and
rather belated recognition that trade relatiéns have significant effects for
world economic activity,. domestic economic pél1ic1es. and the standard of
living for people everywhere. It is only recently that exports have been
popularly recognized by Americans as vitally important to their own economic

welfare,

Many existing U.S. laws act as barriers to eiports and foreign -
investment, There include: uncertaintfes surrounding the Foreign Corrupt
Practices Act (FCPA), extraterritorial controls on exports an11 reexports,
economic éonstraints imposed for forefgn policy purposes, inadequate financing
for the Eximbank, and antiboycott statutes and regulations. In short, we have
done 1{ttle to promote U.S. foreign trade, and have in fact hindered
exporters through cumbersome laws and practices. Positive legislation to
remove export disincentives and provide incentives in their stead will be more
effective in enhancing .our international competitiveness than new punitive
reciprocity legislation. Toward this end, we have testified in hearings to

amend ambigufties in the FCPA, and increase financing for the Eximbank.

3. RECIPROCITY IS SUBJECT TO BROAD INTERPRETATION.

At present, there {s no agreement on how to define the term. Some

regard reciprocity as a balancing of trade between countries and within
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sectors. As I have tried to suggest, too narrow a focus on trade deficits
produces a distorted view of our overall trade picture. B8ilateral trade
iroahn.ces do not alone provide grounds for retaliation, although this {s what
many reciprotarians argue.The GATT defines reciprocity as negotfations
undertaken on a “"reciprocal and mutually advantageous basis.” 8roadly
defined, this {s a goal to be achieved in the overall trading relationship

between countries, not a perfomance test for specific sectors.

The U.S. Council {s prepared to support legislation that strengthens
the principle of nondiscriminatory most-favored nation treatment, under which
a concession granted to one trading partner must be granted to them all. 8y
this arrangement, the aggregate benefits derived by each party are A
substantially equivalent to concessions given by any other. We ‘would agree
that our goal should bé to ensure "substantial equivalence” by moving our
trading partners to a level of market oi)enness more similar to our own. This
can.only be done through the liberalfzatfon of foreign markets, not by raising

restrictive barriers to our own.

The variety of reciprocity now being advocated by-some veers sharply
from our definition under the GATT. Its thrust is protecttonist.and
retaliatory, and the emphasis is on gni’lateral enforcement ‘rather than
multilateral cooperation. The new st}le reciprocity rests on the assumption
that trade and investment opporfunities offered by the United States have been
greater than the oppo.rtunities we have been afforded, and that current
enforcement tools are {nadequate to correct the imbatance. Its focus {is on

closing U.S. markets to any country which does not afford U.S. busings;
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exactly equal opportunities in particular sectors, rather than on achieving

equivalent trade concessions across a broad spectrum.
4, RECIPROCIIV IS HIGH RISK BUSINESS.

If we breach our own GATT obligations as others have done, we invite
certain retalfation. Our trading partners will be forced to take unilateral
action not necessarily confined to the product or industry which was the
subject of our action. The recent U.S.-Chinese textiles skirmish provides a
good example,

After failing to reach agreement on a néu'textiles agreement, U.S.
officiats unilaterally restricted imports of 32 Chinese apparel and textile
items. The Chinese responded by banning further purchases of U.S. cotton,
soybeans, and synthetic fibers. Peking officials have hinted that China might
{lso reduce imports of U.S. corn, timber and wheat (China is the #1 importer
of U.S. wheat). Here is a clinical example in which temporary relief to one
sector fs gained at the expense of other economically vital, and unrelated
sectors. Clearly, once reciprocity is set in motion, we can have no control

over the sectors which might be the target of fareign retaliation.

In assessing the situation, we must also keep in mind that our share
of the world's exports has grown from 11.9 percent in 1977 to 13.5 percent in
1982, representing almost one-fifth of U.S. GNP. The U.S. is a net exporter
of services and‘agricultura1 goods, and U.S. foreign direct investment nearly ’
triples that of forefgn companies in the United States. We are not

invulrerable , and in fact, have much to lose by adopting a high-risk trade
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policy that may undermine the international trading system that has served us
“well, : -
K Moreover, we in the United States are not compléégﬁy pure. We
protect. our automobile, textile, steel, and agricultural sectors. Other.
countries may use this as a pretext for closing off thefr markets to our mo§t
competitive exports. The result would constrict trade, exacerbate tensions,

and delay inevitable economic adjustment.

CONCLUSION

Mr. Chairman and members of the Committee: we recongize the need for
positive action to ensure equality of opportunity for U;S. businessmen.
Despite past progress in liberalizing the international jprading system, there B
are stil) gaping fnequalities in access among the markété of the major trading
countries in certain sectors. The United States can 111 afford to advocate
free trade as a national policy unless our major trading partners are prepared
to abide by the same commitment. Indeed, no nation can s?stain public support
for any policy unless its people sense that there are tan§ible §ains to be had
from the application of that policy. The perception that we are being short-
changed in the trade arena has lead to the current outcry for retaliation.
Statutory authority clarifying and strengthening the President's ability to
deal with inequitable market access might be a means of increasing the gains
from free trade; but & di§tortéd use of reciprocity could trigger retaliation
abroad, further depriving the U.S. of export markets, and erode, if not

- eliminate our role as world leader in trade liberalization.

. -
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7
With this in mind we offer the following policy guidelines:

(A) Any attempt to improve Ydreign trade and fnvestment opportunities

should have as 3;5 focus trade expansion, not trade restriction. The dangers

of foreign reta!istion are too great, and the benefits too limited, to warrant
our derogating frm;\the rules of international commerce. It has been
estimated that some 80 percent of all new manufacturing jobs in America
between 1977-1980 were related to exports. Clearly, job creation s

ultimately dependent on export expansion.

(8) The U.S. Council supports legislation which whould provide a
statutory mandate for the President to undertake negptiatioq of international
rules in the area of services and investment. Perhaps the most important

focus of the Danforth bill is its recognition that services and investment

- 1ssues fall outside the purview of normal trade rules. We support the

strengthening of international institutions and expansion of international
agreements to those areas, such as services and investment, not presently

covered under international law,

In contrast to the goods trade, we are operating without any
meaningful international rules for services, an area of expanding
opportunities and growing barrfers as well. Additional negotiating authority
in these two areas is an important toal jn addressing many of the problems
U.S. businessmen now face in foreign markets. Current rules and enforcement
procedures for services and fnvestment are simply‘{nadequate. This b1ll';

attempt to provide for the improvement and strengthening of negotiating
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,

autﬁority in the critically important areas of services and investment serves

the best interests of our economy and our people.

-

(C) Any reciprocity !eg%slation must be consistent with our inter-
national obligations under the GATT, and stress the multilateral rather than
., bilateral aspects of trade policy. The United States must assert its poli-

tical will and leadership to ensure that the gains of the multilateral trading
system are not lost. The benefits of a free trade system are long term,
diffuse and often distant, but the pain in particular industries for people
who have tost their jobs to,imports is immediate, specific, and accute.

" Congress i; under great pressure to do something now. We would hope~ that
reciprocity legkshtion is not formultated as a desparate attempt at import
relief, but in recognition of broader national economic interests. In this
way we can begin to address some of the very real problems that plague the

economy at home and U.S. fnvestors abroad.

3

Thank you for your time. | would be happy to answer any questions from

your Committee, Mr. Chairman.

Senator DANFORTH. Gentlemen, thank you very much for your
testimony. i

At a time of recession and a time of major penetration of U.S.
markets in particular sectors of our economy, there is an increased
call for protectionism. And there is, as you have pointed out, the
" possibility that this bill could be used—particularly on the floor of

the.Senate——as an opportunity to turn it into kind of a Christmas
- tree of protéctionist legislation. :

My view of this bill is that it is an antidote to protectionism.
That is to say that it is important to assure the American people
that we are not going to be chumps. It is important to assure the
American_people that if we play by the rules of the game we are
going to insist that our trading partners play by the rules of the
game, and that we are going to have access to their markets, and
lv;vle are going to have tools available which make such access possi-

e.

I'would like you to reflect for the record, if you would, on what
would happen if this bill were to become a Christmas tree for ero-
tectionism—domestic content, or something else. What would be
the effect on the garts of the business community you represent if
wedg%t into a full-fledged protectionist approach to international
trade? .

Mr. NELSON. I could start off by saying that since AMF has about
85 to 40 percent of its business overseas—that is to say a product
that is manufactured in a foreign country and sold either in that
country or exported from it—we would be vemuch concerned as
to the consequences in terms of retaliation, use, as you well
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know, many foreign countries tend to be more protectionist right at

the very beginning. We have had to deal with this sort of problem

for.years as we tried to penetrate various foreign markets and have
hady to in some situations go in and invest in those markets.

So we would see it as a negative of a very serious nature that
would over time reduce the volume of our business and perhaps the
profitability of our operation.

I would therefore recommend that if it becomes such a Christmas
tree with domestic content, for example, attached to it, that it
should not become law. . ’ )

Senator DANFORTH. Mr. Samuels? )

Mr. SaAMUELS. Mr. Chairman, I think we might, look at the op-
tions, the two options, in terms of a circle,

Let’s assume that the circle exists now; it’s today’s trading
system. If you put those ornaments on the Christmas tree of protec-
tionism, and close that circle down, what you have is ‘reduced
economies here and abroad. ) : . :

If, on the other hand, you pushed the edge of that circle outward,
with the goal of expanding that circle and expanding world growth,
and getting better access for the United States and its {Jroducts,
this is better for everyone. To me, that is a simple symbol of what
could be done by the passage of your legislation but what shouldn’t
be done by turning it into a Christmas tree. .

Senator DANFORTH. Mr. Walker? : .

Mr. WALKER. Mr. Chairman, I think it’s very hard to overstress
the calamity that would confront ‘not just the American economy
but’ American foreign policy if the kind of Armageddon that you
described were to occur, that this became a full-fledged protection- -
ist piece of legislation that unleashed protectionist retaliation in
the world. ‘ :

The United States, as I discussed a moment ago in my remarks,
has an enormous stake in world trade. Other nations have -the
same kind of stake; and if those markets were closed off, the
impact upon unemployment, lost jobs, lost investment, would be
very grave indeed.

But look at it just from a narrow standpoint at the impact in the
developing worl({. The United States today sells over 35 percent of
its exports in the developing world. Forty I)ercent of its manufac--
tured exports go to the developing world. If we were to close our
markets to their exports, they would not have the foreign exchange.
to buy our products. The result would be not Jjust economic chaos in
those countries but political chaos as well, and an invitation to the
kinds of anti-Western revolutionary governments that are most

hostile to our values. ’

‘ L think, even looking at the developed world one has to share the
concern that, where the countries of Europe today are experiencing
levels of unemgloyment that are comparable to our own, in some
areas even higher than our own, how much more can those soci-
eties stand and continue to function as Western democracies?

Economics and })olitics are intertwined, and I don’t think that we-
can assume that free institutions could survive economic warfare.

Senator DaNrorTH. Well, thank you for very clear statements. J
want to assure you, as I have assured the administration and ev-
eryone else, that if this does turn out to look like a Christmas tree,
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I will personally assume responsibility for taking down the Christ-
mas tree. :

Mr. Walker, I would like to ask one other question of you be-
cause it is my understanding that you represent the anticounter-
feiting coalition. I would like you to comment, if you would, on the.
intellectual property rights.issue and how S. 144 deals with that.

- Mr. WaLKER. Yes. The langua%e in S. 144 that amends section
301 to deal with the problem o property rights is one that we
think is very important. I say ‘‘we,’-not speaking as the U.S. Coun-
cil for International Business; I am not authorized to speak for

_them in that context although they have endorsed the objective of
an international counterfeiting code. But the International Anti-
Counterfeiting Coalition, composed of approximately 70 U.S. and
foreiﬁn businesses, is very much concerned about proper interna-
tional protection for intellectual property rights—trademarks,
copyrights, and the like. :

‘There are governments in the Far East, particularly the Govern-
ment of Taiwan, that do not provide adequate protection to Ameri-
can and otheir property rights in their markets, and they are ‘a
haven for export of counterfeit merchandise which is a fraud upon
the 1(‘:ionssumer and a burden on the manufacturer throughout the
world.

" We believe that the language that is in section 301 will provide

. the President and the administration with additional leverage to
encoura%e and persudde recalcitrant governments to respect inter-
nationally agreed rights of intellectual property, and we commend
you particularly for that provision of the law. .

Senator DANFORTH. How serious a problem is that?

Mr. WALKER. It is a problem of extraordinary seriousness, and
growing. The variety of products thatare subject to counterfeiting
is virtually endless. )

- People are familiar with the counterfeiting of Levi’s jeans or Car-
tier watches, luxury items of that sort—Pierre Cardin, and so on—
but they are not so familiar with the fact that counterfeiting is be-
coming an extremtgf' serious problem in aircraft replacement
parts, in agricultural chemicals, automotive parts, pharmaceuti-
cals, products that very much touch the health and safety of con-
sumers in the United States and elsewhere.

There is an obvious economic incentive on the.part of pirates to
use the good will and integrity that a trademark has acquired and
pass off a shoddy product, perhaps an unsafe and dangerous prod-
uct, as being the real McCoK, when it's not. And there is a serious
danger to consumers. And there is a very great cost to manufactur-
ers.

Mr. NEeLsoN. I can endorse that, Senator, in that we have this
problem that Bill is referring to, in a very real sense, with Head
tennis racquets, which are made in rip-off form in Taiwan.. We

N !ieep chasing them all the time, but we have not been able to stop
i

Mr. SaAMuUELs. Mr. Chairman, in my prepared remarks I included
comments very similar to those of my colleagues here on the panel.
I would say that it would be useful if the executive branch, in its
dealings with those countries that have adopted a laissez faire atti-
tude toward piracy, to consider relating the political and security
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benefits that some of those countries get from association with us,

perhaps, to get them to do something to restrict their own piracy.

That conflict is a significant one that we have in the past been un-
repared to. face directly. And perhaps, if on its own the executive
ranch can’t get the gumption to do something about it, your legis-

lation may do something.

Senator DANFORTH. Gentlemen, thank you very much:

Mr. WaLKER. If I could add just one footnote, Mr. Chairman, in
that regard—the initiative for an International Anti-Counterfeiting
Code is still on the GATT agenda. It was not finally agreed to at
the November Ministerial meeting—unhappily. The matter is to
be, as I understand it, put before 4 GATT working party sometime
soon. ‘

This committee has in the past offered encouragement to the ad-
ministration to keep that code as one of their high trade-policy pri-
orities, and I hope that perhaps in this session the committee can
renew its encouragement to the administration to followup on that
initiative. :

Senator DANFORTH. Gentlemen, thank you very much.

Mr. WALKER. Thank you, Mr. Chairman.

Senator DaNFORTH. Next we have Steve Koplan.

STATEMENT OF MR. STEVE KOPLAN, LEGISLATIVE
REPRESENTATIVE, AFL-CIO

Mr. KorLAN. Good morning, Mr. Chairman.

Senator DANFORTH. Good morning, Steve.

Mr. KopLAN. I am accompanied this morning by Elizabeth Jager,
an economist in our department of economic research. '

I will not read my full statement; 1 will summarize it for the
record, and I ask that the full text of my statement appear as
though it had been read. Thank you, Mr. Chairman.

Mr. Chairman, the AFL-CIO appreciates this opportunity to °
present its views on S. 144; however, we believe the approach in
this proposal diverts attention from the real problem. Instead of
trade reciprocity that could be achieved, this latest version further
acquiesces to the administration’s demands that new legislation not
mandate action to assure reciprocity but rather provide for addi-
tional negotiating authority. o

What is needed desperately is enforcement of existi..g laws, in-
cluding remedies provided in the Trade Act of 1974. :

It is our view that existing law empowers the President to act
effectivély; however, most past administrations lacked the will to
exercise that authority, and the present administration is no excep-
tion. To date, its legislative trade proposals would unilaterally en-
goll).lsrage U.S. imports at the expense of American industries and
jobs.

In the Trade Act of 1974, a stated purpose of trade agreements’
affording mutual benefits is “to harmonize, reduce, and eliminate
barriers to trade on a basis which assures substantially equivalent
competitive opportunities for the commerce of the United States.”

Section 125 of the act provides in pertinent part that the Presi-
dent “may at any time terminate, in whole or in part, any procla-
mation made under this act.”

-
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In addition, section 301 as amended enables the President to take
“all appropriate and feasible steps within his power to obtain the
elimination of foreign countries, unreason. »le trade restrictions or
subsidies affecting U.S. commerce.” We believe that section 301
covers trade in services and in high technology as well as gocds.
~S. 144 in our view, unfortunately, fails to create a mandate for
action and enforcement. For example, even with this bill, section
301 will continue its track. record of virtually no self-initiations by
the government and a réliance instead on the petition process.

. We note that this latest version of the'bill has unfortunately
_eliminated an earlier requirement that the Office of the U.S. Trade
Representative include in their annual reports to-the Committees
on Ways and Means and Finance information on any action being
taken with respect to the actions which have been identified and
analyzed under section 301 or international negotiations or consul-
tations. We question why that mild reporting requirement was de-
leted from the bill. » : .

Senator DANFORTH. It has not been deleted—it was a printing
error. ’

Mr. KoBLaN. Thank ou, Mr. Chairman. I stand corrected.

We also note that the bill reported by the Finance Committee
last year required the Department of Commerce to submit a report
within 1 year analyzing factors affecting the competitiveriess of
U.S. high technology industries. These factors would include these
not dealt with in STR’s report. However, S. 144 fails to include this
requirement.

Mr. Chairman, we also oppose section 8 of S. 144, which would
grant the President for 5 years the authority to reduce or eliminate

existing U.S. tariffs on six high technology items relating to com- . -

puters and semiconductors. .

In addition, S. 144 contains a-provision that would further en-
courage U.S. direct investment abroad. This is proposed at a time
when the .United States is suffering from a severely weakened in- .
dustrial base; in these troubled times we do not believe that invest-
ments overseas should be a negotiating priority of our Government.

We are pleased that this legislation seeks to secure more infor-
mation on foreign trade barriers for the American public. Such
procedural requirements are an excellerit idea but cannot be imple-
mented unless adequate funding is provided to assure that the di-
rections of the Congress to the executive branch can be carried out.
Otherwise, the responsibility, which under the bill is given to the
Office of STR, will effectively be left in the hands of foreign inter-
ests and the traders, regardless of the impact on jobs and produc-
tion in each congressional district. In addition, the annual STR
study of foreign barriers provided in the bill is not linked to any
subsequent action by the President.

We note that the administration has no such reciprocity stand-
ard in its trade legislative proposals. For example, the Caribbean
Basin Initiative would funnel imports from the world through the
Caribbean countries into the U.S. market. This amounts to discrim-
ination against U.S. industries_and workers—not ‘‘reciprocity”
even in principle. The AFL-CIO continues to oppose such action.

The fact is, Mr. Chairman, the United States is suffering from

rising imports in a wide variety of industrial products while the
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economy is moving downward. This costs- jobs, production, and
America’s future development. Unfair trade arrangements encour-
age the expansion of production abroad for the U.S. and foreign
markets, decimate small businesses unfairly, and restrict U.S. ex-
ports.

In order o have reciprocal access for U.S. exports, trade policy
must encourage efficient U.S. production of goods and services. Sec-
tion 201 of the Trade Act provides that the International Trade
Commission can recommend relief for an injured U.S. industry.

The President has the power to seek relief and to act on recom-
mendations of the ITC; however, to our knowledge, the administra-
tion has failed to act on behalf of any U.S. industry in a section 201
case, with the exception of clothes pins, ferrochrome; and porcelain
cookware. It remains to be seen whether the President will follow
the recommendation of the International Trade Commission for
tariff relief in the Harley-Davidson motorcycle case.

Mr. Chairman, we believe vigorous enforcement of existing law
and a change in U.S. trade policy are long overdue.

Thank you; Mr. Chairman.

[ e’prepared statement of Mr. Koplan follows:]

’e
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STATEMENT OF STEPHEN KOPLAN
LEGISLATIVE REPRESENTATIVE, DEPARTMENT OF LEGISLATION
AMERICAN FEDERATION OF LABOR & CONGRESS OF INDUSTRIAL ORGANIZATIONS
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE
OF THE SENATE FINANCE COMMITTEE,
THE RECIPROCAL ‘I’RAM & INVES'I’HEN'I’ ACT —S. 184

-

February &, 1933

The AFL-CIO appreciates this opportunity to present Its views on S. 144, a bill
suppo;edly intended to establish reciprocity of market access as a key element of U.S. trade
policy. However, the approach in this proposal diverts attention from the real problem,
Instead, of trade reciprocity that could be achieved, this latest legislative version further
acquiesces to the Adrsiinistratlon's demands that new legislation not mandate action to
assure reciprocity but rather provide a blank check for additional negotiating authority,
What is needed desperately is enforcement of existing laws, including remedies provided in
the Trade Act of 1974, Enforcement of law would make recipfocity in trade at long last a
reality, . N

When AFL-CIO President Lane Kirkland testified before this Subcommittee in July of
1981, he called attention to this problem

"hereomer‘uﬁmbaru.s.mwwmemeuuorwﬂ\er,
the opportunity to enforce US. laws to gain access should be
encouraged to even out the burdens in the world. Equivalent access to
foreign markets is the key.”

In December, 12 million Americans were listed oillcially as unemployed. In addition, -
there are now 1,849,000 "discouraged workers” who want jobs and aré no longer looking, and
half of the 6,245,000 part-time workers who are not working full time because of the
depressed economy -- a total of about 17 million people. Failure to enforce existing law
results.in greater U.S. imports of manufactured products at the further expense of American

industries and jobs.
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It is our view that exi‘;ting law empowers the President to act effectively to assure
fair trade. However, most past Administrations lacked the will to exercise that authority
and the present Administration is no exception. To date, its legislative trade propos&s
would unilaterally encourage U.S. imports at the expense of American industries and jobs.
For example, in the last Congress even a simple extension of the manufacturir;g clause of
the U.S. copyright laws required a Congressional override of a Presidential veto -- even
though possibly as many as 367,000 jobs were affected.

Many times in the past, the AFL-CIO has céme before the Congress asking for help to
save American industries and jobs. Too often the responses have been too little or too late
or not at all, and year after year the strong, broad-based industrial machine that was
America has been weakened and its workers displaced;not because our industries have
become obsolete, but because they have been overwhelmed by foreign practices.

In February of last year, the AFL-CIO Executive Council stated,

“vigorous enforcement of reciprocity provisions of the Trade Act must be under-
taken.”

In the Trade Act of 1974, a stated purpose of trade agreements affording mutual
benefits is, "to harmonize, reduce and elimjnate barriers to trade on a basis which assures
substantially equivalent competitive opportunities for the commerce of the United States."

Section 125 of the Act provides in pertinent part, that the President "r;lay at any time
terminate, in whole or in part, any proclamation made under this Act." ;

Mr. Chairman, we believe that Section 125, which provides the President with
termination and withdrawal authority from trade agreements -- if utilized -~ amounts to
adequate‘authority to address the problem of trade discrimination. In addition, Section 01,
as amended, enables the President to take "all appropriate and feasible steps within his
power to obtain the elimination of foreign count(ies' unreasonable trade restrictions or
subsidies affecting U.S. commerce.” W;e believe that Section 301 covers trade in services

and in high technology as well as goods.



Numerous bills were introduced in the last Congress that have increased pubdlic
awareness of the problem of reciprocal market access. The following examples of barriers
‘to trade, taken from practices in a number of different countries, were included in the

introductory remarks of Senator Heinz when introducing one of those bills. The examples of
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foreign barriers include:

*

Restrictive standards and/or inspection requirements on goods like
cosmetics, food additives, autos, tobacco, medical supplies;
Refusal to accept U.S. certifications on the safety of pharmaceutical

exports;

Emissions testing -- or other testing -- of each imported auto -- or

other product -- rather than testing a sample;

Prohibitions or restrictions on U.S. entry into key service fields such as

bankAing, financial services, and insur;nce.

Link:ng market access to a requirement to build production facilities in
the country;

Requiring such production facilities to maintain a specified level of
exports;

"Unexpected”" or unannounced delays in unloading freight, including
perishable products;

Limitations on the showing of U.S. tilms; °

Discriminatory airport-user charges or less advantageous airport
locations for foreign airtines; .

Exclusion from airline travel agent reservation systems;

Licensing requirements; and

Local content rules,
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We note the additional views of Senator Heinz on the amended bill reported -by the
Finance Committee last June: "In truth, as Senator Long pointed out when the committee
considered the bill, it is no longer a real reciprocity bill since the 'substantially equivalent
competitive opportunities' standard in Senator Danforth's original S.-209% has been removed
from the retaliatory portion of the bill, through it remains as an objective of the Bill...

"Elsewhere, however, the weakening compromises that have been made are apparent,
beginning with the more limited retaliatory authority.,.

Continuing to ‘quote Senator Heinz, "Both our original bills opted for the clear
implication that when a barrier is found, the Executive ought to do something about it...

"The bill as reported, however, weakens the implication tha; action is expected by
removing any effective link between the study of barriers and subsequent action by the
President. [ suspect this will mean the continuation of the present record of virtually no
self-initiations by the govérnment in section 30! cases and a reliance instead on the petition
process.” i

Last year at the insistence of the Administration, the original Senate bill was watered
down so much that the final product, to quote Senator Long was: "worse than meaningless.”
As he pointed out: "There is no way that mere negotiation can get us out of the current
unfavorable trend in worl& trade. If we are to be effective, we must have something to *
withhold and then negotiate about. Currently, we allow ourselves to withhold nothing...

