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RECIPROCAL 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
(chairman of the subcommittee) presiding.

Present: Senators Dole, Danforth, Heinz, Bentsen, Long, and
Bradley.

[The committee press release announcing the hearing, prepared
statements by Senators Danforth, Heinz, Grassley, and Boren
follow:]

(1)
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Prnss Paleasp No. R3-lCF

FOR IMmJeDIATE RELEASE UNITED STATES SENATEanuary 28, 1983 Committee on Finance
1983Subcommittee on Internatiofial

Tiade
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 Office Building.

Senator Danforth indicated that this bill is essentially the
same bill as S. 2094, reported favorably by the Committee on
Finance during the 97th Congress, Senator Danforth stated "tha&
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 requirements requested by the President in
the state of the'Union address."

Requests to testifX.--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 '5e
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.--S'ator Danforth.urges all witnesses
who he a common -wo have the same general interest to
consolidate 0*0i-V'e-_ ifony and.,designate a single .iCeirnao.-.to..
present.Qyn'r comtd6n..vievpornt orally to the Subcommittee. This
procedure will'enable the Subcommitt-ee:to receverv-vi.dew-
expressionlof views than they might'otherwise'-obtain. Senator
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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 bn S.144, The R'ciprocal

Trade and Investment Act. Senator Bentsen and I introduced this legis-

lation on January 26. To date, 32 other Senators have joined us in

cosponsoring the measure.

The Reciprocal Trade and Investment Act is designed to increase

American exports and export-related jobs through stronger enforcement

and expansion of domestic and international rules dealing with foreign

unfair tradepractices. It is intended to move us beyond the largely

rhetorical approach that now characterizes our efforts to achieve

greater market access--into a straightforward mechanism for sorting

through and dealing with thpse foreign actions.

The legislation is the product of extensive consultations last

year in the Congress and discussions with the Administration, labor,

and the private 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 Senators Bentsen, Roth, Chafee, Bradley,

Heinz, Symms, Hart and Inouye.

Although some of these bills employed the term and the concept

of reciprocity more emphatically than others, they shared a common

denominator--namely,,that the United States must do %ore to expand

its access opportunities in markets overseaS. I believe the sponsors

of the legislation under consideration share a conviction that the

United States must seek nothing more, and nothing less, than the



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--namely, the maintenance and expansion 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 agreements 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

high technology industries as a result of government intervention

that distorts international trade in such high growth sectors.

Overall, the bill is designed to liberalize 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 the 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 Congress would include major

foreign, barriers and distortions to U.S. exports of products (in-

-cludfng agricultural commodities), services and investment, includ-

ing estimates of their impact on the U.S. economy and efforts to

achieve their elimination.

It is my expectation, and that of others involved in the evolution

of this bill, that the annual reports will be used 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 beyond

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 retaliate against foreign unfair trade practices.

In this regard, unfair trade practices for which relief is

available under U.S. law would be broadened to cover performance

/ requirements and other trade-distorting barriers to investment, as

well as violations of intellectual property rights.

Foreign barriers not removed through negotiation or enforcement

of the'GATT (General Agreement on Tariffs and Trade) could be offset

by the United States through withdrawal of prior U.S. concessions,

imposition of duties and other restrictions available under present

law as clarified by this legislation. Where U.S. retaliatory options
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are not currently available to the President, he would be given

new authority to propose legislation which would enjoy accelerated

consideration by the Congress.

(3) Finally, the legislation 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 ef~ots 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.
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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.

I 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 protectionist acts by

foreign governments 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 showed so little interest in making

the institution, GATT, 'work to deal with the problems of the 1980's.

Coping with the many changes taking place in the international

marketplace demands a dynamic and resilient 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 private sector experts

have recently issued this same call.
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A new Bretton Woods, however, is probably flar away. In

the short term we have to try to solve these problems through

existing channels - unilateral, bilateral, and multilateral.

That urgent challenge will constitute the Finance Committee's

trade agenda for this year.

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

Its purpose,-simply put, is to give our administration more

leverage in opening other nations' doors and in persuading

them to accept GATT obligations.