"In fact, the bill is mere window-dressing for additional negotiating authority that will
give away more of America's substance than could have been given away without the bill...
Evven worse, this bill serves as a vehicle for future concessions that we cannot afford."

We agree also with Senator Baucus' view that “the bill deals with symptoms, rather
than the disease. The roots of oor trade problem are here at home. If we don't address
these domestic problems, our lack of competitiveness, and hence our trade problems, will

persist, no matter how open markets may be."



.om

S. 14 in our view, unfortunately, fails to create a mandate for action and
enforcement. For example, even with this bill, Section 301 wilf continue its track record of
virtually no self-initiations by the government and a reliance instead on the petition process.
We note that this latest version of the bill has unfortunately eliminated an earli:r
requirement that the Office of the United.States Trade Representative include in annual
reports to the Committees on Ways and Means and Finance, information on any action being
taken with respect to the actions which have been identified and analyzed under Section 301
or international negotiations or consultations. We question why that mild reporting
requirement was deleted fr(;m the bill.

We also note that the bill reported by the Finance Corr;rr;ittee last year required the
Department of Commerce to submit a report within one year analyzing factors affecting the
competitiveness of U.S.high technology industries. These factors would include those not,
dealt with in STR's report. However, 5. 144 fails to include this requirement,

Mr. Chairman, we also oppose Section 8 of S. 184 which would grant the President for
five years the authority to reduce or eliminate existing U.S. tariffs on six high technology
items relating to computers and semi-conductors. We are pleased that the latest version of
the bill eliminates parts of autamatic data processing machines (and units thereof) from the
list. However, we believe the remaining six items contained in this proposal will encourage
U.S. companies to move abroad to countries protected by a variety of tariff and non-tariftf
barriers, while the U.S. will have unilaterally reduced its tariffs. Unless such Presidential
discretion is removed from the bill, the result will be the U.S: export of highly skilled jobs.

In additic ., S. 14% contains a prévision that would further encourage U.S. direct
investment abroad. This is proposed at a time when the United States is suffering from a
severely weakened industrial base. In these troubled times, we do not believe that
investments overseas should be a negotiating priority of our government. The Aelegates to
the AFL-CIO Convention in November 1981 adopted a resolution on International Trade and

Investment that included the following statement:

17-994 0 - 83 - 6



18

*Export promotion should be a government priority, carefully targeted
to accomplish specific goals. It should not include capital, technology
and price-sensitive commodities.” ]

The bill also seeks to encourage further flows of foreign investment into the United
States. In this regard, the convention delegates called instead for specific restrictions on
foreign investment capital in the United States: ’

"To regulate the immense fiows of international investment capital, the
US. Congress should establish a reporting mechanism that would
require all potential foreign investors, or those who would take over an
American firm or bank to provide the government with at least 60 days
advance notice. The government should be authorized to withhold
authorization of such investment or take-over in the national interest.
Particular scrutiny should be given to take-overs or investments in

energy sources, mineub, and other national resources, farm land, and
banks."”

We urge that the Subcommittee adopt such requirements rather than merely encourage \'the
Administration to seek additional flows of foreign investment capital.

Mr. Chairman, the AFL-CIO has' repeatedly called upon the Congress to prc'wideA
sufficient funds necessary to implement U.S. trade laws. Just last year, we testified before
this Subcommittee in opposition to proposals cutting back on the hiring of import specialists
tor assure that the imports which come into the United States are propérly monitored.
Directions to "monitor" imports become unrealistic when there are not enough import
specialists to carry out inspections. Requirements to establish import injury by identifying
the causal connection between imports and the job loss become unfair and unrealistic if the
imports are not adequately monitored.

We are pleased that this legislation seeks to secure more information on foreign trade
barriers for the American public. Such procedural requirements are an excellent idea, but
cannot be implemented unless adequate funding is provided to assure that the directions of
the Congress to the Executive Branch can be carried out. Otherwise, the responsibility —
which under the bill is given to the Office of STR — will effectively be left in the hands of
foreign inte}ests and the traders, regardless of the i_mpact on jobs and production in each
cot;gressional district. In addition, the annual STR study of foreign barriers provided in the

bill is not linked to any subsequent action by the President.
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In summary, the introductory remarks of Senator Danforth when introducing S. 144
acknowledged that: " t he idea is‘to close the credibility gap created when we consistently
" refurs to take protectionist action in spife of the widespread perception that we are the
only country practicing what everyone else preaches; namely free trade.” Therefore, it is
obvious that once again, the Administration has successfully resisted any semblance of a

mandate from the Congress that the government self-initiate Section 301 cases.

We note that the Administration has no such reciprocity standard in its trade
legislative proposals. For example, the Caribbean Basin Initiative is not in keeping with
current U.S. obligations under the GATT. Yet the Administration is quite willing to ask for
a GATT waiver to set up one-way trade -- funnelling imports from the world through the
Caribbean coun‘trles into the U.S. market. This amounts to discrimination against U.S.
industries and workers -- not reciprocity even in "principle.” The AFL-CIO continues to
oppose such action.

The fact lis. Mr. Chairman, the United States is suffering from rising imports in a wide
\;ariety of industrial products, while the economy is moving downward. This costs jobs,
production and America's future development. Unfair trade arrangements encourage the
expansion of production abroad fc;r the U.S. and foreign markets, decimate small businesses
unfairly and restrict U.S. exports.

In order to have reciprocal access for U.S. exports, trade policy must encourage
efficient U.S. production of goods and services. Section 201 of the Trade Act provides that
the International Trad.e Commission can recommend relief for an injured U.S. industry. The
President has the power to seek relief and to act on recommendations of the ITC. However,
to our knowledge the Administration has-(alled to act on behalf of any U.S. industry in a
Section 201 case, with the exception of clothes pins, ferrochrome and porcelain cookware,

‘It remains to be seen whether the President will follow the recommendation of the *

International Trade Commission for tariff relief in the Harley-Davidson motorcycle case. )
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Mr. Chairman, as the Subcommittee knows, many countries are not members of the
GATT. Yet, U.S. trade policy continues unilaterally to abide by GATT principles for these
countries, and to aliow them privileged entry into the U.S. market. The continued effect of
discriminatory trade standax;d; applied by GATT and non-GATT members alike against U.S.
interests at home, creates a continued erosion of U.S. industries. For example, U.S. firms
continue to move to other countries and then export to the U.S. market because other
countries require production in’ th‘eir markets and exports from their markets. U.S. trade
policy encourages this erosion.

Often there is not even public discussion of such barriers because they are not widely
reported. For example, we commented last year that Mexico, which is not a GATT member,
has established new policies and practices that will curb U.S. exports of computers and data
proc}ssing equipment. This is a high technology industry already threatened by U.S. failure
to insist on U.S. rights to reciprocity with Japan and ;JtPser GATT members. Further
compounding this problem, Mexico now requires import licenses for computers and parts. In
addition, Mexico has doubled its tariffs; imposed quotas; required production, research and
development in Mexico, and takén other steps to assure that Mexico will be a self-sufficent
computer exporter within five years. The U.S. Government was aware of these facts, but
did not act. Now that Mexico has a debt crisis virtually all exports from the U.S. to Mexico
have been curbed by the Mexican government.

Mr. Chairman, the AFL-CIO believes that this nation cannot afford a U.S. trade polic;'
that substitutes a cosmetic gesture for effective programs and action to make reciprocity a
reality. We cannot afford a trade policy (that is oppose.d to any requirement for, "bilateral,

sectoral or product-by-product reciprocity.” We believe vigorous enforcement of existing

law and change in U.S. trade policy are long overdue.
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Senator DANFORTH. Thank you.
Reading the morning paper today—I think it was on the editorial
page of the Washington Post—I saw the editorial noted that in par-
tisan politics right now it seems as though the President is trying
to hold the line on behalf of free trade, while some of the cendi-
dates in the other party are voicing very protectionist positions.
- Would you say that the AFL-CIO has adopted what would be
called a “protectionist position” on international trade? -,
Mr. KopLAN. Mr. Chairman, I find labeéls troublesome. I think
the last time we appeared and testified a similar queetion was
raised.
The AFL~CIO is of the opinion that it is time for action, and not -
actions limited to negotiations—global negotiations.
We have testified before your subcommittee in the past on the
auto import situation. I think you invited us in maybe two or three
times in 1981."And as a result of those discussions and the situation
there—and much has been said this morning about ‘“domestic con-
tent”—in December 1981 the domestic content bill was introduced
in the House, and of course passed last year.
We feel very strongly that positive steps need to be taken to en-
force existing law and to change our policy from one where the ad-
ministration is asking us to provide them with basically a blank
ch:ck for negotiating authority, and trust them that it will work
out.
We think that there is a need for more congressional oversight in
this area and for more accountability on the part of the adminis- ——
tration, and a need for action. I
Senator DANFORTH. The effort in this bill—in the minds of people
who are committed to free trade—should be to open up foreiﬁn
markets that are otherwise closed to U.S. exports. And that is the
whole thrust of the “action” in this bill. )
Would it be fair to say that action, from your point of view, is -
not directed so much to opening up foreign markets but rather to
closing down our markets? ‘
Mr. KorLaN. I don’t think we have ever recommended that our
markets be closed; although we do recommend that we have access
- to foreign.markets. ,
There are all kinds of barriers—and they are listed in my testi-
mony—that go beyond tariff barriers, for example, nontariff bar-
riers, that exist. )
" At one point in the first version of your bill there was a require-
ment that the President submit a plan for action to the Congress,
to the appropriate committees, based on the results of the study
that the made. That laniuage doesn't appear in the legislation
now. You do have language that &'ovides that he may propose leg-
islation to improve existing law. Certainly we think he has that au-
thority to propose any legislation to improve existing trade policy
now. . .
I-wc‘)’nder if Ms. Jager would like to add anything to my com-
ments? \ .
Ms. JAGER. I have the same difficulty that Mr. Koplan has ex-
pressed in terms of the general thrust of the dialog today, as if
there were a realistic choice between free trade and protectionism
in the world.
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I think we are on record as supporting access to foreign markets.
We are on record in support of the fact that we.think it would be a
better world if it consisted of freer trade. What we are saying is
that that’s not the world we're living in; and since that's not the
world we are living in, we don’t think it’s necessarily productive to
pass new legislation on which we see no signs that the administra-
tion will act. : .

. Every step that is provided by law by the Congress is treated as a

‘protectionist thrust that would close our markets. We are living in-
a world where daily other countries are closing their markets, and
they are retaliating in advance.

Our Government seems to assume that any action, even if it’s in
accordance with the GATT, that would allow for a step that would
in any way deter an import into the United States is a protection-
ist action that is going to start Smoot-Hawley, and the end of the
world, and World War III, and several other dire consequences. We

* don't believe that. )

Senator DANFORTH. Well, it's one thing to use offsetting steps
under section 301 to attempt to provide disincentives to other coun-
tries for erecting barriers to U.S. exports; it's quite another thing
just to say, “Well, we want to set up barriers of our own.”

Now, the domestic content bill, which I guess is the most wel]-
known piece of trade legislation around today, would be clearly a
protectionist bill, would it not? I mean, there is no doubt at all.
There is no argument that is designed as leverage to open up for-
eign markets; rather it is just an admission of defeat, that we can’t
possibly sell cars at home, much less abroad, in sufficient quantity
unless we have very protectionist legislation. Isn’t that correct?

Ms. JAGER. I must say, Mr. Chairman, that I know that _most of
the people who talk about this problem, outside of those of us who
support it, tend to view it as protectionist legislation.

We view it, really, as an illustration of a mechanism that would
not in fact result in protectionism, but could in fact result in_the
_ ver{y thing that you are talking about.

If in fact the United States wants to abide by the GATT, and
there are over 30 nations of the world which have content legisla-
tion, and we assume that’s it's all right for them to have it and we
will just talk to them about it, but the United States will do noth-
ing—— :

Those countries, .incidentally, also have other practices along-
with their content legislation. So we are going to sit here and say,
well, gee whiz, we can’t have anything like that, because that
"would be against the obligations of the GATT. As I say, there is a
dispute about that; I think the suggestion is that GATT is a place
where these issues are supposed to be discussed. ‘

If in fact it does turn out to be a violation of the GATT, then
let’s get all the countries who are in violation and see what’s going

. to be done about it. : .

What'’s happening now is that we are losing industry after indus-
try after industry, Eyecause we assume that the United States can
do nothing except to talk, and other nations are free to——

Senator DANFORTH. No, I don’t assume \that we can do nothing

" but talk, and the purpose of the reciprocity bill is to provide for not

-
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only a clear identification of the barriers that exist but a plan of
action for removal of those barriers.

But I think that to reject the reciprocity bill and to endorse a
domestic content bill is to say that we really are not interested so
miuch in removing barriers, or in the practices of other countries,
but we instead are going to practice protectionism simply from the
standpoint of protecting industries in this country which we don’t
tshink would be competitive even within the borders of the United

tates.

And, I think, if we were to do that, we may or may not help spe-
cific.industries, such as the automobile industry; but it is clear that
we will be hurting—clear to me, anyhow—that we will be hurting
other industries which are dependent on exports. :

I wonder, is there any kind of debate within the AFL-CIO about
the value of protectionism? Or, is it just assumed by all of the
member unions that this is the way to go? It would seem to me
that there would have to be a variety of industries, a variety of em-
ployees in your membership, who would be very much hurt if we
were to get into a full-fledged trade war.

Ms. JAGER. Mr. Chairman, I think it's clear to everyone that the -
AFL-CIO, like most institutions in the United States, containg a
great many varied points of view. N

I think it's also fair to say that, at this point in history, there is
very little debate on the question of free trade and protectionism,
because they don’t see any free trade. _

We don’t consider it free trade to continue to encourage compa-

" niés to go abroad and produce’there, in order to serve this market.

If I can give you an exmaple, one of the issues that constantly is
being raised is that even the companies that are exporting now are
companies that are preparing to import tomorrow. And, conse-
quently, what we fear so much, in this kind of very broad authori-
ty, is the continuance of the kinds of negotiations that assume that
we will do nothing about the barriers abroad except to offer a bi-
lateral solution. : :

We are very practical geople, and we live in a very real world. I
would like to just bring this down to the level of an example: There
is a lot of talk today about “Atari Democrats.” There_is a recent
press clipping that says the President is the first “Atari Republi-
can.” I don't regard this as a partisan issue. I regard this as a seri-
ous national issue.

But, I think the word ““Atari” is'important, because the president
of Atari Home Computer Division has recently announced that in
1982 there was no significant production of Atari computers or
parts offshore. There will be ‘a significant percentage manufactured
offshore in 1983. That means that the United States is now about
to lose still another advanced technological industry while we talk
about free trade. .

All that we are sayin% is that, in the real world in which we live,
however much we would like to have it, there is not free trade.
And we-don’t think that the preaching of ‘free trade’ and the cas-
tigation of everyone who wants to take any step at all in the inter-
ests of survival is an isolationist or a protectionist.

We are extremely internationally minded; I think that's true of

~ almost every labor person with whom I have any contact. Yes, we
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want to export; but I think that anyone who looks at the ‘data can
see that we've lost more exports in the last year thah we can afford
to lose. And imports continue to rise. And all that is said is that
the President is going to get more authority.

The President hasn’t even acted on the Houdaille case, in which
there isn’t even a smidgeon of protectionism. And, yet, if any
action is proposed, it's immediately called “a protectionist action.”

I think this is an unfortunate dialog, Mr. Chairman. I think it is
very unfortunate for the Nation. We need to do something. And no
other country who negotiates with us is going to believe that we
will ever do anything; and the companies will simply continue to
move abroad, which is one reason we are so concerned about the
provisions to authorize more authority to negotiate rights for more
investment abroad. I find that quite terrifying.

Senator DANFORTH. Steve?

Mr. KorLAN. I was just going to add, Mr. Chairman, when you
introduced the bill, you made the comment, in your introductory
remarks, that the idea is to close the credibility gap created when
we consistently refuse to take protectionist action, in spite of the
widespread perception that we are the only country practicing
what everyone else preaches—namely, free trade.

I think that is a fact, that we do practice what other people
preach but do not follow, and the stated hope has been that “if we
take the lead, others will follow.” Well, that has not happened. I
assume that's the reason or the purpose behind introducing legisla-
tion like this, but other co i ave not followed our lead, and
we don’t find an additionAl negotiating stimulus as the way to deal
with this problem. -

Senator DoLE. I'm/sorry I missed your statement. We had an-
other committee meeting and I had to'make a quorum.

As I look back on the domestic-content legislation, I think it got
more support, of course, as unemployment increased and everybody
was looking for a painless solution, searching around for some way
to get people back.to work. Eventually, you had 220 cosponsors.

Now, maybe it is not any breakthrough, but the fact is that the
unemployment figures are down this n.orning. I hope the AFL-CIO
has praised that as an indication that we are coming out of the re-
cession. But, maybe, if they continue to come down, as we ho
they will, there will be less pressure for domestic-content legisla-
tion. Maybe not. Maybe it is something that sort of has a life of its
own. -

But, I would be interested in knowing who these 30 countries
are, who also have domestic-content legislation. Are they industrial
nations, or are they developing countries, that have domestic-con-
tent legislation? .

" Ms. JAGER. They are mostly developing countries, Senator Dole.
However, as a matter of practical fact, in terms of policy and prac-
tices, virtually every auto-producing country has enough policies
and practices in effect to make sure that they make automobiles
and parts within their country, so that domestic content is really a
very mild proposal in view of the world in which we live.

I don’t regard it as protectionist legislation; it doesn’t stop im-

ports, it doesn’t close our markets. It merely sets an objective for
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compames who sell here to try to make sure that we retain an in-
dustrial base.

Senator DoLE. I think it’s, maybe, job protection; I don’t know :

about all the other trade labels.

From the standpoint of putting the pressure on Congress to do
something else, even though you may not agree with domestic con-
tent legislation, it certainly has heightened the awareness of the
problem. So you have made a contribution. I am not sure you are
going to make it to the goal line. '

Are you going to push that in the House pretty hard this year?

Mr. KorLAN. Yes, we hope to continue to make a contribution in
that regard, Mr. Chairman.

Let me say, if I could, very briefly—we did submit, when we tes-
tified on content, a list of those countries that have barriers like
that. I would be happy to include that in the hearing record as an
additional submission. ]

[The information follows:]
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Compiled by the Office of International Sectora) Policy, U.8.
Departaent of Comherce from information supplied by 0.8. Embassies,
Commerce country analysts, and industcy sources. The accuracy of
the informstion received has not been verified.
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Industrialized Countries Surveyed

Australiar A local content requirement of 35 percent is {n effect.
However, under the Export Pacilitation Schame,’ due to cammence on
March 1, 1962, Australiah car manufacturers would be allowed to
credit exports against local content -requirements. These credits
vill increase from S percent {n 1982 to 6.25 percent in 1981 and 7.8
percent in 1984 and can be used to import components duty free. 'n-(
effect would be to reduce the Jocal content requirement to 75
percent by 1984. Australia maintains a quota limiting imports of
assaxbled vehicles to 20 percent of the existing market. There are
inport tariffs of 35-57.2 percent depending on stage of sssembly..
No expoct i{nocentives exist. General Motors, Pord, Chrysler, Toyots
and Nissan produce vehicles in Australia,

Austria; No local content regulations or export requirements are (n
effect in Austria. The automodlle import duty is 20 percent. The
value added tax (VAT) on automobiles is 0 percent.
Stayr-Daimler-Puch (S-D-P) produces mopeds, trucks, busses and
tractors. General Motors vill shortly begin production of
atmoblile engires and tranmmissions. S-D-P and BMN vi)l soon
produce diesel automobile engines. . -

Belgium Mo local content requlations or export requirements sre
salntalned by Belgiun. There are reportedly ausnt!tative
restrictions on imports from Japan, Tefwan, Scuth Korea, Indochina,
and Eastern Zuropean countries. The Import tariff on automobiles is
the KC's 10.9 percent common external tariff. A 2S5 percent value
a3ded tax is levied on all automobiles sold in Belgium. Ford, GM,
Bricish lLeyland, PeugeotCitroen, and Volvo assemble cars and
:iﬂ:l. vhile Renault and Volkswagen assemble only autamobiles in
9w,

Cansda: U.S.-Canadian auto trade is conducted urder the terms of
the Automotive Parts Trade Agresment (APTA). This trade is duty
tree. Canada Mas a 4.2 percent import duty on imports of ron-U.$.
cars and trucks and has safety and enission requitrements similar to
the United States. There are ro local content requirements or
quantitative restrictions. Chrysler, M, Pord, A and Volvo has
manufacturing facilities 1n Canada. -

W!l There are ro restrictions on autamobile imports except the
) .“guennt EC common external tariff, A 20,25 percent VAT {s
evied,

Pr t There are ro Jocal content regulations or export
requictements. Imports of Japanese sutcmoh,..es have mever risen to
over } percent of the market and the Prench goverrment has announced
that 1t does not vant tham to exceed this level. The X's 10.9
percent automobile tariff applies. There is a 33.1 percent VAT.
Gereral Motors and Pord produce components in France.

many1 There are ro local content, export requiremants, ot
quantitative linjtations. Ge applies the EC's 0.9 percent
oamon external tariff on autamobiles and has a 1) percent VAT,
Gersany maintains zigid safety and emnissions standarde. 1In
addition, there {s a gradusted motor vehicle tax hased on
:rnmr. Geraral Motors and Pord have manufacturing/assembly
ants. .
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}.&Z' Mo local content regulations or export requirements exist.

y spplies the IC's 10.° percent ccammon external tariff on
sutomohiles. uu{ tes formal quantitative restrictions on vehicle
impocts from certain Par Bastern (1980 allotment from Japan is 2,200
ocars) and Zastern European countries. In sddition, Ttaly's strict
salety standards make certification of (mported autamobi’

difficuit to obtain, T™e aitomobile Lmport duty (s 10.9 peroent. A
VAT varying from 18-33% percert depending on engine sise is
spliosble @ all sutcmobile sales.

Japam Japen maintaire o local content requirements or,
quant{tative reetrictions or Import duties on autcmobiles. There {s
8 15 or 20 perognt cammod{ty tax levied on autamobiles Aspending on
engire sise and on overall auto dimensions, and an annual sutamobile
tax vhich also incresses by engire sise. The mechanical safety an!
orwirormantal sodifications required to comply vith Japamese
stringent vehicle regulstions have discoursged imports. Additional
disadventages o American automobiles include t'w higher desler
nargine and a camplicated multi-layered distribution system.

%ﬁuﬂ%n The Dutch wehicle manufacturing industry is relatively
. a Dutch fim, manufectures ccamercia’ and military
vehicles. 'Volvo produces pessenger cars and there are a number of
smaller Dutch bus and trailer manufacturers. The tari€f on
sutomobiles (s 10.9 percent for Umporte o autamohiles from the U.S,
{nto the BEC. There (s an 1¢ percent value-added tax.

Mditionally, anufacturers -oc Lars of Passenget cars have o
pay a special corsumption tax of 1f or 17 percent. Imports are not
w:jc?t ro any special impoct licenses o quenti’ative

~eatrictions,

Bev Zealand: There ate ro specific regulations Alstatimn the swount
) content {n automobiles assembled {n this country. However,
an import Yicensing systam mandates the use of local camporents.
Tariffs for completely built W sutos (CWU) ares S$% psroent for
general tariff; 20 petcent for Australia and the U.XK.; and 11,3
percant to 53 percent for Canada depending on’ the level of
comorwealth country content. Import tariffs for completely knocked
down (CXD) units are: 45 percent general tariff rater preferentlal
rates of 6.2 percent for Australia and the U.K., and 1175 percent
to 45 parcent for Canada de ing an the level of Camronvealth
‘country content. Certain Australian CKD sutos are duty free and
aertain CBU sutos are mbject to a 10 peroent duty under terms of
the Nev Zealand Australian Pree Trade Associaion. Uicenses are
required o lmport CXD cars but are, in effect, obtaired
aitonatically by assemblers, Licenses for CBU units are strictly
controlled and currently maintained at s level of agproximately ¢ to
S parcent of the total anusl sales of £3,000 to 70,000 units.

Pord, Cereral Motors, Chrysler, Toyota, ®ritish Leyland, Hordas,
Kasde, Skods, Subaru, Datsun, Mitmbishl, and Talbot (Peugeot} have
locel eeendly plants.

mP There ae ro local content regulations or wehicle impoct
restrictions. Automobile import tariffs are 7.5 percent with an
additional vehicle tax varying from 68-1%3 percent of the wehicle
value. There {9 ro automobile production {n Norvey. ¢

?&E‘ Local content requirement for veh{cles assesbled {n Spain is
pocost, There are ™ rt qQuoras. The import tariff for
ron-EK/WPTA eource wehicles is <8 cent vith s conpensatory {mport
tan of 13 petoent. Luxury tam varies Detween 17,6-3S peroent
dependir; on torsepowar of wehicle. Plat, Meneult, Citroen,
Pwect, Ford, Gensral Motors heve assembly operations in Spein.
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Sweden; There are ™ local content regulations., There is a 9
percent CIP import tar{ff on passenger cars and a 0.6 percent VAT
on the duty paid value. Thare arv apparently ronrestrictive import
licenses, as well as stringent safety and emission standards.
Swadish producers receive a rebate of all duties paid on {mported
camporents {ncorporated in a car vhich (g exported. Only Sasb and
Volvo manufacture in Sweden.

Switzerland: Tariffs on passenger vehicles imported into
tzer from the U.S. range fram Swiss Prancs 79.62 to 134,%0
, per 100 kilograme gross. Sviss {mpose duties on weight rather than
on value, Substanti{ally lower tariffs have been accorded to EC and
ZPTA suppliers. 1n addition, a turnover tax of 8.4 percent ad
valorem is levied. quant{tative import restrictions are
malntained; however, &t time of registration of an {mported wehicle
in Switzerland, the U.S. made product must conform with the Sviss
Requlations on Construction and Bquipment of Motor Vehicles,
amendnents to vhich became effective on January 1, 1980. The
objectives of .tha smendments are to reduce gradually roise level
—— 1limits by October 1, 1982 and 1985, respectively. Swiss-made trucks
and jesps are manufactured and assembled at Ardon In the Canton of
Thurgau,

Uni ted K{ t There &u ro local content requlations or export
requiraments. The {mport tariff on automobiles {s the EC's cammon
external tar{ff of 10.9 percent. It has been publicly reportad that
{mports from Japan are voluntarily limited by the Japanese
asnufacturers O approximately 10 percent of the market. Rritish
Leyland, Pord, M, and Peugeot-Citroen manufacture in the U.X. In
addition there are rumerous small, specialty firms. Current plans
are for 3ritish Leyland to manufacture Honda designed sutamobiles in-
the mear future, .

-~

Developing Countries Surveyed

The Andean Pact's Autonotive Program

In 1977 the five Andean Pact members (Bolivia, Colombia, Zeuador,
Peru, Venezuela) signed an agreement calling for the production of
vehicles based on local componentry, with local content eventually
reaching 70 percent. According to the Pact's sthedule, the program
vill be in effect by the end of 1983, However, due to di. greemsnts
by Pact mambers as to vho would producy certaln types of vehicles
and, even more importantly, key camponents such as engines, progress
in implementing the program has been slow,

A Common External Tariff {s to give protection against non-pact
vehicles, 113 percent in the case of passenger cars similar to thoee
to he produced in the Andean region and 155 percent for cars other
than those produced there. ’

The following companies Mave sigmed agreements to carticipate {(n the
program: General Motors, Volkswagen, and Plat; other companies that
are considering participating aret Pord, Renault, Mack Trucks,
Nissan, Pegaso, and Wlvo. In addition to these general provisions,
mamber countzies have the following specific ruless

Boliviai There are ro vehicle manufacturing or assembly
operations in Molivia. )

.
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Colambias A I3 percent local content requlation {s maintaired
on {irme vhich assmble automobiles fram Lmported camponents.
Isportad automoblles are assessed a 150 pesroent duty, a 38
petcent sales tax, a S percent export promotion fee, a 1.8
percent export diversification fund tax, and a 1 percent
corsylar irvoice fee. There are mo quantitative restrictions,
but isport licenses are used to restrict imports. Renault
produces passenger cars. GM produces autcmobiles, trucks- and
van chassis, Piat produces cars, trucks and buses.

1 There are presently no local content restrictions or
export requirements in Bousdor. Import duties on autcomobiles
renge from 100 percent to 150 percent depending on price; on
tricks ad vans duties are 80 percent or 100 percent depending
on type and cxpacitys and on four vhesl drive vehicles they are
pezcent o 70 percent depanding on price. In addition, an
tmport surcharge of 30 percent on the c.i.f. value {s applied
all motor wehicle {(mports except tricks. On all {tems,
reation requirements call for a 1 percent service charge
and a 50 parcent prior deposit, both on the c.i.f. value,
Importers are required M prepay 80 peroent of the import
duties before the import license is received. This license {»
{ssusd the Ministry of Industries, Commerce and
Integration. In addition to the overall quota, each automoRive
dealer or distributor {s assigned sn {ndividual This s
camputsd on the basis of pest imports, and therefore, it varies
for each distributoc/dealer. Newly maﬂmm" are
sssigred a quota of 340,000 per each six

Bousdor has bequn o {mplewnt {ts AXIM (Andean Common Market)
assigred rights o manufscture: (1} light passenger cars and

8

‘EB

- engires of 10%0-1300 oc, motor size, ard (2) li{ght trucks and

tranem{ssions of 3.0-4.6 metric tone capacity, The Bcuadorean
Goverrmant and Volksvagen signed a contrect {n December 1978
for the produstion of a pessenger car. General Motors s
carrying out feasibility stulles for the production of light
trucks, .

Petu: Llocal content requlations require 10-35 percent local
contant deperding on vehicle type. Although buflt wp vehicle
{mports heve been prohibitad to date, raports are that import
licenees vill be obtairedle {n 1980, Impott tariffs are K0
percent an trucks and 155 pecoent on automcbiles. There {a a
14.4 petcare manufacturers tax. Exports are encouraged by
rebating the import duties paid on (mported camponents in the
exportad vehicle., Chrysler, Volkswegen, and Nissan assewle
cars and ks, Toyota msswmbles crs and Volvo\m
wusks.

F!%ga_ Locel content requlations call for annual {ncreases

ram percamt curremtly to 90 percent in 1985, 1sports are

restricted o vehicle types produced locally., The tariff on
res {8 120 percent on Vermtuslan Goverment reference

peice, t requirements are based on a percent of the value
of rati atamobile production and in some {netances they
are quantitative remants weitten into the assembler's

contract. In addition to thres local fime, Rensult and .
Valksvegen sssenble cars) Piat, O, and Ford mseemble cars and
ks Nack and Internationsl assemdle trucks) and NC and
Toyota membdle jesps.
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According to press reports, the Venezuelan Economic Cabiret
approved a new autamobile {mport poticy on April 24, 1980, Now
prohibited is the importation of R-cylinder models (except by
the goverrment), All other models not produced in the country
could be imported without license pon payment of ad valorems
duty of 170 percent and a specific duty of 100 BolTvars per
kilo. Models similar to those produced in Venezuela would pay
an a) valorem duty of 120 perceént only. Vans and -1}
passenger vehicles would pay 135 percent ad valorem and N0
Bolivars per kilogram specific duties., Effective date of this
new measure vill presumably depend on publication of
corresponding decree in the official gazette with nev list of
reference pricas for 9”0, Last year this took place on Jure
tst.

Other Developing Countries

Algeriats There are o automobile manufacturing assembly operations
In ‘Hqcrh. Unspecified quantitative restrictions on autamobiles
are in effect. Import Auties on automodiles range from 40-50
peroent. .
Argentina: Local content regulations exist fOr all vehicles as
ioEonm passenger - 93 percent in 1980, reduced to 82 percent in
1982; commercial -~ from 92-90 percent in 1980, redued to 75-88
percent in 1682, Import tariffs on vehicles are 95 percent on cars
(declining to %5 percent in '982) and 55 percent on trucks
(declining to 4% percent in 1982), Minimum import prices are S4 per
cublic centimeter engine displacement plus S percent freight on
cars. Export requiements apply only %o Intercampany parts
shipments, Under this requirement exports must de 1 times the

_Import level. Pord, Volkswagen, Piat-Peugeot, Mercedes-Sent, and
Saab have manufacturing Cacilities in Argentina,

Brazil: local content regulations are In effect mt are now
Trd{vidually reqetiated vith each firm with factors such as the
individual firms balance of payments being taken into aocount.

Export incentives .in the form of reduced {mpqort tariffs on parts are
granted ‘under GAT™ t'wse are being phased out). Imports of
astomotiies are currently embargoed. Normally, import tariffs on
passenger cas are fram 185 percent :0 705 percent. In addition
there is a svesam 2f minimum import values based on the car's

wei e, Dsrcermar cars are produced {n Brazil by Pord, GM,
Volksvagen, ~ s,7ta, Pima ar Plat. Trucks are manufactured oy Pord,
Chrysier, (M, Mercedes, Fiat. Saab, Volvo, and Toyota,

Chiles toral ~ntent resulat.ons requiring 0 percent of assembled
cost for a.~Tonile manufactur2cs are in force. Exports are not
required .nless local cortent s less than 0 percent. In this case
the local asserolers must export sufficient products to reach %
percent of locai production ccsts. “Import tariffs on autamodbiles
range from 12-30 percent Aeperdi~: n engine displacwmanrt. The 80
percent tarif’ . ' s retocd s vedr 0 reach a final rate of 10
peccent in 1965, T'wre (s 8 (N fx wnt consumption tax {f an
astomobile’s CIP .alue plus duty, p . a 20 peroent VAT exceeds
$12,000, This cosumption tax only eiplies to the smount over
$12,000. Ther~ we m quantitative -».crictions. M assembles
sutamob{les and trucks, Cltroen, Fis. ~nd Peugeot-Renault assemdle
sutomobiles.
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tocal content requiations vary by contract with eash
f rln s 8 joint vanture for automobiles with X peroent
to 40 percent local content required and N jespe are
vith a \3-20 pscoent local content, There are no export
Tements, [mport duties vary from 83 rtm to 200 percent
tn' oh wngim sise and maber of q!. ndere, !rﬂ!lel are

zﬁd {aport only ore car wery two years and the importation
of right hand drive cars (e forbidden, Payment of {mpoct duties
be nade in hard aurcency,

/

) There are o local content requlations or expoct

rements {in Ghana. © A purchase tax vhich varles from $ percent

o 100 parcent basad on the car's value encourages local

pmt on. Commercisl vehicles assesbled Ino'hau do not pay this
tax. Under the whicle standardization policy {n effect since
Cceober 3, 197, only vehicles - passenger cars, pick-ups, cross
country wehicles, and buses - manufactured by sgproved manufscturers
ay be imported, The list includes Peugeot, Datsun, Volkswegen,
h'ﬁu}:i Masda, and H!&k 'l'ru\:h. c;:u for dlpm u:‘omt‘n
ofticiale are exempt from this requirement. 1 Toyo Kogro
assemble cars. Nissan, Toyota, and Vamhall asseuble cirs and
buses. British leyland, Pord, and Mercedes-Bers assemble Duses and
teucks., Chryslez, Deuts, Riro, M.A.N,, and Mack assemble trucks.
Neoplan asssnbles buses. Import tariffs range fram 15 ¢o 1§
patoent.

Greecn: e value added campone ngutmtiwdm!oal
200X vehicle sssmmdly {9 a unln % peroent vithout mandatory
wward escalation, Tariffs on lmports from ron-EEC countries range
from 10 o 0.7 peroent In Nove:ber 1979, a volumary symtem
dsigrad o restrain inpocts vas adoptad providing for s reduction
of 20 perosnt in car imports. Bus (mpores require an .
license, Thw {ssuance of licenses (s, at timee, delayed or
vithheld, A pre-import cash depoeit of 56 mc-nt for buses and 28
peraant for pessenger autcwobiles (s aleo required. The deposits
mnwmdwthmm!otmm :

igr tocal content regulations exist only for the domeetic Indian

{le produsers. There {s Mo irvestment by foreign sutomobile-

Wactunu. BXPOIts are encour by cash suwbeidies and import

lenisiment Licenses. Import taciffs on other vehicles vary from

40 peroent dspanding on type and axle weight., Import li{censes

m gererally not iesusd for passenger care those for commrcial
vehicles are {(ssusd on a Halud basis.

igt Progressively stringent local content requlatiors are
belng {netitutad in the motor wehicle indus m h 1898 {n

m aanufacture are slowi ementat While the

Gowet raent o achieve fmmlo?:l m!ceun of

the most ar types of pc and light comercial vehicles by

994, it tended this deadlire until an unspecified date for

SFictan bty vremacly o St whisiee e AT
. )] cles

c—uc vehicles imported lzu Jeva and Sumatra, u‘ to be

zhuu krocked=-down. trport tariffs on bullt-wp
icles range fram 30 percent plus a 10 percent sales tax
nhubmnmul a 20 psront o8 tam on

There are m export requiresents or quamitative
mtemn. Iaal “1 the following makee of
m oarm  Buswukl llmfmnmr. -

W lant, Mk o st ALfe Rmo. mer
nap m. Tata, Steyr, Cltroen, Berliet, Moskvitch, Suary,
\uv:;‘ d, Toyota, Nonda, Chevrolet, “edford, llulm. ndh-m.
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lsrasli Thate are ro 'ocal contant of export requirements
malntalned by Israel. -Import duties are from 40 percent plus 2.50
shakels per kilogram for -automobiles vith engines 1,300 oc and less
and 52 percent plus 1.5 shekels per kilogram for cars vith engines
1,801 o2 and larger. 1tn a3dition, there {s a purchase tax based on
engine size which ranges from 8% percent to 139 percent plus a 3-?
. percent inport prios wplift, These are assessed on a cascade
basis. There are quantitative requirements attached to import
1icenses vhich are only granted to spproved importers. Three ~
tsrasl! firme asseable Pord cars: Ford, Dodge, Reo and Mack Trucks
and NC Jeeps. One local fimm produces i{ts own brand of trucks and

passenger cars.’

Renya: Mo local content requlations exist but cawponents .
manulactured locally may not be Imported. Commercia® and certain
other vehicles are parmitted to be imported only campletely .
knocked-down. There are no export requireménts. An import li{cense
accampanied by a 100 percent refundable prior lmport depomit is
requized, Import dutiev 'CIP) on assembled passenger cars (other
than public secvice=type vehicles) range from 40 peroent for cars
wvith an engire capacity not exceeding 1,200 occ, ™S percent for cars
vith a 1,751-2,000 oc engine capacity, to 150 percent with an engine
capacity exceeding 2,2%0 oc. The duty on non-public service
passenger cars, unassembled, for assembly into camplete ehicles by
an asthorized assembler {8 25 percent. Importers have been directed
to seek 90-180 days credit overseas. The four authorized assemblers
are lLeylant Kenya Linit Motors Limited, Associated
Vehicle Arsamblers '.imited Piat Renva Limited, GM assembles
Tsuzu and Bedford trucks, British leyland assembles trucks,
Lardrovers, "olksvages microbuses and Mlitsubishi light buses,
Associated Vehicles assembles Datsun cars and buses, Peugeot trucks,
Toyota trucks, Ford trucks, ard Volvo trucke.

tmport protection is accorded to local producers of the following
automotive camporents: sealers, ad™esives, batteries, tires, tubes,
paints, €lat glass, carvas, soft trim, upholstery, insulation,
radiators, exhaust syttems, Leaf springs, spare wheel carriers, seat
frames, viring harnesses and drake linings. ~ N

Ruvait: There are ro ganeral restrictions on vehicle imports. A 4
percent ad valorem ‘mport tariff is in effect. .

Malaysiar Under the ASEAN Autamotive Tecderation (AAF) scheme for
m*mnury ASEAN production, Malaysia will produce timing chains
for carsy a~d spokes, nipples, and roller chains for motorcycles.
Trade preferences by other ASEAN members would be granted these
parts. Probably ro further accreditativn of addicional capacity for
the sane product would be allowed until the ASEAN Comittee on
. Industry. Mirerals, and Enecrqy determined that the market had
. oxp’cmd sufficiently to wvarrant further accreditation of similar
B projects.

Mexicos Locel content requlations requirimg “0 percent for
passenger cars and 80 percent for trucks exfist with a planned §
percent point increase of doth in 198), Imports of camponents
ae red to be offeet by exports. Vehicle import duties range
from 15 to 100 percent ad valorem. Vehicle imports are not allBwed
vith the exception of o epeclal custams tore near the U.S. border.
Excaprions are usually only made {f there is a shortfall in damestic
supply. Chrysler, Volksvagen, Ford, G4 and Nissan
manufacture/assemble cars and trucks. American Motors produces cars,
ard jespe. Renault produces cars. . R

17-994 0 - 83 - 7
\
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Moroccos looal content requlations requiring 40-%0 percent levels
are In effect. vehicle imports are restricted. All assemd)y
operations ace in t o totally Moroccan-owned, Through this
systam, Plat, Opel, Simca, and Remault autcmobliles are assembled in
Morooco. Berliet, Volvo, Bedford, Pord, DAP, Landrover, and Jeep
utility, and {ndustrial vehicles are assembled,

Nigeria: A 30 percent local content requlation i{s lmposed after
?.Fg—o'iws of amezbly. Vehicle imports are restricted by import
li{censes ard passenger vehicles with engimes over 2,500 oc are
prohidited, Passengsr vehicles vith smaller engires face duties of
S0 to 250 percent. Volksvagen manufactures/assenbles cars and
ainibuses. Peugeot manufactures/assesdles cars. British Leyland
manufectures/assambles trucks and Landrovers. Steyr '
aanufactures/assenbles trucks. Mercedes and Pist will shortly begin
to amwfacture trucks and Nissan vill start menufacturing
automodiles, ’

Pakistan: There are ro local content requlations as such but
aicrerk use of locally produced camponents (s encouzaged by
regulation and {s reported o range from 26-A0 percent of value
deperding on vehicle type. Projected use of local products s
repocted to be about %0 percent by 1985. Exports and imports are
controlled, Cmcr::{ vllehlclo mrt: m’s‘ptggtbiud. mu of
built p passenger cles are dutiable ( percant orem)
deperding on engire size. A state-owned corporation has 2 monopoly
over the automobile {ndustry. It has assendly arrangements vith AMC
(jeaps), Chuysler (trucks), GM (Tsuru trucks) Vaxhall (etrucks and
bures), Pord (ainfbuses), Suzuk{ ‘vang and pickyps), Nissan
{trucks), Toyo Kogro !‘buses), Susitamo (trucks), and Rino (trucke),
This monolepy 'PACD) controls the (mport of both campletely knocked
down and completely duilt p vehicles. Campletely duilt up {mports
are limited o thooe being brought in by teturning expatriate
7akistanis (4 monthe or more comtinmpus stay oveisdeas).

Philippines: The curtent local content requlations requiremsnt is
6 percent. The import tariff rate varies fram 10-"2 percent for
oaxpletely krocked down vehicles to 100 percent for assembled
vehicles, There are three local autamobile companies. Ore
assambles Mitsub{shi products and one assembles Volkswagens. The
other amsembles its om vehicles the Tmmaraw utility vehicle, a
mini crusier military vehicle and various trucks), Potd has a body
stamping plant and automobile aseemdly facilities. - G4 assembles
cars and trucke, and sanufactures transmissions. .

vort 3 local content requlatiors for vehicles assswbdled {n
Poctugal are 22 peroent in 1980 Adeclining to sero in 1965, Curent
{mport quotas for campletely krocked down and oaapletely built wp
vehicles are schaduled o end in Janvary 1985,° Import duties tor
ron-20/EP\ source vehicles is approximately 4.3 U.S. cents per
kilogram., (mport quotas are scheviuled t© be phased cut hy 1988,
M, Pord, Rensult, Citroen, Alfa Romeo, Mritish leyland, Peugeot,
(Talbot, Autl, B!, Mercades, Volksvagen, Tovots, Nissan, Maxds,
Subary, Honda, and Daihatsu heve assembly operetions In Portugal.

Sauwdl Acabia: There are o tocal content @utla- or import
7remeictions. The import tarfff is ) percent of CIF value.
Neroedes asmmnbles trucks. A Saudi fimm sssambles buses using -
mlmmgn ™™ s.d} ugbln Govur-:t peovides a
subsl Company for Car Manufactur located in
Jiade, In s form of w interest-free loan. M. 100
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St re: There are ro local content regulations or quantitive
restrictions on vehicle imports. Import tariffs are 45 percent.
There is 2 150 percent additional registration fee, a $1,000 base
regisiration fee for private and rental cars ($5,300 on campany
cars . and' scaled road taxes. Mercedes, Pord, British leyland and
Jo.ve produce cars. Nissar produces vans,

Soot> Afc.ca: Passenger Cars must contain K6 percent by weight
‘ocal cortent. Starting in 1980, the local content regulations have
reer exte~ded o light gocds vehicles (approximataly up to 2,800
woard s T 980 and 98] requirements for these are SO percent by
-y Bv 393 ~ese ton rust meet the requirement of 66 percent,
sport ..ce~ses are required, but are granted to meet the full and
veascmarle req.iremerts of camponents and subassembljes for
rasse~ger avd lignt goods vehicles covered by a currently valid
~ansfartur.ng program approved by the Minister of Boconomics. "here
are A expcrt requirererts, Pully manufactured cars may be imported
v.thoLt @ licerse, byt the duty [s 100 percent. Bxcise tax for cars
v.t> .ess tan &5 percent local content is 95 percent. For those
w.th €6 oercent local content, the excise duty per Pand value is a
nax . »m of 1Y Rand certs. There are excise duty decreases for
pere~tages of local contert achieved beyord the minimus £5 percent.

Nissar, Fiat, Ford, OM, British Leyland, Mercedes, ‘Jolkswagen,

P ogra, ad L0 produce autamobiles ard trucks. Alfa Romeo, oMM,
ac Peugect produce autos. Toyots South Africa produces (ts own
srax of a o8 ard trucks and assembles Renault autos and “rucks,

S50.t" Ysres: “Sere are four auto manufacturing campanies in Yorea -
¥.a. Avurda:, Sas™an, ard S*:» Jin. The first three companies also
rarufactire duees, and two - Ryurdai and Sashan - manufacture trucks,

e carif! rate for automodiles is RN percent.

Astomobiles and auto components are on the "Restricted List®,
sear. g ptior approval of the Auto Trade Association is required
>efore o .mport license can be issued, With reqgard ro 100 percent
foreig~=ade cars, te Association will issue import iLicenses
oend ~g or e “supply and demand situation® in Korea; however,
suct L. cemees are rarely approved,

WO Tontent reduifements are set by the Korean govermment for
Jorest - sarufactare and assembly of all cars, trucks, and buses.
Those for cars, effective January 1, 1980, are as follows:

waker Tvpe of vehicle T~-al content requirement
{Percent)
Kia Brisa 94
- frisa 1! 92
- Fiat 172 A2
- Peugect R04 20
Poyunda) Potw 9
- Cortina Mark TV 62
- Cranads Fa
Samtan Genud ni AR
Cars} Rekord [$]
Shinm Jin Jeep 1J-5) bk
- Diesel Jeep 91

BEST AVAILABLE COPY
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Thare are o specific export requirements per se for Rocean auto
manufecturers, although there are export targets and same moral
ssure to meet those targets. According to the Korean auto
ndustry association, however, there {s one stipulation (mposed on
{ ond Riar {n order to odtain permission to {mport one
knocked down Pord Granade or Peugect 604 for local assembly arv)
sale, the cmpanies must expoct five dumestically manufactured
passenger carse.

Taiwen: Current locel content requirement for wehicles is as
Tollovs: automobiles (including sadans, vagore and jeeps of 3.8
wne and balpw)s 70 peroent vith provieo thet manufecturer must
producs ore of the following comporantss (1) engine, (2) piston,
corvwcting rod, and piston pin, (3) crankshaft, (4) axle
tranmmission, (5) wprine, (4} cylinder valve. Light motor wehicles
(including truck, pick-up, and station wegon of 1.9 tons and
belowi: 70 petoent vith proviso similar to sedans. Import duties
on sutomobiles are from S5 percent to 7S percent depending on type.

Tarzanias %o local contemt requlations exist. Imports are lim{ted

t enticely to the goverrment. Import tariffs vary from 40-100
percermt Aepending on ergire  size. Except for trucks, the only
automobile assembly operation (s %y British Leylamnd,

Theiland: Local contere regulatiorw requiring 3% percent local
souwrcing by August 1930 {ncreasing annually to S0 percent in 108)
are {n effect. Importa of built wp passenger cars are prohibited.
Dyties of 150 percent are levied together vith a 40 peroent busiress
tan on lmported sutomodbiles. Toyots, Nissan, leuru, and Pord
produce cars, trucks and buses. R{ro produces trucks and buses.
Piat, British leylad ad Volvo produce cars and bSuses. Mitsubishi,
Mazda, Dajhatsy, Swaru, M, olkevegun, Pegeot, Renault, ™M, Alfs
Rmeo, Citroen, Lancie, ard Aud! produow cars.

'\_:hgx Local content requlstions are contairwd {n tw *Assewly
1 try Requlation” enforced by the Turkish Ministry of Industry
ad Techrology. (ocally produced {tems are not permitted to be
{mported. Therefore, importation of sutomobiles is ~ot permitted
eacpt Joer special clromatances. Import tariffs are 7%
percent, Autcmobiles are produced under licerse fram Pord (the
Reliant Motor Campeny of U.K.), Plat and Renault.

Orupumy: lLocal comert requlations are in effect requiring local
content of 25-12 percent of vehicle wight. Imporcs of sutomobiles
are prohidited., Export requlstions require the export of 40-10%
percent (Aepanding on vehicle type) of the lmport value of the
completely krocked down kits the assewbdler imports.
Peugeot-Citroen, Renault, Volkewagen, BV, Pord, GM, and Piat
asssmbly automobi{les in Oruguey.

Yugoslavias locel content requlations require 50 percent local
content 0 avoid {(mposition of higher sales taxes. Imports {ram
other coutries are only permitted by authotized dealers. Import
tax on vehiclgs is 17 percent ad valorem ad the duty ls 28

peroent. Authorized dealers are required to export goods totaling
30 petcert of the value of each {mported autamodile. Quotas are
saimained on (apocts from the MISSR, Zast Germany, and
Crectoslovakia and mey be paid for {n local currency. Other imports
st be pald for (n hard currency. Plats, Ladas, “olkswegens,
Audis, end Cluroens are manufactured locally.
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APPENDIX II

OTIHERS ACT TO SAVE THEIR AUTO INDUSTRIES;
THE U.S. DEBATES AS OURS DECLINES

Summary of Automobile Trade Restrictions (@
Local Content Non-Tariff Export Current Auto
Requircments Import Requirements Teriff (¢)
Restrictions (b)) ———

Australia Yes Yes No 35-57%
Austria No Yes No 20.0
Belgium* No Yes No 10.8
Brazil Yes Yes Yes 185-205
Canada* No No No 14.2
Denmark No No No 10.8
France* - No Yes No 10.8
Germany* No No No 10.8
Italy* No Yes No 10.8
Japan No No No 0.0 (d)
Mexico Yes Yes Yes n.a.
Netherlands* No No No 10.8
New Zcaland No Yes No 55.0
Norway - No- Yes No 7.6
South Korea Yes Yes Yes 80.0
Spain Yes Yes No 68.0
Sweden No No No 9.0
Switzerland No No No~ 10.0 avg.
United Kingdom®* No Yes No 10.8
United States* No No No 2.8

£

{8 The mcasures cited in this chart are for new cars. Trade restrictions on used
cars are not refleeted.