During the multilateral trade negotiations in the late 1970's,

we made substantial tariff concessions, largely in return for

agreement by others to accept increased discipline over their

behavior in the international marketplace. The MTN talks adopted

a Subsidies 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 members. Accession to

these codes represented promises to behave and to operate 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 multiplying - the most recent and dramatic example

being the over 150 complaints filed by the domestic steel industry

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. exports are also multiplying. Only two weeks

ag6, for example, I learned that the Government of Taiwan has
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completely banned imports of soda ash since early last year, in

violation of both general and specific trade agreements with

us. We have had a similar soda ash problem with Janan.

Indeed, it has been the Japanese that have been the

primary culprits in the race to close markets, using everything

from outright quotas, such as 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 aluminum baseballat industry, which is well known

to most Senators. Currently, in the high technology sector the

Japanese are pursuing the same kind of anticompetitive 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 bea 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 mandatory retaliation, but

through flexible, discretionary authority that is intended to

be carefully used.

It is that latter point that is most important. We have

to prove we are serious after years of losing our credibility

in negotiations. That may necessitate acting tough once or

twice. But it's already been amply demonstrated that talking

tough is not enough.

I am aware that there are those who believe this bill is

too weak and who ha,'e blocked its progress for that reason. I

share the view that the bill could be strengthened, but I
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challenge its opponents to come forward with concrete sugetions

for chang.e. 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 will move rapidly to

markup and that those who would be critics of the bill will

instead work with us to develop a version we can all support.
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STATEMENT OF

SENATOR CHARLES E. GRASSLEY

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

February 4, 1983

The concept of trade reciprocity cen be a tool to open new markets or it can

be used negatively to erect barriers on a sector by sector or product by

product basis endangering the world trading system as we know it. Senator

Danfbrth's careful drafting of this bill has addressed these ,issues and

resolved them in such a way 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-

quired to identify the avts, policies, and practices which constitute significant

barriers to or distortions of U. S. experts of goods (including agricultural

commodities) or servicqa, and U. S. foreign direct investment. In addition

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

The additions to Section 301 are particularly significant. The expansion

of. the grounds.Zor bring a Section 301 action are very important to my

constituents. Critical to this expansion 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 violation 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 important 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 compromise on the part of all nations. We must

undertake this process to guaranteee the future of our world trading system.

The enactment of this bill i a good place to begin, and that's why

I am pleased to be a cosponsor.,# \
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STATPIENT BY SENATOR DAVID L. BOREN
SUBCOM ,TTE"- ON -INTERNATIONAL TRADE
FRIDAY, FEBRUARY 4, 1983

I commend Senator Danforth and Senator Bentscii For re -

introducing the Reciprocal Trade and Investment Act. As a co-

sponsor of last years "Reciprocity" bill, I have long supported

the philosophy behind this legislation. Although not as assertive

as I would like, this bill would provide a significant iincentiv'e

to our trade partners to cease and desist, in their perpe-tuation

of trade barriers to U.S. exports.

Certainly the most transparent example of contrived and

unfair trade barriers is Japan. The report issued last Novcnibcr

through the office of our Trade Represehtative, Mr. Brock, outlined

the elaborate and sometimes bizarre tools the Japanese use to

obstruct the exports of-other nations.

Beef producers in _my home state of Oklaho-u are ext,'emely

discouraged by the maze of import quotas, high tariffs, and other
assorted practices the Japanese utilize to protect their

highly inefficient 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 buschall kats. At the same time, the Japanese

exact us to expand our very reasonable auto import levels in the

m'idst of a deprt ;sion in our own auto industry.

The double standard must end. This reciprocity legislation

should help us convince the Japanese, and other nations that

unfairly impede the flow of trade, that the barriers they construct

are . nterproductive to the goal, which is to our mutual benefit,

of expanding world trade.

Of course, our considerable trade deficit with Japan was

- 1-994 0 - 83 - 2
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not created solely by the trade barriers tht.-y illpo.sv. 1-o1., I101,c.,

period of time, the Japanese yen has been sipniiiic:,:l \ v ilrn,1 ',

It has begun to pick up in recent months but tilc 1':,e C :1,1:.t% .J1111,

this has given them has heen enormous. There ha% c I n t i n, I i A ii '

that the Japanese intend to push for lower interest iates tc.-

encourage growth in their-own economy. This would enable them to

combat unemployment but would also serve to lower the value of" ifiL

allowing Japanese goods to become even cheaper hro;ad. We ca'nnol

allow the Japanese to maintain a low unemployment policy at CLIF

own expense. The provisions of this bill dealing with direct fori-,ii

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 eliminatt,

import duties on 47 farm commodities and 28 industrial goods anid

to expand quotas for several agricultural items. This did not

divert our attention away from the fact that high quality U.S. becl

and U.S. citrus products were not included in this list of trade

measures. I should remind our Japanese friends that 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 certainly

would be met with a presidential veto. The issue I want to raise,

though., is where the votes would come from to defeat an override

of this veto. A considerable number of votes would have to come

from individtials representing i)ccr and citrus proticing states. I

just want the members of the Japanese task force on trade

barriers to think about this before they issue their

recommendations 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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position. Certain domestic industries are targeted by thk' .1ui,,:, k

for preferential treatment, designed to tlIrnuu 1 In r c\- 1i I

.competitiveness. Their government provides )rote't ion frovi ini ,

research and deve]opment support, a.. well i a ,kii, h , A 1 It ' r

itself. This has allowed the Japanese to become v.xtremely co %Lp t.

in certain sectors such as electronic and data pt, cessir.g. In

response, we should modify our antitrust laws to permit U.S. firms

to pool research and development to meet these .lIap:,nce X'cuIlurt-.

head on.

The Japanese have generated an unnecessarily large amount

of ill 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 rhetoric and

very little action has resulted. My patience has been exhausted.

We need a substantive tool to ensure that America's rights, in

the international trade arena, are no longer violated. The

Reciprocal Trade and Investment Act would assert our determina-

tion to stem practices which exploit "the openness of the U.S.

market and serve to limit the flow of international trade.

The expansion of world trade brought about the worldwide

growth in prosperity since World War 11. Maintenance of an open

trading system must be our ultimate goal in this process, but we

do ourselves do favors by allowing various trade practices to go

unanswered. At this time, when export growth could contribute so

dramatically to our economic recovery, we must hive a mcans 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 DAiNFORTH. 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 can move rapidly to markup and to the floor and get this bill
passed.

Senator DANFORTH. 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.

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

mmittee 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 I 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 systeln.

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 Ministeial 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-
quired 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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Statement of Ambassador William E. Brock, III

United States Trade'Representative

Before the Senate Finance Committee

Subcommittee on Trade

February 4, 1983'

I am pleased to appear before you to express the Administration'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 am happy Senator Danforth has reintroduced it in the 98th

Congress.

Fair and equitable market opportunities for U.S. investors

and exporters of merchandise and services continue to be d goal

of this Administration. The intent of the legislative proposal

before this Subcommittee is not only consistent with, but is a

reaffirmation 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.
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In short, it is our policy 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 accepted

international framework of the General Agreement on Tariffs -

and Trade (the GATT).

History has shown that no nation can long sustain public

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.

The failure of past efforts to tackle some of the most

restrictive practices affecting world trade, particularly in

the areas of services, investment and high technology goods

is the cause of increasing frustration for U.S. exporters, the

Congress and the Administration. This frustration undermines

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. 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 e.ill 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 cur 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:

In contrast to trade in goods, there are no meaningful

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 surrlus

-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
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to our trading partners the United States' resolve in seeking

equitable 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 addition, the annual report on significant trade barriers

required of my office would 'enable the private sector and Congress

to work with the Administration to establish on a continuing

basis priorities for U.S. trade policies.

Tools to Ensure 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 investmen~tpol.icies

strongly affect trade patterns. As the world's largest inter-

national investor, we in the U.S. cannot fail to recognize the

importance of this link.

A strong U.S. international investment policy should aim

V toward reducing, or eliminatingwhere 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. In

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 that the provisions of S. 144 offer the U.S.

some 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, we 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, our 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

flows, 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 from

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 believe that the provisions of S. 144'relating

to international direct investment issues offer important

tools for carrying out 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

High Technology goods and services are essential to our

economic development, industrial competitiveness, and national

security. As international competition in high-technology

industries becomes more intense, there is evidence that the

competitive position of U.S. high-technology industries is

%eroding.
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Although there was agreement from all parties at the

GATT 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 give the President authority to negotiate

the reduction 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 the 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 goal



27

of this Administration. I would like to reiterate my strong

oppsition 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 independent 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 primar and 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.

Conclusion:

As we explore the issues raised 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.
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The challenge before all of us is to develop and

implement a U.S: policy aimed at increasing reciprocal

market access with our trading partners without tearing

down the present international 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 endorsement.