(b) Impott restrictions apply to non-tariff measures maintained by a country which
deals solely with ilinports. Tax measures which epply to both imports and
comestically produccd products arc not included. ’ .

(c) Most Furopcan countries impose hefty valuc-added taxcs (VATs) that inake the
cffective tariff rate higher than shown.

W) While no tariff is charged, -annn crects a complicated set of hwrdles: peeuliar
product standards, vehiele by vehiele testing of imports, ete., which effectively
double the price of imported cars. -

¥ Phese countries have quantitative restrietions on imports from Japan.

N = Not appiicable; imeporis prohibitcd enespt by spocial wrrangement.,
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Senator DoLE. I understand that. I think, maybe with the excep-
tion of Australia, they are primarily developing countries.

But there is a problem. I guess that Senator Danforth’s approach
in S. 144 has not met with your total support. I missed your open-
ing.

Mr. KorLaN. You are correct.

Senator DoLE. Sort of lukewarm support?

Mr. KorPLAN. Somewhat less than that.

Senator DoLe. Not much support at all, you mean? {Laughter.]

Mr. KorLAN. We do support—and we've said this in the past—
any requirements that would provide additional information to us,
to the Congress, to provide you with additional tools for your over-
sight responsibility in this area. And in that regard the bill does
have some additional requirements to gather information. We
would be happy to work with you with regard to that aspect of the
bill, to see how that could be strengthened even further and per-
haps tie the results of those reports to some mandate for action on
the part of the administration. .

Senator DoLE. Do you have a close working relationship with the
STR, with Ambassador Brock? Or do you have a working relation-
ship with him?

Ms. JAEGER. Yes, sir.

Mr. KorLAN. Yes, we do.

Senator DoLE. At least he indicated that this morning, that he
had opened up some good channels with your group.

Ms. JAEGER. Yes, sir. There is a dialog, always. .

Senator DoLE. But I think what you are suggesting is there has
been only the dialog, and there hasn’t been much evidence of any
progress.

Mr. KorLAN. No. Frankly, as you know, we have had serious
problems with most of the trade proposals that the administration
has recommended to the Congress.

The dialog has been there, but we find an unwillingness to be
flexible, let’s say, on the part of the administration.

Senator DANFORTH. Senator Bradley?

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

Let me ask the witnesses to give their own view and the view of
the AFL-CIO about, what they would like to see in any kind of seri-
ous adjustment package.

You know, we talk a lot about trade and high technology, and
how that’s the way of the future, and people frequently forget that,
if indeed that is the way of the future, and that is the way that the
Government promotes the future, that there are some human ques-
tions to answer—like the potential that there will be sizable num-
bers of Americans who will not have a job if that’s the direction
that we take. That’s not to say we shouldn’t take that direction,
but to simply say as someone who is representing an organization
that will have a sizable number of people who will not have the
same kind of job, or maybe not have a job, if we go that direction,
what do you think we should do for those people?

For example, many years ago we developed something called
trade adjustment assistance. Of course, that’s gone by the wayside;
that was eliminated in the last year. And it’s quite possible that
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trade adjustment assistance in the form that it was devised was not
particularly appropriate.

But what I hear coming from the administration- when they talk
about ‘“‘adjustment,” is primarily worker retraining; which, you
know, might make some sense for people at 25 or 35, but doesn’t
make a lot of sense for people at 50 or at 55.

I was curious to know your thinking on what an adjustment
package might look like that you wonld find meets the human
needs of your members. And I'm asking you to take a leap here,
and the leap is assuming there will be some adjustment.

Mr. KorLAN. Well, let me begin by responding, Senator Bradley,
that in the last Congress we testified on this issue many times—
before-this committee as well as before the House committee. It’s
been in budget testimony of the AFL-CIO as well.

We were told, “Listen to the administration,” say in the last Con-
gress, that “if the emphasis was put on training, and the emphasis
moved away from assistance to workers dislocated, that they would
leave the program intact and extend it, for example, to 1984.”

I look in the current budget proposal, and I see that the adminis-
tration would simply let the skeletal remains that still exist of ad-
justment assistance expire in 1983. There is no provision for a
trade adjustment assistance program anymore. What exists in the
budget is a figure of $240 million for 96,000 dislocated workers, but
it's not tied to just workers, for example, who have lost their jobs
because of imports; it would cover everyone.

So, as far as the administration is concerned, that would be the
end of trade adjustment assistance as a program.

With regard to where we are coming from on it, we testified, as I
say, before this committee in the last Congress. Both Senator Dan-
forth and Senator Moynihan introduced bills in this area. I don’t
have those with me, but we have talked about returning to a na-
tional standard for adjustment assistance, including parts and serv-
ices, and having a meaningful program.

I think the dilemma that the administration finds itself in is that
as the result of increasing thousands upon thousands of workers
who could probably establish that imports contributed importantly
to their job loss, they found that maintaining any semblance of a
meaningful program let alone improving it is just too expensive for
them right now.

But we certainly don’t feel that those workers should be penal-
ized because they have lost their jobs not because of their lack of
productivitg but use of imports.

Senator BRADLEY. Right.

Mr. KorLAN. That is something completely beyond their control;
that’s a matter of U.S. trade policy.

Senator BRADLEY. Right.

Mr. KorLAN. We do have this concern: We are not looking for a
skeletal trade adjustment program that can be used as an excuse to
continue the trade policy as it is now, and so that those on the
other side might say, “Well, we've taken care of the problem, be-
cause there is at least in name a trade adjustment Frogram."

Senator BRADLEY. Well, let me ask you two followup questions.

One is, 1s the way we determine whether job loss is due to trade
competition acceptable to you now?
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Mr. KorLAN. No; it's not. It's better than it was at one point last
ear, because there was a provision put into the law that said it
ad to be a substantial cause, no less than any other cause. And

that would have placed an impossible burden to establish that it
was “no less” than any other. But that was corrected before it
went into effect.

Senator BrabpLEY. Do you have any problem with the ITC mecha-
nism of determining? -

Mr. KorLAN. We have problems with the whole method of deter-
mination because of the inordinate, for example, amount of time
that it takes from the time when a petition is filed to——

Senator BRADLEY. So that what you would like to see is an expe-
dited procedure?

Mr. KorLAN. Absolutely. Yes; that is one major problem.

Senator BRADLEY. All right.

Mr. Kor1rAN. I mean, these people are out of work. They are suf-
fering. And meanwhile that process just goes on forever.

Senator BRADLEY. All right. Is that the main thing, expedited?

Mr. KorLaN. That would be one. Another would be to include
other workers whose jobs are lost as a result of imports but who
are not eligible, have not been eligible for assistance under the law
the way it is now. I am talking about parts and services.

Ms. Jager, did you want to add something to that?

Ms. JAGER. Yes.

I think that part of the problem in responding to your questions,
Senator Bradley, is that we view trade policy as an integral part of
other policies.

And as far as the adjustment package is concerned, we view
trade adjustment assistance as an integral part of trade policy, but
not a substitute for taking other actions.

You weren’t here when I explained that we are terribly con-
cerned because, as we see it, current laws and policies unfortunate-
ly, the way we read this bill, would encourage further exports even
of our newest technologies, leaving our markets open, encouraging
companies to go abroad and export to the United States.

We are facing a deficit right now of about $45 billion in mer-
chandise trade. Liberal economists are projecting doubling that
next year. This assault will be so great on this economy that we
feel that a great many steps need to be taken and need to be taken
fairly quickly. They would not be restricted to trade adjustment
packages; they would include, I think, a rethinking of where this
economy is going, because I don’t think enough attention is given
in looking at an adjustment process to how cataclysmic the adjust-
ment needs have now become.

I lived through 20 years of trade adjustment assistance, and it
was usually too little and too late.

We do support all of the things that Mr. Koplan has described.
We certainly support retraining. We know that people need to be
retrained. But what we are saying is that adjustment isn’t going to
substitute for what needs to ge done to the trade polici, use
the i;(ilme is too short and the events are going to overtake us very
quickly.

Senator BRADLEY. Mr. Chairman, I know my time is up, but may
I ask one more question?
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Senator DANFORTH. Sure.

Senator BRADLEY. Yesterday in the Finance Committee we had
the Secretary of the Treasury Don Regan here, and I was surprised
at the number of Republican members—and I think the chairman
‘was one of them—who suggested, at a time of rather serious eco-
nomic crisis defined as (a) deficit, and (b) trade—how can we justify
the third year of the tax cut, or a portion of the third year of the
tax cut? -

Now, not to beat that dead horse once again but simply to say,
does it make any sense to you if a portion of that tax cut was not
provided, but instead the revenues that would otherwise have been
returned be used for a very specific and somewhat sizable trade ad-
justment package that would actually go beyond just a cyclical
downturn?

Mr. KorLAN. Well, let me just comment about the third year of
the tax cut without tying it to how the money would necessarily be
spent.

In the jobs area there are all kinds of things that start to come
" to mind, but with regard to the policy in the third year, just recent-
ly in the last few days there was a bill introduced in the House—
and I know you have been concerned about that third year for
quite some time, Senator. I know you have been very much in-
volved in this.

Senator BRADLEY. They've heard that speech enough.

Mr. KopLAN. All right.

There was a bill introduced, though, just recently by Mr. Guarini
and cosponsored by Mr. Foley, Mr. Wright, Mr. Alexander, and
Dick Gephardt, that would cap the third year at $700. That would,
in fiscal year 1983, raise $900 million. In fiscal year 1984 it would
raise or recapture $6 billion. And that figure rises to an ultimate
figure of $8.5 billion.

At a time when the Congress is searching for ways to recapture
revenue, generally this proposal would not impact on the lower-
and middle-income people, and it would not deny people a cut this
year; but it says to someone who is wealthy, “We can’t afford to
give you more than a $700 tax cut this year. You have to tighten
your belt, to some extent, along with everyone else.”

This is something that we have been talking about for quite
some time, and I just call attention to the fact that it’s starting to
move again, and there seems to be some serious consideration
being given to it.

Senator BRADLEY. But the point is, here is a chunk of revenue
that's there, and that you can spend in a variety of ways——

Mr. KorLAN. Yes. .

Senator BRADLEY [continuing]. If you include tax cuts as a way of
spending it.

The options are: You spend it with tax cuts, you spend it with
jobs programs, you spend it with trade adjustment assistance, or
you spend it with deficit reduction. It seems to me that somewhere
in that mix might be something that not only this committee
would like to look at but maybe this bill would like to be amended
to deal with.

Senator DANFORTH. I doubt it.
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Mr. KorLaN. Well, I think Senator Danforth answered that ques-
tion.

But I would certainly hope that a similar tax proposal is intro-
duced on this side. It could be used for the various things that you
have described, and we would be happy to talk about that if there
is a hearing on it, certainly.

Senator BRADLEY. If you were going to list your priority of those
things, how would you list those four—the tax cut, deficit reduc-
tion, 1 jobs program, or trade assistance? If that's too hard a choice
to make——

Mr. KorLAN. No, I'm trying to understand.

Senator BRADLEY. In other words, if you had to rank in order of
importance, which of those four would you like to see?

Mr. KorPLAN. A jobs program.

Senator BRADLEY. Jobs first? All right. Thank you.

Senator DANFORTH. Thank you very much.

Next we have John Hunnicutt and Alexander Lidow.

Mr. Hunnicutt, would you like to start?

STATEMENT OF JOHN E. HUNNICUTT, PRINCIPAL, PEAT, MAR-
WICK, MITCHELL & CO., SECRETARY-TREASURER OF THE CO-
ALITION OF SERVICE INDUSTRIES, INC.

Mr. HunnNicurt. Thank you, Mr. Chairman.

I am John Hunnicutt, secretary-treasurer of the Coalition of
Service Industries and a principal in Peat, Marwick, Mitchell.

With me this morning is the coalition’s counsel, Richard Rivers
of Akin, Gump, Strauss, Hauer & Feld.

It is our pleasure to appear before you this morning on behalf of
the coalition, the first and only national organization representing
the service sector of our economy.

The coalition’s member companies are drawn from a wide range
of service industries including banking, insurance, investment,
communications, retailing, advertising, shipping, and construction.
A list of our member companies is attached to my prepared testi-
mony.

Mr. Chairman, we are here on behalf of the coalition to offer our
enthusiastic support of S. 144, the “Reciprocal Trade and Invest-
ment Act of 1983.”

As you know, the coalition supported this bill’s predecessor in
the last congressional session, and if we believed this legislation
was critical last session, Mr. Chairman, we believe more than ever
in this post-GATT Ministerial period that the passage of this bill is
essential.

S. 144 is a necessary and important piece of trade legislation
which could help put services on an equal footing with manufac-
tured goods in our trade laws.

As you and the members of this subcommittee are aware, the im-
portance of the service sector and its contribution to our economy
18 quite significant. Services currently produce 67 percent of our
gross national product. Over half of the private sector work force is
employed by services companies, and when Government workers

are added this figure rises to 70 percent.
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In 1981 our services exports were 8o large as to yield over a $54
billion services trade surplus. We have attached to this testimony
three charts which graphically illustrate this data.

Not surprisingly, in a time of great domestic economic difficulty,
national attention has turned to this relatively bright spot in our
economy. We have seen this dramatically within the coalition
itself. In its 1-year life, the coalition’s membership has nearly quad-
rupled from 8 founding members to 29 current members.

e Reciprocal Trade and Investment Act, S. 144, would accom-
plish several critical objectives of high priority to the service
sector.

First, it would serve notice to our trading partners that the Con-
gress of the United States has thrown its full weight behind the
American service sector and the efforts of the executive branch in
the international arena to bring services under the same liberal
training framework as goods. This signal is all the more critical fol-
lowing upon the heels of the recent General Agreement on Tariffs
and Trade Ministerial, where the United States—in particular,
USTR Ambassador Brock—achieved a step forward, which the co-
alition strongly supports, in bringing services within the GATT.

This was no mean task, especially given the widespread lack of
understanding among foreign trade leaders about the importance
of services to their economies. Such lack of awareness is hardly
surprising, however, since until recently U.S. trade experts have
been equally in the dark.

Without the combined momentum which passage of S. 144 would
provide in addition to our GATT Ministerial achievement, our trad-
ing partners will cease to take seriously the need for maintaining
and improving a liberal world exchange in the services sector. Non-
tariff barriers abroad will continue to proliferate. Nations will seek
to protect infant industries in, for example, highly technological
areas such as data processing or in established sectors where indus-
tries have become accustomed to either monopolistic or quasi-mo-
nopolistic status in their respective countries.

Canada, for instance, requires that all foreign banks maintain
and process data within Canadian borders. Australia forbids the
screening of television commercials filmed abroad, and Norway has
not licensed a foreign insurance company in four decades.

We must work vigorously to restrain these types of service trade
barriers and prevent their future growth.

Second, S. 144 will supplement the President’s negotiating au-
thority with a clear mandate from Congress for specific negotiating
objectives on services. No longer will authority for services negotia-
tions be a mere congressional afterthought as is the case under the
Trade Act of 1974.

Armed with this reinforced authority, the President’s negotiators
will be able to attack foreign barriers to services.

These negotiations may take place, either on a bilateral or multi-
lateral basis. In the latter context, S. 144 will authorize the Presi-
dent to begin to develop internationally agreed rules, including dis-
pute-settlement procedures, in the service sector. Such rules, no
doubt, will be developed in the context of GATT, whose trade min-
isters at the GATT ministerial this past fall have already agreed to
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examine service issues at a national level and to exchange informa-
tion on services.

In addition, this bill will bring under the fast-track congressional
approval provision of section 151 of the Trade Act any service trade
agreements the President may conclude. The section 151 fast-track
provision proved its value in the Tokyo round of multilateral trade
negotiations.

third reason, Mr. Chairman, for the coalition’s support of this
bill is its provision making it crystal clear that section 301, the
unfair trade practices provision of the Trade Act of 1974, covers
services, including overseas investments necessary for the export
and sale of services.

S. 144 will erase any doubt on this point which could arise in
future section 3U1 cases.

Let me add at this time that the coalition urges continued strong
administration of this important provision of our unfair trade laws,
and hopes that section 301 may in the near future be used as effec-
tively, or even more effectively, in the services sector.

The coalition also supports section 6 of the bill, placing the U.S.
Trade Representative’s Office in the central role of coordinator of
U.S. trade policy in services. Such a central coordinating body is
essential to coherent implementation of a services trade policy, and
the USTR has demonstrated its skill and activist attitude in this
area.

At the same time, the coalition supports the granting of authori-
ty to the Commerce Department to actively promote service indus-
try opportunities abroad and to improve service sector-data collec-
tion and analysis.

Our studies have shown that of the 15 priority sectors to which
80 percent of the Commerce Department’s export promotion funds
are granted, not one of these is a service sector. It is for this reason
that the coalition is also hopeful that the Congress will enact legis-
lation which will develop service industries promotion within the
Commerce Department.

Our coalition also attaches high priority to improvement of serv-
ices-data collection, both domestically and internationally, as well
as services promotion and analysis of U.S. tax treatment of serv-
ices, goals which section 6 of this bill will advance. The coalition
has established task forces to work in all three of these areas, as
well as a task force to analyze productivity in the services sector.

Lastly, the coalition supports reciprocity, in the traditional, liber-
al, and global context in which it has been used since 1934 when
the United States first began to pursue a trade policy known as the
reciprocal trade agreements program.

Reciprocity in this sense refers to a mutually advantageous ex-
change of bargained-for—that is, reciprocal—concessions, and it
has been the cornerstone of U.S. trade policy in the general agree-
ment on tariffs and trade throughout the postwar period. It encom-
passes the trade Jrinciples of unconditional most-favored-nation
treatment, national treatment, and a negotiated balance of conces-
sions. S. 144 accords generally with the liberal or global concept of
recqéﬁrocity, and the coalition supports the bill in this regard.

e coalition has agreed to work closely with the administration
and with our counterparts in other nations, such as the London-
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based Committee for the Liberation of Trade in Services, to insure
that the process of removing services trade barriers is not stalled.

We will also work closely with Ambassador Brock in developing
a national study to suggest a framework in which services trade
problems can be dealt with in the GATT.

_ Again, Mr. Chairman, we wish to compliment you and tell you
thlat the coalition enthusiastically supports the passage of this leg-
islation.

Mr. Rivers and I would be pleased to answer any questions you
may have.
[The prepared statement of Mr. Hunnicutt follows:]
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TESTIMONY OF JOHN E. HUNNICUTT
COALITION OF SERVICE INDUSTRIES, INC.

Before the Senate Finance Trade Subcommittee
on S. 144, The "Reciprocal Trade & Investment Act of 1983°

Pebruary 4, 1983

Good morning, Mr. Chairman.

I am John E. Hunnicutt, Secretary/Treasurer of the
Coalition of Service Industries, Inc. and a principal in Peat,
Marwick, Mitchell & Co. With me this morning is the Coalition's
counsel, Richard R. Rivers of Akin, Gump, Strauss, Hauer &

Feld. It is a pleasure to appear before you this morning on
behalf of the Coalition, the first and only national organization
representing the service sector of our economy. The Coalition's
member companies are drawn from a wide range of service
industries including banking, insurance, investment, commun-
ications, retailing, advertising, shipping and construction. A
list of our member companies is attached to this testimony.

Mr. Chairman, we are here on behalf of the Coalition to
offer our enthusiastic support of S. 144, the "Reciprocal Trade and
Investment Act of 1983." As you know, the Co;litioﬁ'at:ongly sup-
ported this bill's predecessor in the last Congressional session.
If we believed this legislation was critical last session,

Mr. Chairman, we believe more than ever, in this post~GATT
Ministerial period, that the passage of this bill is essential. S,

144 is a necessary and important piece of trade legislation which
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would help put services on an equal footing with manufactured goods
in our trade laws,

As you and the members of the Subcommittee are aware, the
importance of the service sector and its contribution to our
economy is significant. Services currently produce 67t of our GNP;
over half of the private sector work force is employed by services
companies and, when government workers are added, gpls figure rises
to 708. In 1981 our services exports were so large as to yield
over a $54 billion services trade surplus., We have attached to
this testimony three charts which graphically illustrate this
data., Not surprisingly, in a time of great domestic economic
difficulty, national attention has turned to this relatively bright
spot in our economy, We have seen this dramatically within the
Coalition itself. 1In the Coalition's one-year 1life, its membership
has nearly quadrupled, from eight founding companies to twenty-nine
curzent members,

The Reciprocal Trade and Investment Act, S. 144, would
accomplish several critical objectives of high priority to the
service sector. First, it would serve notice to our trading part-
ners that the Congress of the United States has thrown {ts full
weight behind the American service sector and the efforts of the
Executive Branch in the international arena to bring services under
the same liberal trading framework as goods. This signal is all
the uoté>cr1tica1, following upon the heels of the recent General

Agreement on Tariffs and Trade ("GATT") Ministerial, where the U.S.
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-- in particular, USTR Ambassador Bill Brock -- achieved a step
forward, which the Coalition strongly supports, in bringing
services within the GATT. This was no mean task, especially given
the widespread lack of understanding among foreign trade leaders
about the importance of services to their economies. Such lack of
awareness is hardly surprising, since until recently U.S. trade
experts have been equally in the dark.

without the combined momentum which passage of S. 144
would provide in addition to our GATT Ministerial achievement, our
trading partners will cease to take seriously the need for main-
taining and improving a liberal world exchange in the service
sector. Non-tariff barriers abroad will continue to proliferate,
Nations will seek to protect infant industries in, for example,
highly technological areas such as data processing, or in
established sectors where industries have become accustomed to
monopolistic or quasimonopolistic status in their respective
countries. Canada, for instance, requires that all foreign banks
maintain and process data within Canadian borders. Australia
forbids the screening of television commercials filmed abroad, and
Norway has not licensed a foreign insurance company in four
decades. We must work vigorously to restrain these types of
services trade barriers and prevent their further growth.

Secondly, S. 144 will supplement the President's nego-
tiating authority with a clear mandate from Congress for specific

negotiating objectives on services. No longer will authority for
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services negotiations be a mere Congressional afterthought, as is
the case under the Trade Act of 1974. Armed with this reinforced
authority, the President's negotiators will be able to attack
foreign barriers to services. These negotiations may take place
either on a bilateral or multilateral basis. 1In the latter
context, S, 144 will authorize the President to begin to develop
internationally agreed rules, including dispute settlement
procedures, in the service sector. Such rules no doubt will be
developed in thé context of the GATT, whose trade ministers at
the GATT Ministerial last fall have already agreed to examine
service issues at a national level and to exchange information on
services. 1In addition, éhls bill will bring under the "fast-
track" Congressional approval provision of Section 151 of the
Trade Act any service trade agreements the President may
conclude. The Section 151 fast~-track provision proved its value
in the Tokyo Round of multilateral trade negotiations.

A third reason, Mr. Chairman, for the Coalition's sup-
port of this bill is its provision making it crystal clear that
Section 301, the unfair trade practices provision of the Trade
Act of 1974, covers services, including overseas investments
necessary for the export and sale of services. S. 144 will erase
any doubt on this point which could arise in future Section 301
cases., Let me add at this time that the Coalition urges contin-
ued strong administration of this important provision of our un-

fair trade laws and hopes that Section 301 may, in the future, be

17-994 0 - 33 - 8
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uged as effectively, or even more effectiyely, in the service
sector.

The Coalition also supports Section 6 of the bill,
placing the U.8. Trade Representative's Office in the central
role of coordinator of U.S, trade policy in services. Such a
central coordiqating body is essential to coherent implementation
of a services trade policy, and the USTR has demonstrated its
skill and activist attitude i{n this area. At the same time the
Coalition supports the granting-of authority to the Commerce
Department to actively promote service industry opportunities
abroad and to improve service sector data collection and anal-
ysis. bur studies have shown that of the fifteen priority
sectors to which 80% of the Commerce Department's export
promotion funds are granted, not one of these is a service
sector. It is for this reason éhat the Coalition is also hopeful
that the Congress will enact legislation which will develop
service industries promotion within the Commerce Department,

Our Coalition algo attaches high priority to
improvement of services data collection both domestically and
internationally, as well as services promotion and analysis of
U.S. tax treatment of services, goals which Section 6 of this
bill will advance. The Coalition has established task forces to
work in all three of these areas, as well as a task force to

analyze productivity in the services sector.
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Lastly, the Coalition supports reciprocity in the tra-
ditional, liberal and global context in which it has been used
since 1934 when the U.S. first began to pursue a trade policy
known as the "Reciprocal Trade Agreements Program”. Reciprocity
in this sense refers to a mutually advantageous exchange of
bargained-for (i.e., reciprocal) concessions, and it has been the
cornerstone of U.S. trade policy and the General Agreement on
Tariffs and Trade ("GATT") throughout the postwar period. It
encompasses the trade principles of unconditional most-favored-
nation treatment, national treatment, and a negotiated balance of
concessions. S. 144 accords generally with the liberal or global
concept of reciprocity, and the Coalition supports the bill in
this regard.

The Coalition has agreed to work closely with the
Administration and with our counterparts in other nations, such
as the London-based Committee for the Liberation of Trade in
Services ("LOTIS"), to assure that the process of removing ser-
vices trade barriers is not stalled. We will also work closely
with Ambasaador Brock in developing a national study to suggest a
framework in which services trade problems can be dealt with in
the GATT.

Again, Mr. Chairman, the Coalition enthusiastically
supports the passage of this-legislailon. Mr. Rivers and I would

be pleased to answer any questions you may have.
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MEMBER COMPANIES

1. American Express Company

2, Anerican International Group, Inc.

3. American Medical International, Inc.
4. American Telephone & Telegraph Company
5. ARA Services, Inc.

6. Bank of America

7. Bechtel Power Corporation

8. Beneficial Corporation

9. CBS, 1Inc.

10. Chase Manhatten Bank, N.A.

11. CIGNA Corporation

12. Citibank, N.A.

13. City Investing Company

4. The Continental Insurance Companies
15, Deloitte Haskins & Sells

16. Flexi-Van Corporation

17. Fluor Corporation

18. Intercontinental Hotels

19. International Business Machines Corporation
20. The Interpublic Group of Companies, Inc.
21. Johnson & Higgins

22. Manpower, Inc.

23. Marsh & McLennan, Inc.

24, Merrill Lynch & Co., Inc.

25. Peat, Marwick, Mitchell & Company

26. Phibro-Salomon, Inc.

27. Sea-Land Industries, Inc.

28. Sears, Roebuck and Company

29. Young and Rubicam, Inc.
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ESTIMATED FOREIGN REVENUES OF THE U.S. SERVICES

SECTOR, 1980
SERVICE INDUSTRY FOREIGN REVENUES
(billions dollars)

Accounting 235
Advertising 2.05
Banking 9.10
Business/Professional

Technical Services 1.07
Construction and

Engineering 5.36
Education 1.27
Employment 0.55 =
Franchising ) 1.26 o
Health . 0.27
information ! 0.60
Insurance 6.00
Leasing 235
Lodging 4.60 )
Motion Pictures 1.14

! Tourism 4.15

Transportation 13.93

Subtotal, 16 service industries ' 56.05

Miscellaneous financial services, )

communications, etc. 4.00 (est)
TOTAL OF U.S. SERVICES SECTOR $60 billion

SOURCE: THE ECONOMIC CONSULTING SERVICES, INC.
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Senator DANFORTH. Thank you very much, sir.
Mr. Lidow?

STATEMENT OF DR. ALEXANDER LIDOW, VICE PRESIDENT, SEMI-
CONDUCTOR DIVISION, RESEARCH AND DEVELOPMENT, OF IN-
TERNATIONAL RECTIFIER CORP., WASHINGTON, D.C.

Dr. Lipow. Mr. Chairman, I am Dr. Alexander Lidow, vice presi-
dent, Semiconductor Division, Research and Development, of Inter-
national Rectifier Corp., and I'm here to testify on behalf of the Se-
miconductor Industry Association, which represents the majority of
U.S. merchant and captive producers of semiconductors in matters
of trade and Government policy.

I am here speaking in support of S. 144, the Reciprocal Trade
and Investment Act, which would strengthen our current trade
laws and enable the U.S. Government to deal more effectively with
foreign market distorting practices in high technology. The prob-
lems posed by those practices is becoming increasingly severe, par-
ticularly to my industry, and passage of this legislation is needed
to give the Government the mandate and tools it needs to deal
with them.

I am submitting to your committee today a study, prepared by
the Semiconductor Industry Association, called the Effect of Gov-
ernment Targeting on World Semiconductor Competition. I also
have a summary here today for each one of you which basically
deals with all these subjects in very brief form.

This addresses one of the most serious problems faced by U.S.
high technology industries today, and that's the practice of Govern-
ment targeting.

Under targeting, a foreign government will basically pick a high
value-added, high-growth, industry and do whatever it takes to es-
lf:‘ablish that country’s companies in that industry as a dominant

orce.

I have, today, an illustration of the effects of targeting, particu-
larly as it affects the semiconductor industry, and I would like to
cite two graphic examples: One, of the effect of targeting in our
home markets, and then the second example, which shows the
effect of targeting in the home country’s market, based on market
protection. -

[Showing of charts.]

Dr. Lipow. The first chart on your right, my left, shows you sort
of a typical cost or price demand curve for a dynamic random-
access memory, which is sort of the flagship of the semiconductor
industry in terms of technology and volume.

What you see is a chart that starts in 1975 and works its way up
to the present, showing what we call a 70 percent slope; every tiine
glae volume doubles, the price of that function goes down by about

percent.

You will notice a very straight line from 1975 up to 1980, despite
enormous competition, tremendous price decline, as illustrated
there, the entry and exit of many companies, both United States
and foreign. But in 1980 you will see a d%parture from that histor-
ic, what we call a learning curve of price demand. It’s drawn in red
ink, for what will become a clear reason in a few moments.
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In 1981, you can see the drastic departure from that typical
learning curve. As a matter of fact, the rate of decline after 1980
was 2% times this classic 70-degree slope, and that was completely
due to Japanese imports of dynamic Random Access Memories.

[Change of charts.]

Dr. Lipow. On the next chart you will see the graphic effect of
this import problem.

On the top you see the U.S. shipments in units, in millions of
dollars, from 1980 through 1982, of both 16K and 64K RAM’s.
Those are the two highest technology components of the dynamic
random-access market.

Underneath it, in red, are the Japanese shipments. And you can
see, in 1980, an incremental increase in shipments to the United
States. Then, after about the second quarter of 1980, a dramatic
rise, or export push, on the part of the Japanese, which is very
clearly coupled with the red ink—not just on this chart, but on all
(tihe financial statements of the semiconductor companies in that in-

ustry.

So this-cannot be attributed totally to recession, because as you
can see the volume in 1J.S. shipments rises at a pretty dramatic
rate throughout this period. It is strictly due to price attrition.

If I could have the next chart, please.

[Change of charts.] _

Dr. Lipow. This is an illustration of what occurs in our effort to
push exports into Japan or penetrate the Japanese market.

The 80-80 microprocessor, first invented by a U.S.-based Intel
Corp., was exporting into Japan at a very healthy rate through
1979, at which point NEC achieved volume production status on
that product. And I would like to stress that this chart is a con-
glomeration of all U.S. producers, five producers, of 80~80 micro-
processors, and not just one.

And all the producers saw their market in Japan not just disap-
pearing, but all the orders outstanding being canceled, which is re-
sponsible for that red ink once again, all simultaneously with the
introduction of NEC’s volume production of this product. That
market never reappeared.

Just for comparison, we have a chart showing the world market,
showing that it had a rather typical life-cycle-type shape to it,
where the problem increases in volume and then, as it reaches ob-
solescence, it slowly decreases. So, this is a clear distortion of the
markets.

You know, it is fairly clear to me, being in the industry, that
markets are like in the middle of a Japanese-built trash compactor.
We are being squeezed from all sides, and there is really no outlet.

So, I urge you to pass S. 144, as it gives the administration the
tools to quickly address these practices of targeting. It sets up a
monitoring system which will give us real time input as to the
benefits or the deleterious effects of either our Government’s or the
other governments of this world’s distortions of free trade.

Thank you.

{Dr. Lidow’s prepared statement follows:]



118

Before the
Subcommittee on International Trade
Committee on Finance
United States Senate

STATEMENT OF
ALEXANDER LIDOW

Vice President, Research and Development--
Semiconductor Division
International Rectifier Corporation
on behalf of the

SEMICONDUCTOR INDUSTRY ASSOCIATION

February 4, 1983



119

Mr. Chairman, I am Alexander Lidow, Vice President, Research
and Development, Semiconductor Division, International -Rectifier
Corporation. I am here to testify on behalf of the Semiconductor
Industry Assocliation, which represents the majority of U.S.
merchant and captive producers of semiconductors in matters of
trade and government policy. i

I am here to speak in support of S.144, the Reciprocal Trade
and Investment Act, which would strengthen our current trade
laws, enabling the U.S. government to deal more effectively with
foreign market distorting practices in high technology. The
problems posed by those practices are becoming increasingly
severe, and passage of this legislation is needed to give the V
government the mandate and the tools it needs to deal with
them. It is not an exaggeration for me to state that these
market distorting practices are becoming so serious that they
threaten this country's ability to grow and remain competitive in

the high technology industries.

The Problem of Government Targeting

I am submitting to your committee a study prepared by SIA,

The Effect of Governmwent Targeting on World Semiconductor

Competition, which addresses one of the most serious problems
faced by U.S. high technology industries today ~- government
targeting. Under targeting, a foreign government identifies
certain industries which it wishes to promote to a level of
international competitive prominence, if not dominance, and takes
a series of measures designed to bring about that result. Many

of these measures distort free market competition, violate
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international agreements, and !njure individual U.S. firms. This
study is a case history of one such instance o% government
targeting and promotion of a high technology industry -- Japan's
promotion of its semiconductor industry -- and the impact of theit
poltey on U.S. firms.

As the study describes, in the mid-1970's the powerful
Japanese Ministry of International Trade and Industry (MITI) set
a long range economic goal for the nation -- preeminence in the
high technology industries. MITI took a wide range of mutualiy-
reinforcing promotional measures to ensure that Japanese industry
attained that goal. MITI organized Japan's high technology -

industries -~ participating with them in setting industry-wide

goals for research, development and production. MITI encouraged
the formation of research cartels to avoid duplicative R&D and
share costs and results. MITI provided numerous financial
incentives, including grants for R&D, low-interest loans, tax
treaks, and assistance in securing private-sector bank loans to
its high technology firms. -

Recause semiconductors a}e the basic building blocks of many
other high technology sectors (telecommunications systems,
robotics, computers), MITI's promotional effort initially placed
a very heavy emphasis on semiconductor development -- and we in
the semiconductor industry have been among the first of the
U.S. high technology industries to begin to feel the Japanese
program's impact.

The Japanese government protected its semiconductor industry

through the mid-1970's with gquotas, restrictions on foreign
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investment, and other measures, This permitted domestic
semiconductor producers to establish production capabilities and
a strong domestic market position at a time when the U.S.
industry enjoyed clear technoloyical leadership. Then, in 1975-
76, as formal import and investment restrictions were lifted,
MITI launched a major industry-government collaborative R&D
program designed to promote Japanese capabilities in very large
scale integration (VLSI), one of the most complex and
commercially significant semiconductor technologies. The VLSI
Project was a “"research cartel,” partially funded by the
government, featuring a collaborative division of R&D labor by
the participating firms -- Jépan's leading semiconductor
producers -~ and a sh;}ing of the results among the various
participants. This enabled each company to develop new
technologies at a fraction of the cost incurred by U.S. firms,
who must conduct their R&D independently.

At the same time that this program was under way, Japanese
firms began a major buildup of semiconductor production capacity
-~ focusing heavily on capacity needed to produce advanced VLSI
devices, including the 16 kilobit and 64 xilobit random access
memories (16K and 64K RAMs) -- computer memory chips that enjoy
widespread potential demand and which contribute to a producer's
technological capability in virtually all other semiconductor
product lines. The 64K RAM is the most advanced computer memory
chip available on the market today, and is forecast to become the
largest-gelling semiconductor device in history. 1In the context

of world semiconductor competition, RAMs represent the "high
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ground,® and the Japanese were moving, with government help, to

seize that high ground. '

The Japanese Export Drive

Japan began exporting large numbers of 16K RAMs in the late
1970's, and by early 1981, six Japanese companies were producing
and exporting 64K RAMs, At that time, only three U.S. companies,
proceeding on their own, were producing this advanced device, anA
one of these companies later withdrew its design. Japanese
companies turned out 64K RAMs faster than the world market could
absorb them, and Japanese companies led 64K RAM prices rapidly
downward. In 1981, the price fell from $25-30 per unit to about
$8 by year's end. By the end of 1981, Japanese firms had
captured 70 percent of the world market for this device,

The first chart I have with me shows that 1981 RAM prices,
initiated by the Japanese, were much lower than would have been
predicted, given the consistent historical industry experience.
The experience curve for the industty{ depicted in the chart, has
followed a consistent pattern for many years =-- the price per bit
has declined at a predictable rate of 30 percent for each
doubling of industry output. This rate of price decline has
remained constant despite substantial competitive ferment in the
industry ~- entry and exit of individual firms, new product
generations, recessions and so on. Then in 1981, coincidentally
with the Japanese 64K RAM export effort, the price fell 2%& times
that fast -~ a break with precedent that is simply
unprecedented. In this connection_ it is significant that one

Japanese semiconductor executive has predicted that no one will
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be profitable at the projected mid 1983 64K RAM price of $5.00
per device.

This kind of pricing has hurt the U.S. industry. The second
chart shows the impact of Japanese exports of 16K and 64K RAMs on
five of the six leading U.S. producers. Between the first
quarter of 1981 and the fourth quarter of 1982, these five
producers suffered a cumulative net pre~tax operating loss of
$148 million on these two product lines. The period of heaviest
losses coincided with the biggest volume of Japanese shipments.
(The sixth producer has indicated that it too lost money on the
64K RAM in 1981 and 1982, so these losses are, if anything
uﬁ@etatated.) 7ou will note that in this composite of 16K and
64& RAM results, the U.S. firms had more shipments than the
Jap\nese. The bulk of the U.S. shipments, however, are accounted
for |by the 16K RAM -- the older generation product. In 64K RAMs,
the | later generation product, the Japanese outsold U,S. firms by
more than 2 to 1 in 1981. The fact that the U.S. firms enjoyed a
high volume of shipments even during their heaviest loss period
tends to refute the notion that their losses were mainly due to
theg recession. As one U.S. executive commanted,

For us, this has been a price recession, not a

volume recession.

Deterrent to U.S. Investment

The impact of these losses has been serious--in effect they
are a deterrent to further 0U.S. investment in the product areas
the Japanese have chosen to dominate. Little incentive exists to

invest in sectors at which the Japanese are taking collective
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"aim.” Thus, U.S. semiconductor companies which produced earlier
generations of RAMs are refraining from entering production of
the 64K RAM. Whereas 12 U.S. companies at one time produced 16K
RAMs, by mid-1962 on1§ 5 were producing 64K RAMS, and of these,
only 2 were in large scale production. While the increasing cost-
of RAM production and development may have deterred some of these
firms, others have indicated that Japanese pricing has caused
th;m to defer further investment in the 64K RAM. Moreover, while
additional firms may enter the market, as one Japanese
semiconductor executive commented, "the latecomers will be shaken
out." The number of U.S. firms producing the next generation of
RAMS, the 256K, may well be even less than at the 64K level.

Many other semiconductor product lines in which U.S. firms
are strong have experienced little Japanese competitive pressure
to date~--instead, typically, the Japanese effcrt has focused
tremendous pressure on key product areas like RAMs. However, if
past experigqsg_is any guide, Japanese firms will soon build on
experience and market presence gained in producing RAMs to expand

into other product areas,

Market Protection

As Japan has expanded its semiconductor exports, however,
its domestic market has remained protected against U.S.
semiconducig;_zzsstiz, notwithstanding the elimination of most
formal import and investment barriers in the mid-1970s. Despite
repeated ‘major efforts by U.S. firms to expand their presence in
Japan over a period of decades, J.S. sales today account for

under 10 percént of Japanese domestic consumption--a smaller
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share than when the market was protected by formal quotas. In
part this reflects the Japanese market structure-- the same firms
that produce most of Japan's chips also account for most of its
semiconductor consumption. They control most domestic demand,
and have the incentive and the ability to resist imports--and a
long history of doing so.

U.S. semiconductor firms selling their products in Japan
have repeatedly found that when a Japanese product comparable to
their own becomes available, their own sales fall off sharply,
sometimes virtually to zero. An example of this is depicted in
the third chart, which shows the experience of three U.S. firms
selling 8080-type microprocessors in Japan. The top chart shows
U.S. 8080 bookings in Japan, which were reasonably stable through
mid-1979. Soon after Japanese firms were able to supply the
whose Japanese market, however, U.S. firms' sales virtually
disappeared (The negative figures reflect canceled bookings).
Subsequent bookings have been virtually nil. This experience
should be contrasted with the same three companies' experience in
the world market (bottom chart) with the same product during the
same time frame. As you can see, in contrast to the experience
in Japan, U.S. bookings tapered off gradually as the life cycle
of the product came to an end.

A protented home market does more than simply deny sales to
v.S. firms, although that is certainly a serious problen.
Protection gives Japan the ability to nurture prospective growth
sectors vo the point where they can suddenly challenge U.S. high

technology firms very aggressively in the world market. As a

17-994 0 - 83 - 9
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1980 advertisement run by 16 Japanese firms in Scientific
American observed,

Protection has been provided those industries
that are in need of protection because of
their newness and their fragility as emerging
industries, Thus, protection is negotiated
for the semiconductor and computer industries,
and telecommunications. . . . Sectors of high
value added, and high technology, with high
growth potential, are afforded as much
protection as can be arranged,

The Need For An Effective Response

Targeting entails many promotional measures-- market
protection, subsidies, cartels, and .other devices designed to
give Japanese firms a competjtive advantage over our own. These
measures are particularly effective in high technology sectors
because they reinforce several key elements of competitive
success in those séctors -= the ability to sustain a high level
of expenditure on research and development and a high level of
capital investment. The results are typically manifested in the
form of sudden onslaughts of low-priced exports, and abrupt loss
of sales by U.S. firms in Japan., 1In the end, the result has
often been abandonment by U.S, firms ofﬂthe targeted areas to the
Japanese,

It is significant -- and from our standpoint, ominous =--
that this scenario has already been played out to an unhappy
conclusion in industries such as steel, ball bearings and machine
tools, all of which were targeted by Japan in prior years. It l;
unfoldlnq now in semiconductors, and is likely to spread soon to

other high technology sectors. Morecover, even more ominously,
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" other countries such as France and Germany are now emulating
Japan-and developing target industries programs of their own.
This country simply cannot afford to see its high technology
industries suffer the same fate as other industries which have
seen their competitive position eroded in this fashion. The high
technology industries represent the most efficient, productive,
and growth-oriented manufacturing sector of the U.S. economy =--
one which reinforces the economic health of all other
manufacturing and service sectors. Continued U.S. strength in
high technology is essential if we are to retain a strong
economy, a high standard of living, and a solid export base
through the remainder ?f thi; century. The challenge posed to
our high technology industries by government targeting is, in

effect, a challenge to our national economic well-being.

This Legislation Should Be Enacted

SIA recognized the problem posed by government targeting and
the inadequacy of existing U.S. trade laws to deal with the
problem. Accordingly, last year, in conjunction with other high
technology industries, SIA developed a comprehensive legislative
proposal designed to give the U.S. government the mandate and the
tools which it needs to address this problem. This proposal was
introduced in the last session of Congress as H.R. 6433, the High
Technology Trade Act of 1982, The key elements of that
legislation have been incorporated in S.144, which is currently

pending hefore your subcommittee.
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This legislation would fix as a principal U.S., negotiating
objective the elimination of market-distorting foreign practices
and the maintenance of open international markets for high
technology products. This will open the way for the negotiation
of bilateral agreements which can provide a strong framework for
the elimination of protectionism and other market distorting
practices in high technology.

The President would receive additional power to modify U.S.
duties on high technology products as a source bargaining
leverage in negotiating away existing foreign tariffs and other
barriers. By advocating the reduction and eventual elimination
of tariffs, the U.S. will make clear its position that foreign
government policies of unfair protection and industry promotion
are inappropriate and will not be tolerated. 1In addition, under
this legislation, the President would receive additional tools
for responding to market distorting practices -~ if necessary,
with more flexible and effective sanctions. Existing U.S. trade
laws would be strengthened to provide for increased government
monitoring of foreign market distorting practices typically
employed in promoting targeted industries. This legislation, if
enacted, would send a strong signal to other nations that we do
not intend to allow our high technology industries to be undercut
by foreign market distorting practices.

Japan's targeting strategy in high technology is predictive
and preemptive-~ it seeks to stake out for Japan a commanding
posltion'in the growth industries of the future. A U.S.

government response that is simply reactive to Japan's
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initiatives will be ineffectual -- and we are likely to witness
the eventual erosion of the U.S. advantage in high technology.
That need not happen. S.144 represents an important step toward
the achievement of a U.S. high technology strategy that is as
forward-looking as that of Japan,

SIA strongly supports this legislation, and we emphasize the

importance of its early enactment.

17-994 0 - 83 - 10
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Figure L
HISTORICAL DYNAMIC RAM PRICE PER BIT v. CUMULATIVE VOLUME IN BITS

Data Points Represent Industrywide Mid-Year Average Price
Per Bit and Year End Volume, All Generations of RAMs
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Figure Q

CUMULATIVE 16K AND 60K DYNAMIC RAM
SHIPMENTS AND OPERATING RESULTS, 1980-1982
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Figure CC

ESTIMATED UNITED STATES BOOKINGS OF
8080-TYPE MICROPROCESSORS TO JAPANESE MARKETS
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Figure DD:

ESTIMATED UNITED STATES BOOKINGS OF
8080-TYPE MICROPROCESSORS TO WORLD MARKETS
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Senator DaANFORTH. Dr. Lidow, thank you very much.

Would you explain how the targeting is done? What does tar%ft-
ing mean? What would the Japanese do to penetrate our market
and to get orders canceled in their market?

Dr. Lipow. Well, I'd say that the 1most classic example is that of
Japan, which is now being used as an example for the rest of the
world, actually; but it would take several stages.

First of all, there will be a government decision that this is a
future-growth industry. And the next step, most typically, wiil be
protecting home markets, allowing the home industries to develop
a volume base and an experience base.

It will also at this time take the form of preferential loans, gov-
ernment-organized research cartels such as the VLSI project which
was responsible for the dynamic RAM development in Japan.

As the volume inside the home market increases and the prefer-
ential loans allow the companies to build a capacity beyond their
internal needs, they will then make an export push as, at the same
time, the government gives a certain pre-eminence to that indus-
try—thus, channeling the best and the brightest into that indus-
try—and at the same time will possibly put some sort of like non-
tariff barriers such as high tariffs, quotas. These quotas in the
semiconductor industry were in place until 1974. But as an exam-
ple of the efficiency of targeting, in 1974 we had approximately 10
percent of the market in Japan; and after the elimination of
quotas, that market sure went down. So any liberalization in Japa-
nese purchasing practices has only resulted in a reduction in U.S.
imports into that country.

nator DANFORTH. All right.

Mr. Hunnicutt, with respect to services, obviously services are
becoming a more and more important sector in our economy and a
more important area for the United States to operate in interna-
tional trade.

Are the barriers changing? Are barriers going up? Have you no-
ticed any movement on the part of our competitors to shut out
American services? Or are they pretty much doing right now what
they have been doing for a long time?

Mr. Hunnicurr. No. I think, Mr. Chairman, it is fair to say that
the situation is getting worse. It varies from sector to sector, and 1
don’t have a first-hand understanding, necessarily, of shipping
versus something else, but it is our experience that we are seeing
more ingenious ways of limiting access to their markets or an abili-
t‘\; to provide services—such things as, well, the most notable is in
the area of transbarter data flows, which clearly inhibits us as well
as manufactured goods producers in their ability to do business.

But beyond that, licensing requirements, certain requirements
with regard to the name of practice. In our profession, for exam-
ples, in some areas of the world we can’t practice in our own name;
it has to be as an indigenous organization, although we may have
some role in it, and it varies.

So I would have to say the short answer to your question is, we
are seeing more of it and in greater varieties.

Senator DANFORTH. How do other countries’ practices compare
with our practices on limiting the flow of services? Do we operate
the same way other countries do, or are we more open?
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Mr. HunnicutT. Generalizations tend to be a little difficult. 1
think its fair to say, again, that we are probably a little more open;
though, again, there is some unevenness.

It is very difficult to say that for services generally, whether you
are talking banking or accounting or whatever, that i* is uniformly
greater. I would say it's easier, but in some of our member compa-
nies we are regulated within the States. And so you have the un-
evenness of access doing business, or rules of the game from State
to State, which would apply as well to foreign companies.

I think, again as a generalization, it is easier, but we have some
problems as well.

The point can be made, though—I have heard earlier today—
with regard to “we want the world to be free trade, as we are.”

There are a lot of examples in the services area, as well as in the
goods area, in which we tend to take what might be described as
protectionism. We are not as open as we think we are or say we
are.

Senator DANFORTH. But, all in all, do you think that the services
industry would benefit by a fr proach and more openness?

Mr. HunnNicuTr. Oh, yes, sir. Indeed. But I also think that-the
goods exporting or the goods manufacturing sector will benefit as
well, because the services are so intimately required and close to
the facilitation of export of goods as well as our own services.

If you make a widget, you've got to ship it; you have to have per-
haps a license; you have to have certainly some accounting serv-
ices; you'll probably need some legal services, you may need them
in your market; you’ll probably need insurance.

There are a number of our members who spend a great deal of
time profitably assisting the goods area of our economy in success-
fully exporting.

Senator DANFORTH. Thank you both very much.

Mr. Hunnicurrt. Thank you, sir.

[Whereupon, at 12:07 p.m., the hearing was concluded.]

[By direction of the chairman the following communications were
made a part of the hearing record:]
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NEW YORK
200 Park Avanue
New York, New York 10166

(212) 682-6370
G WALLACE BATES
Ruben F Mettler Presicent
Crarman JAMES KEOGH
Theodore F. Brophy Exscutivs Directoe-Public Information
Cocnarmn RICHARD F_KIBBEN
John R. Opel Execulive Duactor-Construction
Cocharman WASHINGTON
Waiter B. Wniston 1828 L Street, NW
" Washington, D C 20036
Cochaumen (202; 872-1260
JOHN POST

Exsculive Diractor

February 3, 1983

Honorable John Danforth
United St .tes Senate
Room 490, RSOB
Washington, D.C. 20510

Dear Senator Danforth:

Tomorrow you begin hearings on S, 144, the Reciprocal Trade
and Investment Act. On behalf of the Business Roundtable,
I'd like to compliment you for continuing your efforts to
enhance access to foreign markets for U.,S. trade and in-
vestment.