I look fo-rward 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 identify-
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-
thing at 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.

Senator 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 ithas 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 agenda, 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 sule 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 I 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 this 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 B SEN. 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?
Senator DOLE. Ambassador Brock, you are headed for Japan,

right?
Ambassador BROCK. 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-
try.

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. I 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 otr approach on
this problem. I thiik 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 lad are informal discus-
sions.

It's pretty difficult, when we tire 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 agreement. 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 BROCK. Yes, sir. Under the l8w, 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 proceeding 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 DOLE. 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 might 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 negativeimpct 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 with
other producing countries, and that's the only point I make.

We are in a period now where farm 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-
migration 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 agriculture-we are looking at blended credit pro-
grams and a number of other things the President is supporting-
but 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 LONG. 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." I.
am very much a reciprocity guy, Ambassador Brock, and I'm sure
you are familiar with that dating back to the days when you served
here on this committee.

I sat here when Bob Kerr vas 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 either 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 Ameriban auto-

mobile, for example. They think we ought to buy from our own
people.

This 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 stepped 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 experience in dueling so that
he was standing behind a tree himself when he turned around.

L 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 otht r countries make a profit at it by vic-
timizing our country and our workers and our industries by chisel-
ing on the game, this country winds up the loser.

I 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 t
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 example, 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 way 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 om all that just never occurs.

Now, I hope that you r o ize and that you are proceeding on -
the basis that if people find wa, tte ov they do it, to sell
in our market at a big profit and are do ng velr well indeed Iat 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. I
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 cases. We have had no rules interna-
tionally on services or investment at all. This bill clearly gives us
the authority 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 GATI'
[the General Agreement on Tariff and Trade].

My reaction to all of that is, they are violating that agreement in
so 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 steel,& 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 people 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
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happen. After 6 or 8 years fooling around, traveling back and forth,
talking to all those people over there, they will be back to where
they started out, and if they are going to get any action they are
going to- have to raise enough hell with the Government that the
Government 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.

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.

There 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 disadvantaged by predatory 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 LONG. Well now, Mr. Brock, we ve got some things that
are in the law already and in these agreements 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 provide 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.

When 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-
edto 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

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 to-take 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 indeed by something
that might not be good for the American people as a whole.

Ambassador BROCK. I have a different attitude. I think what's
good for America is good for General so-and-so. I think that's the
way we ought to put it.

Senator 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
need long-term contracts for the sale of products-grains in partic-
ular.

Technically, you are certainly correct; we can sell them without
-long-term 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 BROCK. 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
there, and increase that production, invest that capital, and get it
back.

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 disagreement. 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 BENmSEN. Thank you, Mr. Chairman.
Senator DANFORTH. Mr. Ambassador, this bill is substantially the

same as a bill that wa 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 adage 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 BROCK. You have the endorsement; let's roll. Thank
you, Senator.

Senator DANFORTH. Thank you very much. Good luck in Japan.
Ambassador BROCK. Thank you.
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RESPONSE TO QUESTIONS FROM SENATOR MITCHELL

I would like to ask you about two features of the antidumping and
countervat..ing duty laws that have been identified as especially costly. The
first is judicial review. The 1979 Trade Act substantially increased
opportunities for court review of preliminary 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?

Background

Prov'ions for judicial review were included 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 Agreemets Act, in 1978 and 1979, less 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 of litigation before the Court of International Trade. Fewer

Commission investigations have resulted in litigation than those from the ITA;

currently 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 appeals on their merits. Since the Trade*Agreements

Act, the only Court of International Trade eases which have been finally
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resolved are those cases concerning access to or treatment of confidential

information and other procedural questions. All 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.C. section 1516a(a)(1)

provides for judicial review of negative preliminary determinations. No

judicial review is allowed for affirmative preliminary determinations.

Because a negative preliminary determination by the Comission 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 advantage to a petitioner represented by review of negative

preliminary determinations is that an appeal lies at the soonest possible time

after a final agency resolution of the investigation. The statute has

provided for a streamlined review process that presents no real disadvantage

to the petitioner.

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

court rather thin an appellate court?