The proposed legislation is consistent with the fundamental
principles of U.S. foreign trade and investment policies.
The legislation reinforces the commitment of the United
States to the enforcement of legal remedies against unfair
trade and investment policies. It emphasizes the reduction
of barriers *o trade and investment through negotiation as
opposed to using the concept of retaliatory reciprocity.

We, thereforce, endorse the passage of S. 144 by the Senate.

S. 144 is a product of extensive discussions- among repre-
sentatives of the Administration, the Senate Finance Com-
mittee and the business community. We believe it represents
a reasonable consensus; ameadments should not be necessary.

We encourage quick, positive action by the Finance Committee
on S. 144,

Sincerely,

s vf, o
gav f(”«?O/-u»

Lee L. Morgan

Chairman, Task Force

on International Trade
and Investment

cc: Malcolm Baldrige
William Brock
Robert Dole
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- = NATIONAL AGRICULTURAL CHEMICALS ASSOCIATION
T THE MADISON BUILDING
Z 1155 Fifteenth Street, N.W., Washington, D. C. 20005
NACON 202 + 296-1585 Cabla NAGACHEM

O¢ Eart C Spurrier

Yice Prasident
Regu'atory Affairs February 18, 1983

The Honorable John C. Danforth

Chairman

Subcommittee on International Trade

Finance Commiteee

United States Senate

washington, D. C. 20510

Re: NACA Statement to Senate Finance Committee

on S. 144, "Reciprocal Trade and Investment
Act of 1983

Dear Senator Danforth:

The National Agricultural Chemicals Association (NACA) is a
renprofit, trade organization of manufacturers and formulators
of pest con“rol products employed in agricultural production.
NACA's menbership is composed of the companies which produce and
sell virtually all of the technical crop protection materials
(active ingredients) and a large percentage of the formulated
products registered for use in the United States. NACA fully
supports S, 144, "The Reciprocal Trade and Investment Act of
1983", which was introduced on January 26, 1983.

The member companies of NACA are engaged in the develop-
rent and production of proprietary products. This activity is
extremely costly, and as a result successful products are
developed only after long periods of research and testing, If

trhere is to be an incentive for the continued investment in

research and development, adequate legal systems for granting
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patents and protection technology and other intellectual prop-
erty are essential. . -

In a number of foreign markets, our member companies have
been unable to obtain or effectively protect their industrial
property rights, due to foreign government inaction, intevrfer-
ence or unwillingness to live up to trade agreement ubligations.
The legal systems of many foreign countries either do not offer
protection for certair categories of intellectual property or
are not sufficient to provide timely, effective protection of
whatever rights may be obtained.

Theiproblem of U.S. agricultural chemical exporters are
merely representative of a fundamental threat to U.S. competi-
tivenzss in high technology products. The erosion or rejection
of fundamental intellectual property rights undermines the
competitiveness of any U.S. industry that relies upor technology
or-developmental factors for its suécess. If rights to the
property value of invention, research and development are
ignored or emaciated, this not only jeopardizes the ability of
U.S. Companies to compete overseas, it also chills technological
and economic development on a global scale. Furthermore, the
international competitive thrusts of U.S. high technology firms
are substantially blunted.

For the record, we would like to briefly cite once again
several problems encountered by our member companies.

In 1977, the Du Pont Company learned that a state-owned

company in Hungary was offering two patented fungicides for sale
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in Western Europe for the>prevention of disease in numerous
agricultural crops. Du Pont patents relating to these fungicide
products, "Benlate" benomyl and "Delsene" carbendazim, exist in
practically every Western European country, and they are valid
through 1986. 1In the years which followed, Du Pont attempted
through NACA and dipiomatic-channels to persuade the Hungarians
to show some measure of respect for these patent rights. The
availability of commercial quantities of -eur products during
this time, however, attracted the interest of a number of
unscrupulous agrichemicals brokers in France, Switzerland arnd
Belgium, among other countries. Quick sales at cut-rate prices
disrupted established product distribution systems in important
European markets and caused a significant erosion of Du Pont's
prices. ..

By 1980 the network of patent pirates had grown, and when
the supply of products, covered by Du Pont patents, from Hun-
garian sources showed signed of declining, the pirates merely
turned to Taiwan to meet their needs. Despite corresponding Du
Pont patents in that country and Du Pont's efforts to enforce
them, at least three Taiwan fungicide producers had facilities
in place and were ready to begin expoiging the products to
Europe.

In 1980 it was estimated that Taiwan producers exported
with apparent government approval over 100 metric tons of
technical grade carbendazim and about 60 tons of formulated

product to the pirate network of European distributors, and
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thereby contributed to the infringement of Du Pont's European
patenté. Despite appeals to the producers themselves and
appeals to Taiwan Ministry level officials, directly and through
the U.S. Trade Representative before Du Pont's Taiwan patents
expired in April of iast year, the exportation of carbendazim
fungicide to Europe continued.

As a result there is now an overcapacity of carbendazim
fungicide in the world, "and the ability to recoup research and
development costs has been markedly reduced because prices are
depressed. Today, Taiwanese producers continue to advertise the
availability of infringing products in countries where valid
patents remain in effect. Countries like Taiwan contribute
significantly to the decline in respect for international patent
rights of American companies.

In addition to the effect that the pirate operation has had
on the ability of a U.S. company to recover research and develop-
ment costs, there is the problem that non-authorized chemicals
may not be efficacious for the uses listed on the label, or may
even be harmful to humans or the environment. This is likely toc
happen because pirate compounds do not follow the formula of the
U.S. company, or their quality control is not the same, and
harmful agents can occur in the product. The result is injury
to crops or humans, and adverse public opinion toward agricul-
_tural chemicals in general.

To outline in more general terms the situation where ocur

high technology export-oriented industry has suffered from the
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unfair trade practices of countries which enjoy fair treatment
here, the following two situations should also be considered.

1. The first involves the case where countries purposely
encourage the creation of pirate manufacturing enciaves from
which imitation products flow into world markets. With lack of
patent protection and effective enforcement of any rights
granted, local manufacturers can easily set up to produce
American proprietary products. They have a reaay market in many
Third World countries because of inadequate patent protection
and enforcement and the ability to obtain product registration
in those countries, using proprietary American registration
data. As outlined above, this is the path being followed by
Taiwan which has become the most notorious safe haven for
pirates in the world.

Agricultural chemicals are not the only items pirated. An
ever increasing array of U.S. companies and products are af-
fected by the Taiwan pirates. The attached story from the

January 10, 1983 Washington Post tells how widespread these

Qractices have become. During the time that these predatory
practices, directed to a large measure at U.S. companies, are
encouraged by the government, Taiwan enjoys a large balance of
payments surplus with the U.S., based on fair treatment here in
our country. Moreover, they are the beneficiaries of substan-
tial trade concessibns. For example, they are the largest

beneficiary of our General System of Preferences (GSP) duty-free
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status program. Over $1.8 billion in Taiwan exports came into
the U.S. duty-free in 1980 - one quarter of total GSP,

2. The second general situation involves certain advanced
lesser-developed~-countries (LDC's) which deny effective patent
protection for high technology U.S. products and make provisions
for their exploitation by local industry, by local manufacturers
or import of pirate technical materials from countries such as
Taiwan. Here, it is not a question of pirate export, but of
their governments making our technology available to local
nationals for exploitation for, at best, token fees to the U.S.
innovator. It may also mean excluding the American inventor-
developer from the market. Such countries often use the device
of compulsory licensing of our inventions to local nationals.
Such licenses can even be on an exclusive basis, excluding the
U.S. developer. 1In some instances when a local manufacturer
begins operations under a compulsory license, the border is
closed to competition from American products, This policy is
generally followed by some of our major Latin American trading
partners and others.

Recommendations

We believe that multilateral and bilateral agreements
should provide for substantially equivalent protection of our
property rights and proprietary registration data.

" We also believe that, where they are abused, there should
be formal actions which the government can take to bring these

unfair trade practices to the bargaining table,
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Finally, there should be meaningful, credible sanctions

which can be applied with flexibility to encourage negotiations

-and provide a fallback position when a negotiated agreement

cannot be reached. Clearly, such sanctions should include the

selective removal of substantial benefits which the countries

enjoy in the United States.

To try to rectify these many problem areas, S. 144 would

help U.S. industries deal with international patent problems in

the following ways:

1.

It would provide statutory recognition of the
importance of industrial property in international
cemmercial relations. -

It would set minimum standards for industrial property
rights to which international trade and commercial
agreements negotiated by the U.S. would conform.

It would help shorten the time frame in which the

facts of a dispute over an industrial property right
issue would be collected and presented in official

form by the office of the U.S. Trade Representative,
and it would require response and action by the U.S.
Government in a specified time period.

It would expand significantly the variety of sanctions
open to the U.S, so that "our penalties would fit their
crimes."” That is, it would not need to be an all-or~
nothing solution regarding the revocation of MFN.

It would produce early government-to-government
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negotiations to expedite what has heretofore been

a slow moving and frustrating dialogue between a
U.S. company and a foreign government and its state-
owned chemical company.

NACA firmly believes that had these recommendations been in
place four years ago, the U.S. Government support, together with
our companies' negotiating efforts, would have produced agree-
ments on many of the specific cases we have cited in this
statement. .

Therefore, in conclusion, we urge our proposals be included
in the Committee's trade legislation. We further urge the
Finance Committee to move this bill as fast as possible onto the
Senate Floor for a vote and to keep the bill free of any special
interest amendments, no matter how well-intentioned those might
be. These, we fear, would have the effect of killing this bill.

American companies, particularly in the agricultural
chemical business, are facing new problems on industrial prop-
erty rights every week, and cannot bear the burden of further
delay. An NACA paper is attached on the subject of competitive
harm to U.S. companies which are presently fighting to protect
proprietary research data and scientific information submitted
to EPA to support domestic registrations, Without adequate laws
to protect this data worldwide, this same data can then be used
by pirate companies without cost to register these products

using American technology.
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By passing this bill, the United States will send a message
to patent violators worldwide and go a long way to affording
protection for American industrial property and the know-how and
jobs that are inextricably attached to the property.
Very truly yours,

Lo

Earl C. Spurrie

Attachments

ECS:etb
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COMPETITIVE HARM TO U.S. COMPANIES RESULTING
FROM UNCONTROLLED RELEASE OF PROPRIETARY AND
CONFIDENTIAL PESTICIDE PEGISTRATION DATA

FIFRA § 10 should be amended to strengthen the protection
afforded proprietary research data and scientific information
developed by a company and submitted to EPA to support pesticide
registrations. In order to preserve the economic incentives
necessary for the agricultural cheq}cal industry to invest in
innovative research and development of newer, safer and more
effective products, FIPRA must contain additional procedural
safequards and significant penalties to protect research data
from commercial exploitation by competitors.

The competitive harm to United States pesticide producers
resulting from uncontrolled release of proprietary and confi-
dential pesticide registration data principally occurs in two
ways. First, a competitor can obtain published data or
compilations of data from EPA and use it to obtain a product -
registration in many foreign countries at virtually no cost. The
original data owner, who invested substantial resources in the
development of the data, has his own data used against him by a
competitor to gain market entry.

Second, research data contains a company;s ?est innovative
research methodology, particularly with respect to metabolism,
residue chemistry, analytical technology, and biological evalua-
tion of degradation products of chemical decomposition. By

securing the research data which contains this research
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methodology and biological activity, a competitor can save years
of time and millions of dollars because he obtains, in effect, a
"road map" to quide his research program and can thus avoid
unproductive avenues of research. By saving years of
unproductive research time, a competitor can enter a market
several years earlier and sell far less costly competitive
productsa than the original data developer. Again, uncontrolled
disclosure of innovative research methodology, biological
activity, and analytical procedures permits competitors to gain
an unfair market advantage over the original data developer.

Competitive Harm - Inadequate Safeguards for American
Innovation

The 1978 amendments to PIFRA § 10 permit public interest
organizations and ccncerned scientists to review pesticide health
and safety information. Section 10 does not, however, include
protections_adequate to ensure that only persons acting in the
public interest -- and not those acting on behalf of competing
pesticide producers seeking to exploit this valuable data for
their own commercial gain -- will have access to these valuable
data. For example, PIPRA currently does not contain any signi-
ficant monetar penalties for the misuse of proprjetary and
confidential pes. icide research daéa, nor does the Act contain
any orocedures to make sure that these data are not revealed to
competing producers after they have been released by EPA.

Without such procedural safequards and penalties, there is no
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effective deterrence to the improper disclosure of research data

from EPA's files into the hands of competitors.

Competitive Harm - Use of Disclosed Proprietary and
Confidential Data to Register
Products in Foreign Countries

One of the primary uses for the data is for fofélgn pesti-
cide registration. PForeign and multinational corporations would
like nothing better than to have the opportunity to exploit the
research advances of American companies to obtain foreign
registrations at little or no cost because they do not generate
the data required to register a product.

Research data could be used by competitors for registration
purposes throughout the world. The following chart illustrates
the ease with which a competitor can obtain these registrations:

Central America Altﬁough full data reports are not

including always required, research data
Mexico and/or detailed summaries could be
used for registration in any Central
American country.

South America Same registration policy as Central
America except, possibly, Brazil.
Some patent protection does exist in
Brazil. Other countries are more or
less "open” to all.

Korea/Taiwan Research data from any source is
: accepted in these countrigs.

Southeast Asia Data from any source is acceptable,
including India although some "order" is slowly
evolving in Indja and Indonesia.
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Middle East No restrictions whatsoever on the
and Africa use of another company's research
(except South data to obtain market entry.
Africa)

Eastern Europe No restrictions whatsoever on the

use of another company's research
data to obtain market entry.

(See also, Attachment A -~ detailed list of countries with known
pesticide data requirements or registration/notification require-
ments.)

As is evident from this chart, few foreign governments even
ask whether research data submitted by an applicant are being
used with the data developer's petmlsslon.‘ There 18 no persua-
sive reason for permitting any company -- and particularly
foreign companies -- to get a multimillion do;lar free-ride from
the research done by innovative American companies.

Competitive Harm - Use of Disclosed Proprietary and
Confidential Data to Gain Knowledge
of Innovative Technology

Knowledge of innovative research technology affords
competitors the advantage of a "road ﬁap' in their product
research which saves millions of dollars and several years
in product development. Additionally, unrestrained disclosure
weakens the United States as a world leader by allowing our
innovative technolcogy to be exported free of cost to foreign
countries. Technology can grow only in countries that provide
an environment where the efforts of the innovative researcher

are protected from exploitation by competitors.
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Communist bloc nations, in particular, have exploited every
means at their disposal to obtain American technology, and do not
allow patent protection to stand in their way. In these countries,
qovernment affiliated or subsidized companies are in direct
competition for world markets with innovative companies of the
United States. To preserve the pre-eminence of the United States
as a producer of agricultural chemicals and agricultural chemical
technoloaqy, procedural safequards and penalties should exist to
prevent research data from being disclosed to these foreign

competitors,

The Value of Research Data

The current direct cost of developing a pesticide is
estimated to range between $20 and $25 million. When indirect
costs are included, i.e., those costs associated with unsuc~
cessful development efforts, the total R‘& D cost to develop a
new pesticide chemical entity is estimated to exceed $50 ]
million. Development of a pesticide product takes between 7 to
12 vears or 45-50 man-years of research effort. Through such
arduous and expensive research efforts, domestic pesticide
oroducers have successfully developed important pesticide
products that have greatly benefited agricultural'productiop and
controlled pest-borne diseases around the world.

The ultimate product of this costiy and time-consuming

research and development process is the sclentific data which
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define the properties of the pesticide and establish its safety
and efficacy for commercial use. It is the possession of these
valuable data alone which enables companies to commercially
market a pesticide chemical and to compete domestically and with
foreign manufacturers internationally. These research data thus
have enormous value. The data are indeed essential to the
conduct of the pesticide business,

The potential for competitors to obtain these research
data is a matter of great concern to the'agricultural chemical
industry. Obviously, substantial competitive harm could result
if these data fall into the hands of competitors who use them to
advance their own commeréial purposes, as opposed to public
interest groups who use them to review the health and safety

aspects of the chemical product.

NACA's Proposed Amendments

Under the current FIFRA, U.S. pesticide producers are
Ereeiy permitted to obtain the research data of their compet~
iEors. Once any person receives data from EPA, there is no
procedure for keeping track of who the data are subsequently
given to. Although statutory restrictions on disclosure to
foreign and multinational pesticide producers do eklst, they are
ineffectual: they apply only to the original recipient of the

data from EPA. Percons who subsequently‘receive data are under
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no restrictions. Thus, existing prohibitions can easily be
evaded without any leqal violation or penalty.

FPIFRA currently does not have adequate prohibitions on the
disclosure of data to pesticide producers and the use of such
Aata for commerdial purposes in the pesticide busine;s; nor does
it establish adequate procedures for implementing such prohibi-
tions or penalties for violations of the prohibitions. The
amendments we propose are -intended to remedy these deficiencles.

NACA's proposed amendments to section 10 provide necessary
controls on the disclosure, copying and transfer of research data
in order to prevent the release of this valuable information to
competitors of the data owner. Thesé amendments would continue
to permit members of the public, who have no competitive or
commercial interest in the production or registration of
pesticides, to review health and safety information. The
procedural controls on the copying and transfer of data are
designed only to safeguard the data from competitors, not to
restrict access by noncompetitors.

These amendments prohibit EPA from disclosing research data
to any pesticide producer or registrant, to persons outside of
the United States, or to foreign nations who would remove the
data from the United States. In addition, the qeﬁeral procedures
for the release-of data are revised to ensure that data
submitters will be provided with a reasonable period of time, up

to sixty days, in which to review data for the purpose of
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identifying portions that are trade secret, confidential, or
contain innovative scientific methods. A data owner must be
provided with thirty days notice prior to the initial public
release of information claimed to be protected.

EPA woulq be required to promulgate regulations under these
amendments establishing procedures for granting access to health
and safegv data, and prescribing conditions governing further
copying or transfer of data, and for safeguarding data once
disclosed. These regulations will provide a mechanism whereby
data owners can confirm that persons who receive data from EPA
are not affiliated with another pesticide producét or registrant,
and will enable the data owner to keep track of the number and
location of copies of data that are in circulation.

Substantial penalties are contained in these amendments for
persons who violate the disclosure provisions in furtherance of a
commercial purpose involving the production, registration,
distribution or sale of a pesticide. These include civil and
criminal-penalties, as well as provision for the mandatory
summary cancellation of all registrations issued to a violator
and to anyone on whose behalf the violator was acting. 1In
addition, a data submitter could recover damages for violation of
the prohibitions contained in these amendments. These penalty
orovisions will help to preserve the competitive value of

proprietary and confidential research data submitted to EPA.
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Attachment A

PRODUCT REGISTRATIONS and NOTIFICATIONS -~ PESTICIDES
by
Marguerite L. Leng and Donald D. McCollister
International Regulatory Affairs
Health & Environmental Sciences
The Dov Chenmical Company, Midland, Michigan 48640

Presented at

Seninar on Compliance with Internat{onal Chemical Regulations
sponsored by the International) Affairs Group, CMA and SOCMA

Mayflower Hotel, Washington, D. C.
April 29-30, 1981

List of Countries vith Known Pesticide Data Recuirexzents

or Pepistration/Rotification Reouirenents

The attached information is 'providzd as assistance to those attending the
sexipar on Compliance vith International Regulations sponsored by the
International Affairs Group of the Chemical Manufacturers Association
(CMA) and the Syntbetic Organic Chemical Manufacturers Association, Iac.
(SOCMA). It was compiled from information available to M. L. Leng 1o
March-April, 1981, and the accuracy and completeness varies videly
depending on the soirce of the information. .

Tbe requirensnts for data are rated on a scale from 0 to 4. A rating

of & means very extensive data requirenents, including several long-term
toxicology studies in anirsls, studies on”oz'scosenicity, reproduction,
teretology, cutagenicity, metabolism in plents and animals, data on
safety to vildlife end domestic animals, eanvironmental rfate, etc. As an
exarmple, the data requirements listed separately for tha USA are rated '
vhereas data for recommendations by FAO/WHO are reted 3-4 and by the
Council of Europe and the European Econozic Commnity about 3. In many
cases recozzandations from these organizations ere adequate support for
registration or licensing by member countries. Some countries require
proof of registration in the country of origin for an izi:orted pesticide
(desigzated 0) wvhereas several Latin Azerican countries require a Certifi-
cate of Yree Bale vhich bas been notarised and approved ty the Consulate
of the {=porting country. Sone countries register "me-too" products
produzed by. secondary canufacturers on the basis of lats provided by the

Pprizsary canufecturer.
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Recuirezeats for Pesticide Sucoort Data

Count Law Reguirement  Subport Me-Too
Algeria Yes 1 Soze
Argentina Yes 2-3 )
Austr}lu '55-80 3% FAO/WHO, OECD Yes
Austria 48 3 FAOQ/WHO, 01 Fo
CE, OECD
Bangledesh 81 4 FAOQ/WEO Yes
Barbados Yes ?
Belgium '69-'77 - 5 FAO/VWHO, Yes
CE, EC, OECD
Bolivia Yes 4 CF8
Brazil Yes 34 o ) Yes?
Bulgaria YTes 3 o?
Canada Rev. '80 3 OECP Ho
Chile ' Yes ? )
Chins (*19) 2? (EPA) Yes
Coloabia '80 3
Costa Rica 3 CFS, EPA, O
Crprus 15 2 CE Codex, 0 Ko
Czechoslovakia Rev. '80 3 Codex Xo
Denzack Rev. '7h,'80 ] CE, EC, OECD Yes
' ] FAQ/VEO
Dominican Rep. Yes t
Ecuador 2 + crs,0
Eaypt Yes 3 Codex, EPA 1
El Selvador ) Yes ? EPA, CFS, O ?
CFS = Certifitate of Free Sale EPA = US Registration
0 = Pegisiration in country of origin Codex = Maxima Residue Lirit



Country
Finland

France

E. Gerpaay
W. Gerzanmy

Greece

Guam

Guaterala
Ronduras
Hon; Kong

Bungary

Iceland
India

Indonesis
Iraq
Iran
Ireland

Israel

Italy
Jazen

Jordan

Yorea
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Law Reouirenent Support
'69 3% (cE) oECD
Rev. '70s
72 3-% CE, EC, OECD
Rev. '79
o1
'68 3 CE, EC, OECD
Reve. ‘?1
7 2 cE, (EC),
OECD, 0
Rone i [+] EPA ’
1 CFS, 0
) 1 CFS, 0
7 2
'68 3 FAD/WHO, O
Rev. '13"75
1 CE, OECD
'68 3 FAQ/%E0, O
Rev. '78
73 34 FAD/WHO, O
75 2 PAQ/WEO, O
' 2 Codex, O?
('82) ? CE, EC, OECD
'56—"'T7 1 T -
‘68 3l FAO/WHO
. CE, EC, OECD
%8 L OECD
Rev. '73,'78
'75 2-3 FAQ/WEO, O
'52~"'78 2 FAO/WEO, O

Enf. '80

Me-Too

Yes

Ko

No

Yes

Yes

Yes

Ho
Ko

Ho

Yas

Bo

o

Ko



Country

Lebenon
Luxeabourg
Lybis:
Malta

Kalaysia

Mexico
Mozarmbique

Fetherlands

Fev Zealand
Eiceresgua

Norvay

Pakxistan
Pana=a

Peru
Philippines
Polend
Portugal
Rorsaia
Saudi Aradia

Souih Alrica
Spain

' Sudan

Law

Fo?

l-rh

Enf. '81 _

Yes

62
Reve '75

'58 ('79)

lss
Rev. '70s

'73

Yes

T

"7

Wt .
Rev. ‘82

1]
73
Rev. '76

"l

167

Reguirezent ‘Supvort

2-3

1 CE, EC, OECD
1

1 cE

3-% FAO/WHO, O?
3 EPA

2-3 01

% CE, EC, OECD
1Y OECD, 07

1 0

5 CE,, OECD

b FAO/WHO, O
1 CFS, ©

2 CFS .

4 FAO/WHO, O
3-% o?

23 CE(EC), OECD
T Codex, O7

1 0

2-3 -

1 CcE(EC), OECD
2 FAO/WHO

Me-Too

Yes

Yes

Yo

Yes

Yes

Yes

Fo

'Ho

Ko

Ko
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- Country Lav Reguire-ent Suodort . He-Too
Sveden '6h 3.k CE, OECD Yes
- Reve 'Th
S\dtze_rland -t { CE, OECD
Syria 175 ('82) 2-3 FAO/WHO, O Yo
Taiwven 61,72 3 Codex, O Yes
Tenzania Bot enforced 2 [} (80)
Thailand '70 LY FAO/WHO, O? Yes
Rev. '80
Tut'ey '80 ? CE, OECD Fo *
United Kingdom (Rev.. '79,'81) & CE, EO, OECD {Ro?)
United States "Wt 3 OECD Yes
Rev. ‘72-'80
USSR Rev. '79 3-h Fo
Venezuela '68 3-4 o/ )
Yugoslevia 16 3 (oEcD) Fo
Rev. 'T7

Zanbia ? ]
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LAWRENCE A FOX
Vice Presidant snd Manager
A3l . February 1, 1983

The Honorable John C. Danforth -
Chairman, .Subcommittee on International Trade
Senate Committee on Finance

Room 460 RSOB

United States Senate

Washington, D.C. 20510

Dear Senator Danforth:

The National Association of Manufacturers strongly supports
the Reciprocal Trade and Investment Act, S. 144. By itself, of
course, S. 144 cannot solve our country's trade problems. Much of
what needs to be done is outside the scope of this kind of legisla-
tion. We need, for example, to find some way of ensuring that monetary
developments unrelated to merchandise trade do not harm American
manufacturers as current exchange rate nisalignments do. And we need
to take those measures domestically which will make the U.S. economy
stronger, more vibrant and hence more competitive.

Even if it does not do everything, however, S. 144 does accomplish
three important objectives. First it promises to improve U.S. trade
policy by ensuring a greater correlation between U.S. interests and
actions. If the Administration is required to identify annually the
most serious barriers to U.S. trade, their actions are more likely
to be calculated to remove or overcome those barriers. This should
be true of all Administration trade initiatives, whether GATT actions,
bilateral negotiations, or unilateral action under Section 301 of
1974 Trade Act.

Second, S.144 highlights U.S. determination to strengthen the
rules of the international trading system and so increases the
likelihood that negotiations to that end will be successful. Existing
GATT rules are not adequate to deal with serious problems involving
trade in services and investment. As for trade in high technology
products, the special treatment accorded the manufacturers of
certain of these products in several GATT countries and the
reluctance of these countries to eliminate trade barriers for high-
tech products is testimony to the importance governments attach to
high technology. While the definition of high technolegy leaves
much to be desired, it is clear that the term is meant to apply to
industries that are likely to dominate the future economies of the
developed countries. It would appear, then, that the ability to
reach an understanding on trade in high technology products may in
large measure equate with an ability to preserve the open trading
system.
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Third and finally, S.144 gives U.S. producers a credible
promise that their legitimate complaints with respect to "unjusti-
fiable", “unreasonable”, and "discriminatory" practices by others
will be forcefully pursued. While we regard it as essential that the
Administration retain considerable discretion in pursuing cases
under Section 301 et seq of the 1974 Trade Act, we think the
amendments proposed for these sections in $.144 are helpful. 1In this
regard, we were especially pleased to see that both "unjustifiable”
and "unreasonable" have been defined so as to include within the
scope of both terms failure to provide adequate protection of
intellectual property rights.

More generally, we are pleased that services and certain foreign
direct investments by U.S. persons are brought within the scope of
the word "commerce" as this is used in the suggested amendment to
Section 301 of the Trade Act. The fact that this Act provides a
legal basis for unilateral action against "unreasonable" foreign
trade practices should reassure U.S. industry that the Administration
has adequate statutory authority with which to defend U.S. interests.
It should also provide whatever incentive may be lacking for other
countries to work for international agreements in the difficult areas
referred to in the legislation,

We have never had a more serious trade deficit than the $43
billion deficit of 1982. And next year's is likely to ke much
worse. These unhappy facts both reflect and compound the current
recession and unacceptably high unemployment. Pressure for
protectionist responses to our problems is an inevitable political
consequence of the current economic dilemma. It is critical that
those in the Administration, in Congress, anéd in the business
community respond to this challenge by streagthening the -
international trading system rather than abandoning it. We believe
§.144 does this and urge its passage.

Sincerely,

Lau-f°*4—2-§jiok

Lawrence A. Fox

P.S. I should be grateful if this letter could be made part of the
record of the hearings on S.144 scheduled for February 4, 1983,
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Honorable John C. Danforth
Chairman, Subcommittee on
International Trade - -
460 Russell Senate Office Building
Washington, D.C. 20510

Dear Mr. Chairman:

The National Grange had been concerned over the numerous reciprocity bills that
have been introduced in the 97th Congress. Our concern was centered on the fact
that we were not sure of the effect on agricultural exports if legislation was passed
to give the President authority.to take retaliatory action if our products do not
have the same acCess to a forelgn market as that country's products have in the
U.S. market.

The Grange historically has believed In expanding international trade through trade
agreements under which tariff and non-tariff barrlers to trade can be progressively
reduced and eliminated on a reciprocal and mutually-benefitting basis,

We have studied the Reciprocal Trade and Investment Act (S-144) introduced on
January 26, 1983, and find it consistent with the fundamental principals of U.S.
foreign trade and investment policies. More importantly, we find that it is now com-
patible with Grange policy regarding trade being conducted on a "reciprocal and
mutually-benefitting basis." Furthermore, S-144 strengthens the position of U.S.
farmers in seeking relief from unfair trade practices ot competing countries and will
allow increased accessibility to GATT rules and diciplines for dispute settiements that
are so necessary for the expansion of U.S. agriculture exports.

S-144 establishes "fair and equitable market opportunities" for the U.S. as a stan-
dard of trade policy. It directs the Executive Branch to inventory foreign barriers
and estimate their impact on the United States. Major provisions include:

e An inventory by the Executive Branch of foreign barriers to U.S.
exports of products (including agricultural commodities), services
and investment, and an estimate of their impact on the U.S. economy;

e Foreign barriers not removed through negotiation or enforcement of
the General Agreement on Tariffs and Trade (GATT) could be offset
by the U.S. through withdrawal of prior U.S. concessions, imposi-
tion of duties, and other restrictions available under present law;

® The President would be authorized to negotiate agreements to en-
courage trade in services, investment flows and in high technology

goods ;

® Unfair trade practices under U.S. taw would be broadened to cover
barriers to investment and infringement on patents and other. indus-
trial property rights; and

e U.S. retaliatory action proposed by the President would enjoy ac-
celerated consideration in Congress, in cases where the Presidential
action requires additional legal authority.
The National Grange looks forward to working with members of Congress for passage
of the legisfation in its present form. We would strongly urge that any amendments

which are protectionist in nature or which would undermine U.S. international com-
ritments be strongly opposed.

Sincerely,

Elud Hodlssr

Edward Anderse®, Master
The National Grange

EA :khv

cc: Full Senate Finance Committee
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The International Anti-Counterfeiting Coalition enthusias-
tically supports S. 144, Senator Danforth's proposal to clarify and
strengthen the trade laws of the United States. The.Coalition
believes that enactment of this legislation will greatly aid in alle-
viating a severe problem which today threatens many U.S. businesses
and exploits American consumers -- commercial counterfeiting.

Commercial counterfeiting is the fraudulent practice of
affixing a false trademark to a product, which then appears superfi-
cia}ly indistingujishable from its legitimate counterpart. The pur~
pose behind this practice is to dupe the consumer into purchasing the
counterfeit under the mistaken belief that it is the genuine article,
thus defrauding the purchaser ;hd injuring the owner of the trade-
mark, but lining the pocket of the counterfeiter. In recent years,
commercial counterfeiting, operating on an international scale, has
reached epidemic proportions, resulting not only in the loss of bil-
lions of dollars to reputable manufacturers throughout the world, but
also in the exploitation, cheating, and even physical endangerment of
millions of consumers, and in some instances the impairment of our
national security.

According to government sources, American consumers now
spend billions of dollars fvezy year on counterfeit merchandise mas-
querading as legitimate products. Fake "Cartier" watches, for exam
ple, made with inferior parts worth only a few dollars and marketed

with unenforceable guarantees, are gold to unsuspecting consumers for



168

$300 to $500. Expensive counterfeit jeans may fall apart after one
washing, and even an everyday flashlight may not work because its
battery, labelled "Eveready,” may actually be one of 17 million coun-
terfeits recently shipped out of Taiwan. Commercial counterfeiting
has become so widespread that in the video industry alone an esti-
mated $6 billion of records and tapes are counterfeited annually,
while in the fashion industry illegal profits from commercial coun-
térfeiting reached an estimated $450 million in 1980.

Perhaps most ominously, commercial counterfeiting now poses
direct threats to health, safety, and physical well-being, and some-
times also to national security. For example, there is substantial
evidence that airlines, alrcraft manufacturers and even the U.S. mil-
itary have been supplied with counterfeit parts that are substandard,
unconforming, used, or just plain scrap metal. In May 1978, the Food
and Drug Administration recalled 357 heart pumps used in 266 hospi-
tals across the country because the $20,000 intra-aortic balloon
pumps, which help maintain a patient's heartbeat during open heart
surgery, were believed to contain poéentially dangerous counterfeit
components worth about sé each. In another instance, the American
Medical Association recently drew attention to the growing problem of
bogus "look alike"™ narcotics, so called because they imitate the
size, shape and color of amphetamines and tranquilizers and often
feature counterfeit trade markings. These counterfeit drugs are
beliesed to have been responsible for at least 12 deaths, while

;everal other victims have suffered paralysis.
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Commercial counterfeiting in recent years has become a
truly international problem. Althouyh there is an international
agreement which declares commercial counterfeiting to be unlawful,
the 1883 Paris Convention for the Protection of Industrial Property,
this agreement provides no mechanism for the detection and prosecu-
tion of counterfeit trademark violations. As a\result, counterfeit-
ing enterprises have been allowed to spring up and prosper throughout
the world with little or no interference from local or international
authorities. Even when counterfeiting enterprises have been identi-
fied, there has often been no effort by the local authorities to
prosecute and shut down these businesses, even if their activltles\
clearly violate the laws of the country concerned. 1In some
instances, the income from such counterfeiting enterprises is of such
importance to the national economy that there is little likelihood
that the local authorities, without some pressure from international
sources, will ever take measures against such businesses.

For some time, the International Anti-Counterfeiting
Coalition has been actively involved in efforts to promote an inter-
national understanding on the illegality of commercial
counterfeiting. The Coalition presently is seeking agreement to a
proposed International Anti-Counterfeiting Code. This Code origi~
nally was considered within the framework of the Tokyo Round of
Multilateral Trade Negotiations, under the auspices of the General
Agreement on Tariffs and Trade, and is still in the negotiating
stage. If adopted, the proposed Code would enable trademark owners

to seek the assistance of public authorities in all signatory
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countries to intercept and enforce seizure of all shipments of
counterfeit merchandise seeking customs clearance.

The Coalition has also been directly involved in efforts to
obtain the cooperation of foreign governments in eliminating commer-
cial counterfeiting. For example, based upon the experience of its
members in fighting counterfeiting in many countries, the Coalition
>and its members have made officials of the government of the Republic
of China on Taiwan aware of several chan.=s to existing laws and
adoption of new laws needed to combat counterfeiting effectively. It
is known that several large and prosperous commercial'counterfeiting
entetp}ises are presently operating in the Republic of China in
Taiwan. Largely in response to pressure from the E.E.C., the govern-—
ment of Taiwan on August 1, 1981, promulgated a new regulation for
its Board of Foreign Trade which could do much to alleviate the coun-
terfeiting problem on Taiwan by requiring exporters to evidence their
right to use any trademark which appears on goods being exported from
Taiwan. Without evidencing its right to use the trademark, the
exporter should be unable to obtain the requisite export licenses.
In this connection, the Coalition, with the approval of the U.S.
Trade Representative, has offered to supply to the Board of Foreign
Trade on Taiwan two 1lists as an aid to the Board in discharging its
new responsibilities under the August 1, 1981 regulation. The first
list would identify those trademarks of Coalition members which are
licensed for use in Taiwan and the names of the authorized

licensees. The second list would identify those trademarks of



166

Coalition members which are not licenses for use in Taiwan and as to
which no certification for export should be granted.

In addition to the Taiwanese government's adoption of new
regulations, there have been other indications of that government's
intention to eliminate counterfeiting in Taiwan. For example, a new
trademark law was promulgated which provides more severe penalties
for trademark counterfeiting. Apparently, revisions of the patent
and copyright laws are also in process which are rumored to include
more effective sanctions as well. Whether such rumored revisions
will be enacted, or whether such rumors are intended stricily to

3= — -

placate critics of commercial counterfeiting, is not known. The

copyri_ght law revisions have been taking several years, with still no
end in sight. Continued delays are indicating placation rather than
serious action. '

In response to constructive criticism of the counterfeiting
problem by the American Chamber of Commerce in Taipei, the Executive
Yuan announced the adoption in the fall of 1982 of Ten Measures to
Combat Counterfeiting, which if translated into- action could be
effective in slowing the commercial counterfeiting trade. It is too
goon to tell the extent to which such Ten Measures and the subsei;uent
flurry of related announcements made by various ministries will actu-
ally result in effective action, although the passage of the new
tzademgrk law in January, 1983, is clearly meant as a signal that the
qovernmeht of Taiwan intends to take effective action.

In response to the Coalition's proposal to provide

N
trademark lists, however, the Board of Foreign Trade to date has not
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agreed to use such lists, which use clearly would aid the Board in
carrying out its new responsibilities. Taiwan authorities have also
declined to take administrative action to deter counterfeiting of
certain U.S. branded fungicide products despite repeated requests of
the companies involved and the support of U.S. government agencies.
Represeﬂtatives of Coalition members have visited Taiwan and have
reported their impressions that the government of Taiwan does not
presently desire to halt the export of counterfeit goods because
counterfeiting is simply too important to the economy, although
recent developments suggest this may be changing. It is imperative,
nevertheless, that the U.S. government make clear to Taiwan, and to
all other countries which persist in harboring counterfeiting enter-
prises, that continued tolerance and even support of such illegal
enterprises will not be tolerated. Only when Taiwan and-other
offending nations are made to realize that severe repercussions
affecting their tra@e with the United States may result from their
continued protection of commercial counterfeiting will these govern-
ments finally begin to take meaningful action.

The Coalition believes that the reciprocity of trade legis-
lation proposed by Senator Danforth would provide a much needed aid
to the U.S. government's efforts to halt international -
counterfeiting. In particular, the Coalition believes that Senator
panforth's proposed amendments to section 301 of the Trade Act of
1974 will greatly strengthen the ability of both the government-and

private parties to take effective action against those countries
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which refuse to provide reasonable and just protection to the
commercial property rights of U.S. businesses.

As presently in effect, section 301 provides that the
President may take "all appropriate and feasible action within his
power® to eliminate acts, policies, or practices found to be, among
other things, “"unjustifiable, unreasonable, or discriminatory. . . "
Section 301 further provides that the President may retaliate against
such practices by suspending, withdrawing, or preventing the applica-
tion of benefits of trade agreement concessions with the foreign
country involved, and by imposing duties or other import restrictions
on the goods and services of that country. S. 144 proposes at least
two clarifications of existing law which would make section 301 a
more effective remedy against international counterfeiting.

First, S. 144 would clarify the meaning of the terms
"unjustifiable, unreasonable, or discriminatory®™ as used in section
301, which presently are not statutorily defined. Senator Danforth's
bill would add to section 301 a subsection (d), which would state in
pertinent part:

(3) Definition of Unreasonable. =--The term
"unreasonable™ means any act, policy, or practice which,
while not necessarily in violation of or inconsistent with
the international legal rights of the United States, is
otherwise deemed to be unfair and inequitable. The term
includes, but is not limited to, any act, policy, or prac-
tice which denies fair and equitable -~

(A) market opportunities;

(B) opportunities for the establishment of an
enterprise;_or
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(c)
intellectusl propexty_rights.

(4) Definition of Unjustifiable. --

(A) In general. =--The term "unjustifiable”™ means
any act, policy, or practice which is in violation of,
or inconsistent with, the international legal rights
of the United States.

(B) Certain actions included. --The term
"unjustifiable® includes, but is not limited to, any
act, policy, or practice described in subparagraph (A)
which denies national or most-favored nation treat-
ment, the right of establishment, or protection of
intellectual property rights.

(Emphasis added) .

In clarifying the scope of existing law to make clear that
violation o§ industrial and intellectual property rights!® would be
grounds for‘getaliatory action under section 301, S. 144 not only
would providé a much needed expression of congressional intent, but
also, and per%aps most importantly, would send a clear message to
those countries which continue to flout the commercial property
rights of othé;s that the United States will not continue to permit
any country, ihcluding its trading partners, Eo condone and protect
international ¢ounterfeit1ng.

A secdnd area in which S. 144 would clarify existing law is

in stating more precisely the scope of the retaliatory powers which

1. The report of the Senate FPinance Committee on S. 2094, the prede-
cessor of S. 144, states that "[(tlhe term 'intellectual property
rights' is intended to be understood in the broadest sense and shall
include patents, trademarks, trade names, copyrights, and trade
secrets."” Thus, commercial counterfeiting would be both an
"unreasonable® and "unijustifiable" act within the meaning of section
301 as proposed to be amended. b
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the President may take once a violation of section 301 has been
shown. Senator Danforth's bill would amend section 301 to provide
expressly that the President may exercise his retaliatory authority
under seption 301 "without regard to whether or not such goods or
sector were involved in the act, policy, or practice. . . " identi-
fied as a violation of section 301.

Thie provision is sorely needed in order to make feasible
meaningful action against those countries which persist in protecting
international counterfeiting. If the scope of the President's retal-
iatory authority were confined to those goods actually involved in
the counterfeiting schemé, there would be littlé incentive for the
country from which those goods originated to take action agéinst
counterfeiters. The foreign government involved would be conten: to
let individual counterfeiting enterprises run the risks of detection
and retaliation against the counterfeited goods. Only when the U.S.
government makes clear that continued protection of counterfeiting
will put at risk not only counterfeited goods, but also other
non-counterfeited goods, services, and investments originating from
the country harboring the counterfeiters, will that government have
an incentive to eliminate exports of counterfeited goods to the

. United States. S. 144 again sends a clear message to these govern-
ments that their continued protection of counterfeiting enterprises
may result in significant repercussions with respect to their trade
with the United States.

The International Anti-Counterfeiting Coalition believes

that the clarifications of the existing section 301 contained in
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Senator Danforth's bill will greatly aid both private and
governmental efforts to eliminate the potentially disastrous effects
upon American consumers and businesses which may result from the con-
tinued existence of commercial counterfeiting. Enactment of S. 144
would send a clear and hopefully convincing message to those foreign
governments which continue to harbor commercial counterfeiters that
the United States will not permit such action to continue
unchallenged. Only when these governments are persuaded that the
United States will respond rapidly and effectively with a broad range
of political and economic measures will they begin the task of rid-
ding their economies of this illegal and pernicious element. For
these reasons, the International Anti-Counterfeiting Coalition sup-
ports passage'of Senator Danforth's proposed reciprocity of trade
legislation, S. 144, and urges the members of the Senate to take

prompt action on this legislation.
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Feburary 17, 1983

The Honorable John Danforth
Chairman

Subcommittee on International Trade
Committee on Finance

U.S. Senate

Washington, D.C. 20510

Dear Senator Daaforth:

Our Association is in agreement with the aims and approach of the
Reciprocal Trade and Investment Act of 1983 (S. 144). In past testimony
before the Congress we have suggested solutions to the International
trade and investment problems facing the United States. Over a decade
ago, in May of 1972, we testified that "negotiations seeking reciprocal
treatment in other markets in exchange for the relatively open market
we maintain is part of the answer" to helping make American industry
more competitive in the international market. Today, I believe, we
are beginning to see the urgency of this approach regarding both trade
and investment.

IEPA is a nonprofit research organization established in 1957 to
deal with international economic issues affecting the national interest
and U.S. business. We have specialized in the U.S. balance of payments,
international trade, investment, taxation, and raw material issues and
have published many works on these subjects. Our latest book, of which
you have a copy, on U.S. Foreign Economic Strategy for the Eighties
outlines a broad approach to U.S, international economic policy, one
which we are happy to see reflected in S. 1lu4y.

The major bargaining chip which the United States has in its
efforts to retain the open world trading system, which IEPA supports,
is control over foreign access to our own markets. Such access should
be used as an inducement to other nations to shun protectionism, use
market principles, and maintain a free trade system. To yield access
to our markets in exchange for illusory gains abroad without being
able to adjust on a reciprocal basis for adverse changes in the world
trading system does not serve the U.S. interests. While it is diffi-
cult for Congress to legislate about the details and tactics of nego-
tiations, it can place in the hands of the Executive the powers needed
to take action against unfair practices. We believe that S. 1liu
provides such tools. As the United States is denied fair and equitable
opportunities to compete abroad, our international accounts will suffer,
as will our economy.

We are most pleased by the sections in S. 144 relating to invest-
ments and services. Since the end of the 1960's, we have urged recog-
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nition of services as a8 large earner of foreign exchange in our inter-
national accounts. In 1971 we suggested that service industries be
afforded the same type of treatment given to other exporters under the
DISC provisions. In 1972 we urged that services be included and defined
in the Trade Act of 1974. Unfortunately, even then the issue of ser-
vices was not considered important enough to warrant separate atten-
tion. It was not until 1979 that a more specific definition was finally
accepted in the Trade Agreements Act of 1979. Now, when services repre-
sent one quarter of our foreign exchange earnings in the balance of
payments, S. 144 will give us some means to guard against unfair
nontariff barriers erected by foreign nations and to encourage them to
negotiate in this area.

We believe that investment reciprocity is especially important
to maintaining an open and free world trading system in goods. Depart-
ment of Commerce figures show that a third of U.S. exports go to American
firms abroad. This represents over $80 billion and reflects the pull
effect of U.S. direct foreign investments. Performance requirements
and other hindrances to doing business overseas will ultimately place
even more protectionist pressures on our political leaders. Trade and
investment are closely intertwined and any reduction in U.S. invest-
ments abroad would reduce U.S. exports and cause a slowdown in the
increase of employment opportunities here at home. The erosion of
our asset base abroad through various nontariff barriers would mean
that a growing portion of the over $400 billion worth of sales made
by U.S. foreign affiliates abroad might be lost; and it would be
unreasonable to assume that direct exports from the Unit ed States
could make up the magnitude involved.

We believe that the past resistance of the Japanese, for instance,
to allowing U.S. investments into their market may have been a major
antributing factor to some of the lopsidedness we are now seeing in
our two-way exchange of trade. For example, in the mid-1960's, U.S.
automobile companies tried in vain to invest in Japan but were
rebuffed. In the late 1960's snd early 1970's, the U.S. manufacturers
tried for minority equity interests but again were denied the oppor-
tunity. It was only after the Japanese had developed full automobile
production facilities, supplying a growing number of cars to the world
market (and after the U.S. Government exerted substantial pressure)
that U.S. investments in Japanese automobile companies were allowed.

If U.S. companies had been able to invest in Japan back in the 1960°'s,
the picture might have looked somewhat different today in terms of the
enormous drain on the U.S, trade account snd the protectionist pressures
that trade imbalance is now causing. A symmetry between trade and
investment is needed to maintain reciprocity in commercial relations
among nations. (Centrally planned economies sich as Eastern Europe,
where trade is "managed" for its foreign exchange value, are an obvious
exception).

One feature that we find missing from S. 1lUY4 is language to deal
with the fast-changing nature of the world trading system. Over the
years, the most-favored-nation GATT system served the world community
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well in increasing the wealth of nations and opening up new markets
for U.S. exports. Today, however, industrial changes are taking
place at 2 much more rapid rate, especially in the new high techno-
logy industries. The GATT system does not provide an effective and
adequate mechanism to reevaluate past concessions and to adjust the
open world trading system to substantial changes in the environment
or in major directions of trade. For example, it was during the
Kennedy Round negotiations which ended in 1968 that the United States
settled upon the final tariff levels for world automobile trade. We
properly negotiated with the second largest producer of automobiles
in the world -- not Japan, but rather Western Europe. History shows
that the United States never had frictions in automobile trade with
the Western European nations of the intensity that we now have with
Japan.- This is because there was a balance and openness in both
trade and investment in that product. But Japan was able to sit on
the sidelines, build up their own automobile industry behind protec-
tive barriers, and take advantage of the most-favored-nation clause.
In essence, they practiced managed comparative advantage which placed
other nations at a serious disadvantage! Some way (preferably multi-
lateral) must be found to deal with radical changes of this nature

in the flow of goods through the world trading system, for the same
scenario is now playing out with regard to the high technology compu-
ter industry.

The world trading system appears to be moving more and more toward
a conditional most-favored-nation regime, through GATT in some areas
and bilaterally in others. For instance, the Tokyo Round codes &are
conditionsl. A country that does not sign the government procurement
code cannot claim reciprocal benefits in other nations. Tariff levels,
on average, among industrial countries are minimal -- in the five or
six percent range which is usually outweighed by currency fluctuations
alone -~ and most trade barriers today are of e nontariff nature.
These kinds of barriers are very difficult to quantify, and are thus
herder to handle on an unconditional basis, especially nultilaterally.

The ideal might be to have world trading nations convert their
nontariff barriers into tariff levels so that they could be negotisnted
away on an equal basis. Unfortunately, to quantify nontariff barriers
becomes an extremely difficult chore, with mutusl agreement among
nations on the final figure slmost impossible. In addition, the
United States generally has fewer nontariff barriers than other coun-
tries sand, once they were converted to tariff levels, assuming it could
be done, we would be bargaining from unequal positions. For these
reasons, the principle of reciprocity embodied in S. 144 is extremely
important and crucial for the next decade in trying to reopen and main-
tain a free trading system.

It seems ironic that even as the Senate is corsidering the Reci-
procal Drade and Investment Act, the Administration is reportedly
planning to approve exploration of minerals on U.S. lands by foreign-
owned interest whose countries do nat reciprocate for U.S. or other
foreign companies. The Department of Interior may shortly rule that
a list of countries, including Kuwait, Saudi Arabia, Mexico and others,
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are not forbidden by the reciprocity clause in our federal minerals
laws from searching for oil, gas, and minerals on federally owned
tracts of land. These countries do not sllow majority ownership, or
in some cases, any foreign ownership in this sectov, yet they are
apparently to be certified as "reciprocal". This is a determination
which we are sure Congress will want to -- and should -- challenge,
not so much on the substantive merits as on the procedural point of
reciprocity.