Appeals from Title VII investigations are taken to the United States

Court of International Trade. While the Court of International Trade serves

as a trial court for customs matters and other types of cases, it serves a

purely appellate role when reviewing Title VII cases. Consequently, with
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respect to Commission litigation, the Court of International Trade does not

function as a trial courts

After a Title VII investigation has been concluded in an appeal before

the Court 9 f International Trade, a second appeal may be taken from that

disposition to the United States Court of Appeals for the Federal Circuit. A

final level of appeal is available to the U.S. Supreme Court from the Circuit

Court of Appeals; however, it is extremely unlikely that the Supreme Court

would grant review of a Title VII appeal.

The main advantage to a party from the two-tiered appeals/process is that

it provides a second opportunity for review of a Commission's determination.

This advantage, however, is tempered by the fact that a second appellate

review addo siniicant cost and substantial time to a final resolution of the

issues arising from aA investigation. The fact that no Title VII appeals have

reached final disposition on their merits suggests that the cost and timi for

Judicial review may be disadvantageous in the review process.
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A second aspect of import relief from unfair practices that is es, cially
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 statutes 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, either in the petition or in the investigation conducted by
the ITC?

Yes, the standard for preliminary injury determinations and the procedures

,followed by the ITC in conducting preliminary investigations could be changed

tq reduce the cost of these investigations to 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 its countervailing duty investigations and in 29 percent

of its dumping investigations, within 45 days after the petitions were filed.

These negative determinations have resulted in the termination of these investiga-

tions and have saved both the petitioning firms, the respondents, and the U.S.

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

these weak-cases for an additional six to 12 months at Commerce and the ITC. In

addition, trade in tjie articles subject to these investigations is not adversely

affected for an extended period-of time'because of any uncertainty about the

status of affected imports.

There are changes that could be made'in the amount of information required

of the domestic industry 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 Commission would find it difficult to make a negative

determination in preliminary investigations unless it had a solid record on which

to base its determination. Furthermore, a negative preliminary determination would

be subject to court reversal if it werebased on an inadequate record.
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I would like to ask a final question regarding the length of time involved
in escape clause cases. President Reagan has included a fast-track import
relief process-fear perishable products in his Caribbean Basin Initiative. Do
you think such a system could be established for escape clause cases in
general and extended to other product areas

We do not believe it feasible to establish a fast-track import relief

process for all iscape clause cases that would be similar to the one currently

followed in investigations under Section 22 of the Agricultural Adjustment Act

or' the one proposed in the Caribbean Basin Economic Re.overy Act. In these

tpvestigations the Searetary of Agriculture, whose department gathers

extensive data on agricultural crops and agricultural markets, ts in a

position to make an Informed judgment on the need for emergency import relief

for-producers or growers of the products in question. The President Can then

- Implement this emergency relief while the Comission proceeds with its

investigation. If the Commission makes a negative determination the emergency

relief is terminated.

It is not apparent thal producers of manufactured goods are as vulnerable

to surges in ikports as are growers of seasonal or perishable agricultural

products. Thus emergency Import relief, which could have a disruptive Impact

on trade in nonperishable items, should be used in only extreme cases. In

addition, there are only a-limited number of U.S. indus ries for which data

comparable to that maintained by the Department of Agrit lture on farm

products are available. Thus, the ability to make an informed judgment as to

the need for emergency relief would be much more difficult when examining

these nonagriculture industries.
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Senator DANFORTH. Next we have a panel: Merlin 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' 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.
There 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-
uirements 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 ado pted 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 measures inconsistent
with their GATT obligations, it is in the interest of the United
States to continue to 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 principles 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-
ateon foreign direct investment subject to appropriate safeguards.

Z"And, 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
gcy in Canada. There, as a result of having made two acquisi-

tions in the United States, AMF acquired two U.S. companies
whidh owned going 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
law, 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.

The fourth area, which is not covered adequately 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
economy.,

Thqnk you.

Senator DANFORTH. Mr. Samuels?

STATEMENT OF MICHAEL A. SAMUELS, VICE 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-
mittee during the last Comgress and supported by the chamber
then.

The bill is a timely and positive response to the disturbing
growth of restrictive market practices abroad. At the same time, it
serves U.S. economic interests by 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-

.rity 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, alnd 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 assists 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
takes 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 supports 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 construe
S. 144 as, creating a new section 301 cause of action based only on
alleged foreign denial of reciprocal treatment.

We would also oppose efforts purportedly to "strengthen" section
301 by calling on the President to respondto unreasonable foreign
actions under U.S. law by *mirroring them; by enforcing 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-obremedy, of the circumstance of the foreign practice, and of
U.S. international obligations.

Strict reciprocity formulas are unworkable, self-defeating, apd 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 barrierF 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 fiom trade are best achieved
through the liberalization of trade practices, not by a closing of
markets totrade. 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. Thank you. Mr. Walker?
[The prepared statement of Mr. Samuels follows:]



47

STATEMENT
ON

MARKET ACCESS
before the

SUBCOMMITTEE ON INTERNATIONAL TRADE
of the

SENATE FINANCE COMMITTEE
for the

CHAMBER OF COMMERCE OF THE UNITED STATES
by

Michael A. Samuels
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1 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. The Chamber of Commerce of the United States

is the largest federation of business and professional organizations 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 improving access for U.S. business to foreign markets, and commends

Senator Danforth, along with the many cosponsors of S. 144, in their efforts

to achieve the enactment of market access-legislatioA that advances our

nation's Interest in the liberalization of international trade and investment

practices.

S. 144, the bill introduced by Senator Danforth and his colleagues last

week, essentially is the same as S. 2094, as reported by this Committee during

the last Congress. Its major features are: (1) a mandate for new negotiating

objectives 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. Trad.e Representative on significant barriers

to U.S. trade and investment; (3) a clarification of the President's authority

to take remedial action against unfair foreign trade practices, and of the
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statutory basis for such actions; (4) provision of new Presidential authority

to propose "fast track" legislation to carry out the remedies he proposes; and

(5; improvement of private sector access to remedy through USTR

self-initiation of (section 301) investigations into unfair foreign trading

practices.

The bill is a timely and positive response to the disturbing growth of

restrictive market practices abroad. At the same time, it serves U.S.

economic interests by seeking to build on the rule of law in International

correrce, rather than collapse world growth through a series of self-

defeating, beggar-thy-neighbor actions. Therefore, in the context of U.S.

trade policy, as the legislative process evolves, I also urge you to reject

ary short-sighted narket-restricting action, such as the auto domestic content

bill, which coulo be proposed as an amendment to S. 144. 1 also urge you to

reject the addition or adoption of any measure ihat 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 restrictc,s-s threatens to end the prosperity and economic efficiency

built up since tne end of World War I. 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.

We are now at a watershed in world trade. BY yielding to anger and

frustration by taking protectionist measures, the Unite6 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 United States can lead the world in building on our post-war economic

achievements.

To a large degree, today's trade problems reflect worldwide growth

problems. Slow growth shrinks world markets for exports, intensifies trade

competition, and heightens resentment among all trade competitors. Slow

growth also stifles employment and reduces the alternatives to workers in

firms that have lost competitiveness.

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

.'oreign economies. Over time, these changes should expand jobs and raise

living standards in all countries, including 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 misalignment 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.

markets. This misalignment probably is the single most important cause of the

recent decline in our trade position. %

Finally, 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

Ju.s:ified as purely "domestic" policies, many 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 change. Nor can they alone right the wrongs of

International trade practices. However, S. 144 takes the important step of

setting the right direction for U.S. 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 obiligatlons.

Where our trading partners fail to live up to their commitments, we

must assert our rights. Where the internal characteristics of their

economies, their domestic £:cnomic policies, or their cultural biases

frustrate the objectives of the agreements we have negotiated, we must go back

tc the bargaining table. Our government must take up the cause of industries

anc individual companies when other countries do not play by the

f-:c-.at~cnally accepted rules of the game. We must also pursue new

in-errational agreements to cover unregulated areas of economic activity, as

rec:a w ;r,:.e our interests.

needed

branch

Tie U.S. Chamber has in the past maintained that new legislation is not

to address inequities in market access, believing that the executive

already has tools sufficient to enforce U.S. trade rights and to secure

fair and equitable market access for U.S. products, services, and investment.

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

However, questions have been raised concerning the adequacy of section

301 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, the trade related aspects of U.S. foreign investments,

and unreasonable actions denying adequate protection of U.S. intellectual

property rights. Therefore, in the interest 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

co mi tments.