If we allow our investment base abroad to be eroded by acquiescing
in non-national non-reciprocel treatment of U.S., investors, there will
be growing problems for the U.S. balance of payments; and the govern-
ment's ability to finance its overseas activities, whether in the
economic assistance or security area, will be impeded. Thus I hope
that, whether or not specifically included in S. 144, Congress will
explore ways of requiring the Executive branch and independent regu-
latory asgencies to consider reciprocity aspects (possibly on the basis
of a determination by the USTR) in granting regulatory approvals to
foreign investors in this country.

In conclusion, we congratulate you and your colleagues on the
reworking of the Reciprocal Trade and Investment Act so as to provide
positive incentives to our trading partners without invoking U.S.
protectionism. We hope that the Executive Branch will be persuaded
to implement the phllosophy of S. 144 in its dealings with other
countries. )

I hope, Mr. Chairman, that these comments can be made a part
of the hearings record on this important legislation.

Sincerely,

— e S L<

Timothy W. Stanley /
President
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Statement of Lor
Varian Associates
for the American Electronics Association —
Before thie
Subcommittee on International Trade
Committee on Finance
United States Senate
Febrvary 18, 1983

En Sorensen

Mr. Chairman and Members of this Distinguished Committee:

I am Loren Sorenson, Manager of Export Services for Varian
Associates based in Palo Alto, California. Varian manufactures
microwave tubes, medical and industrial products and semi-
conductor equipment. We have a vital inte;est in international
‘trade and in U.S. policies which can affect that trade. 1I-am
submitting written testimony on behalf of the American
Electronics Association, of whose International Committee I am
Chairman. AEA is a trade association of 2,000 plus electronics
companies in 43 states. Our members manufacture electronic
components and systems or supply products and services in the

information processing industries. Our member companies are
mostly small rapidly growing businesses currently employing fewer
than 200 people.

AEA member companies have a vital stake in exports and
international trade. 1In some of the larger companies, half of
their sales are to overseas customers. Electronics companies
contribute a favorable balance of trade as a partial offset to an
unfavorable balance incurred by oil and other imports. In 1981,
electronic products produced a favorable trade balance of over $5
billion dollars, with electronic industrial products contributing
a favorable balance to excess of $10 billion dollars.

AEA appreciates thi leadership you and the.-members of the

Subcommittee have shown in focusing Congress' attention and
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concern on the problems U.S. firms face abroad. We believe that
this country must be forthright and aggressive in pursuing our
trade and investment interests and rights. This coupled with the
enhancing tax measures you passed last year, will go a long way
toward insuring the future competitiveness of U,S. electronics
industries in world markets.

AEA believes that today we are at an important point of time
for U.S. trade and investment policy. Great pressure is being
placed on the GATT system of international trading rules because
of what it does, and what it doesn't do. On the one hand
protectionist forces, pointing to the visible effects of the
current worldwide recession, are getting stronger both here in
the U.S. and abroad. The political pressure is real to raise new
tariff and non-tariff barriers to product exports, and to
reinforce existing ones. On the other hand, increased use of
"industrial policies”™ is resulting in protectionist mechanisms
that are not covered by the GATT rules, but which threaten to
undo the significant progress made since GATT negotiations began
in 1948.

CBJECTIVES OF TRADE LEGISLATION

AEA has assessed these domestic and foreign political
pressures, and analyzed carefully several bills introduced by
Congress. We believe now is the time for the U.S. to do all it
can to resist protectionism here and overseas by working to shore
up the GATT system and too expand the system of international
rules to cover foreign investment and services. By initiating

and passing appropriate legislation, Congress can address this

17-994 0 - 83 - 13
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dual threat to continued expansion of world markets by providing

our negotiators the statutory backup and policy guidance they

need to be successful in this critical endeavor. Wwe think it is

important that any legislation in this area:

be consistent with the letter and spirit of the GATT
system and United States' obligations thereunder;
mandate -and authorize the President to negotiate
bilateral and multilateral treaties covering foreign
direct investment and trade in services.

expand the authority of the President under Section 301
of the Trade Act of 1974 to respond to foreign barriers
to U.S. foreign direct investment;

call on the Trade Representative and the Secretary of
Commerce to compile an inventory of foreign non-tariff
barriers to U.S. exports of products and services, and
foreign direct investment;

require a periodic report to Conézess by the Trade
Representative and Secretary of Commerce on the steps
planned or taken to have these foreign barriers reduced
or eliminated; and

provide essential special attention on the high

technology sector.

Senator Danforth's S.144 "the Reciprocal Trade and

Investment Act of 1983" meets our objectives and we endorse this

bill.

Let us now discuss our reasoning in light of some of the

major difficulties our members increasingly face abroad.
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HIGH TECHNOLOGY

If we examine our trade performance over the last two
decades, it's clear that our R&D intensive, high technology
industries are performing well in holding up the U.S. balance of
trade. Our non R&D intensive, less competitive industries are in
trouble, some partly because of foreign industrial policie§ that
have targeted these sectors for special attention.

The U.S. has a distinct comparative advantage in high
technology manufactured pzoducts_and related services. Unfortu-
nately, nearly all countries, industrialized as well as the Less-
Developed-Countries, want to have their own high technology
industries precisely because of the benefits the ﬁnitedAStates
now reaps from them: new and better jobs, increased
productivity, greater income and the better standard of living
which results. Consequently, mMany governments have targeted this
sector for intervention via industrial policies, combining
protectionism and active support.

Our industries require a worldwide market in order to
support the increasingly expensive R&D and capital investments
needed to stay in the forefront of technology and meet customer
needs. The U.S. needs to be aggressi;e on efforts to keep these
markets open to competition based on price and quality, other
than on national origin. 1If the U.S. does not, we run the risk
of losing the enormous benefits that our technologies can bring
to the United States and to other countries. In our industry,
we're only seeing the crudest beginnings of what can be
accomnplished to improve productivity and&raise the wogid‘s

standard of 1living. -
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FOREIGN INVESTMENT BARRIERS

For the last several decades, the U.S, has led the way in
getting other countries to reduce their tariff barriers to U.S.
product export;a As these feasible tariff barriers have come
down, however, new, more subtle non-tariff barriers appeared.
While the Tokyo Round MTN agreements addressed some of these non-
tariff barriers, many remain.

Unfortunately, some of the most serious of the non-tariff
barriers are ones which. are not covered by any multilateral
rules, namely restrictions on foreign direct investment. This
situation has been in part caused and compounded by two factors.

One, U.S. international investment policy has been neutral.
That is, U.S. policy has been one of neither encouraging nor
discouraging flows of direct foreign investments, and Congress
has chosen to lead by example and by avoiding barriers to foreign
>di:ect investment in the.U.S. Unfortunately, we haven't coupled
this exemplary role with aggressive efforts to see that it is
followed by others. At the same time, our negotiators' attention
‘has been focused on efforts to reduce barriers to products trade
under the GATT.

- This neutral and passive policy has been undergoing reylew
and consideration by the Executive Branch, and we are encouraged
by actions which signal its increased priority status on the
United sLates Trade Representative's agenda.

Two, the public discussion of this issue is guite sensitive
for United States firms. Companies do not complain openly

because they fear retribution. For years they have had to
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grapple with investment restrictions on their own, due in large
measure to the lack of an aggressive United States policy. 1In
some countries, firms have been able to negotiate agreements,
often skewed in favor of the host nation, but which at least give
them some limited access. These afrangements are something less
than secure and subject to change at any moment., Because they
are so tenuous, most firms are understandably reticent to be
indentified publicly with any criticism of the governments
involved.

But that's not because the problem is not wide spead. It
is. ﬁestrictions on foreign direct investment are formidable,
especially for the smaller firm.

In our industry in order to sell computer systems or other
high technology products to customers overseas there nust be a
commitment -- made by us -- to provide service and maintenance
for the products we sell. We must have the ability to establish
local subsidiaries for these purposes. It is-for this reason
that we view investment and trade as two sides to the same coin,
Their interaction is vital since they provide mutual support for
each other in world competition. The ability to invest in
manufactu;ing, sales and service operations is ; primary vehicle
of trade today. - ..

Por young companies, the most onerous of these ;re
restrictions on our ability to establish local, majority owned
sales and services subsidiaries that we can manage properly. 1In
an increasing number of countries, we cannot now establish such

subsidiaries unless we are willing to surrender majority
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ownership to a local partner, and hence, our control over the
operations, and over our technology which we developed at great
expense. The ability of an American company to take advantage of,
business opportunities in a rational and timely way is limited if
it has approval for such actions. The majority owner may have no
interest in our knowledge of the business and may be unable to
a;preciate the dynamics of the situation as they arise.

There are a host of other restrictions on foreign direct
investment, including export performance requirements, demands
that a certain percentage of the final product contain materials
or technology that is "sourced" locally, requirements that the
foreign firm transfer the technology or "knowhow" either
immediately or after a certain period of time, requirements for
local training and conduct of R&D within the host country, and so
on. In combination, these resktrictions make it unattractive for
U.S. firms to invest. Unfortunately, in many cases a decision
not to meet these demands may deny a U.S. fitﬁ from fully
participating in these markets.

Mr. Chairman, companies such as AEA represent are not out
simply to take advantage of an economy, and then exit without
leaving anything behind. We are interested in complete, long
term involvement in those economieg, which means realistically
contributing to the local infrastructure and technology base.

But these contributions flow naturally from the demands of our
business. They cannot be dictated by government fiat. We have a
mutual interest which can be met only by allowing a competitive,

fast-moving business to be managed like one.
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With these kinds of problems in mind, we strongly support
legislation that would mandate and authorize our negotiators to
seek bilateral and multilateral agreements to¢ reduce the trade
and capital flow distorting effects of such investment
‘restrictions. In the short term, bilateral trecsties are the
practical solution. We would be following the practices of
FPrance, Germany, Japan and others in doing so. The ;onger term -
objective should be multilateral solution, based on the numerous
bilateral arrangement that could provide the necessary momentum
for new international rules.

We also welcome expansion of the President's authority to
respond under Section 301 if such negotiations are unsuccessful
and such practices continued unjustifiably and unzeasoﬂably to
burden, restrict, or discriminate against U.S. negotiators
presently having iittle leverage in this area. Presidential
authority to respond would provide an apg:opr}ate and‘needed
bargaining tool. .

INVENTORY OF NTBS TO PRODUCTS, SERVICES AND FOREIGN INVESTMENT

AEA supports legislation to require the USTR and the
Commerce Department to develop an inventory of the major non-
tariff barriers abroad to U.S. product and service exports, and
foreign direct investment. We also support provisions that would
require periodic reports to the Congress on the steps the United
States Trade Representative has taken, or plans to take, to have
these barriers reduced or eliminated.

CONSISTENCY WITH THE GATT

Since the creation of the General Agreement on Tariffs and

Trade (GATT) the United States has taken the lead role in efforts
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to persuade our trading partners to adopt the GATT's basic --
multilateral principles of national and most-favored-nation
treatment, ‘and thereby reduce world barriers to product exports.
In asserting this leadership role, Congress has deliberately
chosen to lead by example by passing trade laws to mirror those
of the GATT; I think that it is fair to say that without the U.S.
commitment, there would be far more trade barriers abroad than
there are today.

AEA believes it is absolutely vital that the United States
not abdicate this leadership role. Any action that would
compromise this role would likely lead to greaker barriers to our
product exports. ‘There are many countries which would welcome an
excuse to b;nd to domestic pressures and erect new import
restrictions. There are others which might well feel compelled
to retaliate if United States legislation were to affect exports
negatively. And chances are good that our strongest, most
competitive, exporters would bé the ones to bear the.brunt of
either reaction. The negative consequences for jobs, income and
related tax revenues could_be enormous if this were to occur.

The GATT currently provides for reciprocity under mutually
agreed procedures and rules. AEA supports that process. AEA
therefore would support legislation which would reinforce the
U.S. commitment to that process. We onld thereby support it;
continued use in assessing whether a given country or group of
countries is measuring up in an overall sense, given the specific
circumstances, to its trade agreement or GATT obligation and
responsibilities and thereby be eligible for future U.S. trade

concessions.
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AEA opposes legislation that would allow unilateral
retaliation or require bilateral “reciprocity"™ outside the GATT
on an industry sector or product basis. Such legislation would
fly in the face of GATT principles and obligations, and would
invite protectionism and retaliation here and abroad.

We must aggressively enforce abroad our trade and investment
rights and interests. We cannot afford to abdicate our
leadership for free and open markets for trade and investment.
We must be aggressive at home in resisting the temptation to
raise trade barriers. And we must be forward-looking and see to
the needs éf our strongest industries before the weight of
barriers abroad become so heavy as to be politically too
difficult to eliminate. Viewed from our perspective, we no
longer have the luxury of time. We need legislation and policy

that addresses these objectives now.
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I applaud once again the emphasis placed by the Adminis-
tration and many members of Congress on the need for other
countries, especially the most economically advanced, to re-
move barriers that unfairly obstruct access to those markets
for U.S. goods, services and investment. However, it is once
again my view that neither the Administration's trade-policy
agenda nor the trade bills that have been introduced in Con-
gress adequately address the nation's needs in this regard.
S.144 (The Reciprocal . Trade and Investment Act) is currently
the centerpiece of these efforts on Capitol Hill. The bill's
major provisions include bringing services and investment within
the scope of the President's authority (Section 301 of the Trade
Act of 1974) to retaliate against unfair foreign practices deemed
harmful to our country's international business interests. The
bill would authorize negotiations to secure fair, open access
abroad for U.S. services and investment, and for U.S. high-
technology products per se. Such legislation may strengthen
procedures and political will for seeking equity for American
goods, services and inveatment in foreign markets. But the
bill tends more toward retaliation against allegedly unfair
impediments -- as a device to get these barriers removed,
though possibly counterproductive -- than toward steady, sub-
stantial progress toward freer, fairer international commerce
on a truly reciprocal basis. Nor are the bill's provisions
for securing fair treatment abroad for U.S. services and capital,
respectively, likely to produce substantial benefits for the
United States without a comprehensive free-trade initiative
(not now on cur natiocnal agenda) embracing all forms of inter-
national business. The highly touted effort to achieve recip-
rocally lower barriers to trade in high-techmology products
suffers similar inadequacy.

The support this bill has received from the A;iministration
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and much of the "liberal trade” community seems based, in large
part, on relief that the protectionist dangers in previous
versions of this bill have been lessened, and perhaps on the
hope that such legislation might defuse attempts at blatantly
protectionist legislation. If nongovernment supporters of this
bill (including the Business Roundtable, the National Associa-~
tion of Manufacturers, the Chamber of Commerce of the United
States, and the Emergency Committee foxr American Trade) seo

this bill as constituting an adequate trade strategy for the
1980's, they corrcborate the seriocus inadequacies I detect in
the liberal-trade movement. Liberal-trade organizations which
to date have not given this bill their support (e.g., those
representing importers, retailers and consumers) are themselves
delinquent in their grasp of the foreign-economic and domestic-
economic strategies that should top our national agenda in this
policy area. If, as the U.S. Trade Representative has said,
this is the most difficult time we have faced in international
trade policy since World war II, then this is a time for much
more than the Adminigtration is seeking, than anyone in Congress
is seeking, indeed more than the liberal-trade community (almost
without exception) is seekxing to address this critical problem.

The Administration has no strategy for rapid, far-reaching
progress toward a truly open world economy. It has a loudly
proclaimed free-trade stance, but not a free-trade strategy.

Its plans fall far short of the dramatic initiative needed to
save the world economy from the desper protectionist pitfalls
into which it may slip during this perilous period for all
countries. The other contracting parties of the General
Agreement on Tariffs and Trade may not be ready for anything
more than "work programs® on longer-term issues and reviewing
implementation of the fair-practice codes nagotiated in the
Tokyo Round. But the United States should not lower its sights
to the lowest common denominator. S5.144, however, does not raise
the world's sights, or our own, high enough. It is not even
well-calculated to advance the limited goals for which the bill
is designed. The United States needs to raise its own sights
and those of the world to the need to seek, with deliberate
speed, the freest and fairest international econcmic system --
indeed reciproaity through negotiation of a free-trade
charter (embracing goods, services, investment, etc.) with as
many industrialized countries as wish to join us in this venture.
There would have to be special privileges and commitments for
underdeveloped countries in their relations with the free-trade
area. Once one or more advanced countries negotiated such an
agreement with the United States, all would do so sooner or later.

1 Not \ Reciprogit

S
wWhile much more can ‘and should be done to advance the cause
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of true reciprocity in the sense so assiducusly nurtured with
such rewarding results in the last half-century, the least we
can and should do is resist a revisionist redefinition that
would set in motion bilateral, trade-restrictive reactions
(and counter-reactions) to the alleged failure of certain
countries to permit U.S. access to their markets substantially
equivalent to their access to the U.S. market. This concept
of reciprocity, while possibly inducing some liberalization

in certain cases, runs the general danger of ratcheting import
barriers higher not lower, and the level of world trade lower
not higher. Thes U.S. economy could hardly benefit from bi-
lateral reciprocity maneuvers that (a) sock American consumers,
(b) sacrifice import-dependent and export-dependent American
jobs in the wake of retaliatory or emulative reaction abroad
to U.S. import-restricting tactics, and (c) suppress the
beneficial effects of freer imports on U.S8. productivity and:
overall competitiveness. Such results would do little to
“foster the economic growth of, and full employment in, the
United States” (a prime objective of S.144). -

The champions of "reciprocity" should want reciprocity.in
its finest sense. If so, totally free trade, fused with totally
fair trade (including rules for ensuring fair exchange rates)
should be the length and breadth of their perspective. 1If
indeed the objective of reciprocity is fairness, attention
should be given to the fact that the most far-reaching progress
toward totally fair trade will not be achieved unless impelled,
in fact compelled, by negotiated removal of all discriminatory
impediments to international commerce in accordance with a
realistic timetable (permitting strictly controlled departures
to help desal with unforeseen emergencies). No reciprocity bill
now in Corngress could possibly ensure significant progress toward
this concept of optimum reciprocity and consummate fairness in
international commercial relations.

Senator Glenn (a cosponsor of S.144) has said: "We can no
longer afford to pursue the ideal of free trade unless our
trading partners are willing to reciprocate.” 1If this be so,
and since our own practice in this policy area falls substan-
tially short of our preaching, we should invite our trading
partners (at least the economically developed countries) to
join with us in negotiating a charter that, at long last,
programs totally free and totally fair international trade.
Senator Danforth (the initial advocate of 8.144, and of a
similar measure in the last Congress) has said: *It is time
for us to embark on a comprehensive effort to assure fair
treatment for American exports in foreign markets. The Recip-
rocal Trade and Investment Act is designed to do just that.”
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If it is time to take long strides toward fairness, indeed

{(as we should) toward the greatest possible fairness, then
this bill is a poor vehicle. There will not be a contract

for completely fair international commerce without a contract
for completely free international commerce. Senator Danforth
says that S.144 is needed (spurring retaliation aguinst sub-
stantial and unfair barriers to U.S. access to foreign markets)
because U.S. import concessions have not been reciprocated by
our major trading partners, putting us "in a weak position to
bargain for mutual concessions by other countries, for there
are few American import concessions left to trade away for
market access abroad.” His legislative remedy, reviving a
protectionist ploy I can remember frca decades back, would
not achieve the reciprocal, equitable market access he says is
his aim. It would be more likely to ratcaet barriers upward
and muddy the channels of international discourse on how to
achieve truly reciprocal, increasingly fresar international
commerce. R

Senator Danforth has said that to secure bilateral equity

*“the United States must be prepared to force the issue," seeking,
not necessarily rigid sector-by-sector, product-by-product equal-
ity, but the requirement that "other countries play by the same
rules we observe,” and to achieve this without violating trade
agreements. However, notwithstanding his contention that exec-
utive action under this legislation would be discretiocnary with
the President ("the bill strengthens the Adminiatration's hand
without forcing it"), the new conception of reciprocity (if in
fact it can be reconciled with existing U.S. trade agreements
and if in fact it is meant to be enforced) would engender poli-

-tical pressures and government actions harmful to the objective
of freer and fairer international economic relations.

How is bilateral reciprocity to be measured? By what stan-
dards, and whose standards? 1Is each country free to decide re-
ciprocity, and act on this assessment, in any way it chooses?
What assurance can there be, and how enforced, that whatever
standards are used will be applied indiscriminately and with
equal intensity to all countries? Instead of forcing the issue
of equity in trade relations, might we not shoot ourselves in
the foot -~ or worse? If negotiation of the free-trade charter
I an advocating, and the optimum in multilateral reciprocity
which this would engender, seems a fanciful, formidable under-
taking fraught with unlimited complexities, how much less form-
idable, more manageable and mcre helpful would be a train of
trade-restrictive actions and reactions under—the rubric of
bilateral reciprocity projected by bills like S.144? -
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Dealing with Japan

There is an urgent need to change attitudes in Japan and
elsewhere concerning international trade -- to persuade these
countries to give as much attention to removing import impedi-
ments as they give to expanding exports. Referring to Japan's
attitude as partly to blame for the current confrontation over
that country's import policies and practices. one commentary
noted that "the biggest barrier to (Japanese) imports today is
a state of mind," and that pressures to get it changed have
brought Japan and the West "to the edge of a mutually destruc-
tive trade war." This state of nind, I believe, may be trace-
able in part to something bordering on parancia in Japan over
the country's poor endowment in fuel and raw materials and its
overall economic vulnerability in a highly uncertain, undepend-
able world econcaic environment. Bills in Congress to persuade
Japan to be more cooperative seem thus far of a kind that would
only aggravate the troublesome Japanese state of mind. As will
the threats of Congressional protectionism emanating not only
from Congress but from various quarters of the Executive Branch.
High-level officials of the Department of Commerce in particular
(in various administrations including the current one) have
pursued this tactic as if it had been mandated by their oaths
of office or prescribed by administrative manuals for their
respective posts.

Japan and other countries should be more sensitive to our
country's pleas for as much fair play in access to their markets
_ as we accord them in our market. But we should be more sensitive
to the danger that, if we force the issue in the wrong way, harm-
ful retaliation and emulation in trade policy may not be the only
result. The U.S. image as an ally and a leader might be tarnished,
with implications that far transcend international commerce. We
could conceivably get much more cooperation from Japan if we sought
that country's participation in a free-trads charter than is likely
from the kind of pressure the United States has used so often in
&Il“.t and is envisaged in the current pattern of "reciprocity"

8.

, Such an initiative would entail programmed removal of bar-
riers our own country imposes and to which other countries take
serious exception. The fact that Japan and other countries re-
sist U.S. requests for removal of their barriers and other trade
distortions may have much to do with a shortage of credibility
in America's protestations of devotion to free trade. Our own
resort to import restrictions on many products, and most recently
our pressure on Japar to curb its exports of automobiles to the
United States even though imports did not cause the severe prob= -
lems of the U.S. automobile industry, have not done much for our
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image as champions of free trade.
Secto iprogity or Harmonizat

Except in special situations and pursuant to carefully
defined standards, sector-by-gector reciprocity is foreign
to ‘any reascnable, practical and responsible concept of
internaticnal-trade reciprocity. However, with most countries
moving inexorably and in many cases rapidly toward increasingly
more sophisticated forms of econcmic development, there is
growing need for narrowing and ultimately removing the dif-
ferences between the barriers which at least the more advanced
countries impose on imports of various products; especially
manufactured goods. The best known example of proposed sector
harmonization is txade, services and investment in the field
of high technology. Bills to this end have been introduced
in Congress. 8.144 is such a bill. There are many less
exotic instances where sector harmonization (aiming at free
trade in these areas) is an idea whose time has come. Steel
is an example. The U.S. steel industry has often said it
would do well under conditions of free and fair trade on the-
part of all producing countries (certainly the most significant
producers). Other industries have made similar claims. We
should undextake negotiation of such arrangements, includin
carefully drawn rules to ensure fair international competition
in these products, and backstop such initiatives with redevelop-
ment strategies in the respective industries.

However, the prospects for much progress toward free-and-
fair trade 'in individual sectors seem dim except as part of a
comprehensive free-trade charter under which optimum reciproc-
ity for each participating country in goods, services and
investment, respectively, and across the whole range of inter-
national business dealings, may be ensured.

Conclugion reqgarding S.144

There are parts of S.144 that merit support. These include
authorization for negotiations to achieve equitable market access
in services, investment, and high-technology business per se,
although substantial progress in these fields (individually .-
collectively) is not likely outside the framework of a free-
trade charter embracing all forms of international commerce.

No bill in Congress or statement by the President projects such

an objective. I shall not allow my advocacy of the atrategy

proposed in this testimony to deter my support for measures less
ambitious. Half a loaf may be better than none at all. However,
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I have reached the conclusion that S.144 is conceptually not
acceptable as even half a loaf.

Besides encouraging political pressures and executive and
congressional maneuvers that seem likely, on balance, to in-~
crease trade restrictions, and besides its shortcomings with
respect to the new negotiations it authorizes, such legislation
-= gotting the tone and the scope of U.S. trade policy for many
Years to come -~ would divert the energies of government from
what urgently needs to be sought in this major policy area.

The United States needs to get tough in trade policy, but in

a way that reveals toughmindedness about the objective at which
this nation and the world economy should aia and hcw to make it
politically palatable at home and abroad. Without a dramatic
strategy of such proportions, the danger of slippage into deeper
protectionism is considerable.

If Congress insistas on passing the likes of S.144, I urge
at least the following amendment: that, in estimating the trade-
distorting impact on U.S. commerce of foreign policies or prac-
tices impeding U.S. business, and in retaliating againat such
barriers or proposing legislation to counter tham (Sections 3
and 4 of the bill), the President should be required to assess
the cost to the nation of any such countervailing action and
make such estimates public.