The U.S. Chamber has also maintained that, were the executive branch to

utilize its section 301 authority 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 offending government to end its unfair trade practices; (b)
"encouragement" of a favorable response by a foreign government due to the

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. concerns fair and

equitable market access; (d) reduction of protectionist pressures upon the

Congress; and (e) demonstration to the private sec r that the government

intends to defend U.S. trade rights, thereby building 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
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dental of "reciprocal" treatment. The establishment of a new cause of action

is not required, though section 301 would be improved by clarification of the

statutory 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 unreasonable foreign actions under U.S.

law by mirroring them; by enforcing a 'bilateral balancing' of trade; or by

retal eating by reflex, with little consideration of the cost to odh economy,

of less-costly alternative avenues of remedy, of the circumstance of the

foreign practice, and of U.S. international obligations.

Mirroring the unfair practices of foreign countries serves only to

import their trade and industrial policies indiscriminately. Reflex

retaliation permits foreign practices, rather than the deliberate weighing of

our national interests, to shape our economic laws and policies. 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

ConTnunity, 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 fair 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 liberalization of



53

;rade practices concerning services, high technology 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 in

services are of particular interest to the Chamber. Services have become a

vital source oF strength in the U.S. economy, and the reduction of overseas

barriers to trade in services is essential to our economic progress. The

November GATT Ministerial appears to have opened a channel for negotiation in

services, but a strong legislative mandate is necessary to enable firm U.S.

leadership in building an international framework of discipline.

Arerican service industries encounter a formidable array of barriers in

both developing and industrialized countries. In spite of the diversity of

the service sector industries, many of the obstacles faced are the same.

Also; barriers are looming over some of the rising, heretofore unrestricted,

service activities, such as information transmittal, electronic communication,-

and transborder data flows. Also, in certain service areas where
internationall arrangements once protected service exporters - for example, in

-ne commercialization of industrial property rights - tr4ditlonal protections

a rE ercg n.

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

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

clarifications are needed:

e 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'



54

hands and would also prevent services from being.virtually ignored

in any future negotiations as they were duringthe Tokyo round.

# We feel that trade barriers impeding the foreign establishments of

U.S. service enterprises in foreign countries are within the realm

of "barriers to international trade" as the term is used in

section 102. However, arguments have been made that establishment-

related issues Involve investment, not trade, and, therefore, are

not covered. Thus, legislative clarification is in order.

* Consultation by U.S. negotiators with private advisory committees is

necessary while negotiating objectives are being developed. Also,

state regulators should be a part of the preparations for any

negotiations dealing with services they regulate. The U.S. Trade

Representative (USTR) already does an excellent job of keeping in

touch with~the private sector. Still, it needs to be made more

clear thatUSTR should consult with industry and, as appropriate,

with the states, before the United States sets its negotiating

strategies or decides on methods of implementation.

T -he USTR should, through the Trade Policy Committee and its

suDco,-rnittees, have the lead trade policy responsibility for

services and the authority necessary for involving and coordinating

federal departments and agencies, including independent regulatory

agencies, in service trade policy formulation and negotiation.

Federal departments and agencies responsible for service sector

activity, including its regulation in the United States, should

advise the USTR of pending matters involving: (1) the treatment

I
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accorded United States service secto- interests in foreign markets,

or (2) allegations of unfair practices by foreign governments or

enterprises in a service sector and :,oposed disposition of such

matters. While openness of foreign country markets should be a

consideration in agency decision-making, we do not support sectoral

or mirror-image reciprocity in U.S. regulatory. proceedings or in

services trade.

* The Secretary of Commerce should be authorized in law to establish a

service industries development program designed to promote U.S.

service exports and to collect and analyze appropriate data. At

present this hat been done through executive order.

* While we believe toat section 301 is fully intended to address

subs-dies 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 helps advance U.S. basic

interests in a liberal and expanding world trade order. Expanding trade

stimu.lees gr : tn, employment, industrial competitiveness and higher living

standards in the United States. Improving U.S. trade performance .should be a

vital element of our economic recovery efforts.

U.S.'gains from trade are best achieved through the liberalization of

trade practices, not by a closing of markets to trade. Progress is made by

building on our achievements, not by destroying ter. Protection and reflex

retaliation are self-defeating. Efforts to im,;rve U.S. market access should

V
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rely on aggressive negotiating, effective enforcement of U.S. laws in defense

6f our rights and economic policies that support fierce competition by U.S.

business for world markets. S. 144 rightly encourages 'our efforts in a

positive direction.

Though the immediate results of the recent GATT Ministerial were

disappointing in some important areas. its lasting consequences will depend on

the ability of GATT's leading members to follow through with commitment to

maintain and expand on the rule of law in international trade and investment.

The U.S. role in the effort will be critical. Enactment of the market access

bill would provide a framework for strong and responsible U.S. leadership.

But market-restricting amendments to the bill coulA badly 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. WALKER. 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.
c-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 section 301 is a desir-
able effort;

And, third,*we believe it is useful to provide for major negotitions
to achieve international agreements that encourage, fair and open
trade in services, investment flows, and high technology;

And the services area is one where the U.S. Couilcil feels a spe-
cial importance and one on which they would place a special em-
phasis; 

We would associate ourselves with the remarks of the other two
organizations that appear with us on this panel. We also feel that
any reciprocity legislation must be consistent with our internation-
al obligations under the GAIT 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 I may, Mr. Chair-
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.

"I do not denigrate the Irmportance 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 morningin somewhat thesame 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
competitiveness, 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-
ly 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. trading 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 William Walker follows:]
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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

SENATE FI1N4CE COMMITTEE

Mr. Chairman and members of the Committee, my name is William Nt. Walker

- and I appear today as Chairman of the Commercial Policy Committee of the

United States Council Council for International Business. From 1975-1977, I

served as Deputy U.S. Trade Representative and Head of the U.S. Delegation to

the Tokyo Round of Multilateral Trade Negotiations. I am currently a partner

in the law firm of Mudge Rose Guthrie and Alexander.

I would like first, to congratulate the members of the International

Trade Subcommittee, and especially Chairman Danforth, for their diligent work

in promoting fair treatment for U.S. exporters, and in providing this valuable

public forum in which the views of industry, government and labor are given

due consideration. This is the second time in recent months that we have been

invited to present our view on matters relating to U.S. international trade "

and investment policy.

As the U.S. affiliate of the International Chamber of Commerc&, our

objective Is to promote the most open trade system possible, and, in our

advisory capacity with the GATT, OECO, IMF and E.C., we lave worked with
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businessmen from over 50 countries to achieve this end. We are concerned

about erosion of support of the GATT system, and the increasing efforts by

many of our trading partners to undermine its authority. These gover-ments,

alarmed by rising Imports and struggling to fight unemployment, have insulated

certain sectors from foreign competition through government subsidization,

performance requirements, currency devaluation, and voluntary restraint

agreements. All of these actions represent a derogation from the rules of

-international trade. This is the fundamental problem which the Danforth bill

was designed to address-how to induce or trading partners to abide by the

rules of the game. Put simply, the Danforth bill (S-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 is a laudable goal. U.S. Council members have scores of

personal "horror stories" about 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 where the United States

enjoys a comparative advantage.-U.S. investments are being shut out by

restrictive laws which clearly discriminate against foreigners.

Reciprotarians argue that our government must be prepared to retaliate against

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.

We are concerned that a misapplication of the reciprocity principle could

worsen, not improve our economic vitality by undermining an already vulnerable
0
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multtlater4l trading system. At the same time we realize that there remains a

need for greater, more equitable 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.

7

Nearly half of our farm sales and one-sixth of our manufacturing

jobs a e 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. in our

view, legislation 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 illustrate how

reciprocity can become a two-edged 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 It was formed in 1958, and where last year we enjoyed a $17

billion suirpTus? Moreover, it would be dangerous to seek a trade balance with

Japan as our standard of fairness, because the Europeans would certainly

pursue the same policy in regard 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 is 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 has been a. sudden and

rather belated recognition that trade relations have significant effects for

world economic activity, domestic economic policies, 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 exports and foreign -

investment. There include: uncertainties surrounding the Foreign Corrupt

Practices Act (FCPA), extraterritorial controls on exports and reexports,

economic constraints imposed for foreign policy purposes, Inadequate financing

for the Eximbank, and antiboycott statutes and regulations. In short, we have

done little 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 ambiguities in the FCPA, and increase financing for the Eximbank.

3. RECIPROCITY IS SUBJECT TO BROAD INTERPRETATION.

At present, there is no agreement oA 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. Bilateral trade

imbalances do not alone provide grounds for retaliation, although this is what

many reciprotarians argue.The GATT defines reciprocity as negotiations

undertaken on a "reciprocal and mutually advantageous basis." Broadly

defined, this is a goal to be achieved in the overall trading relationship

between countries, not a performance test for specific sectors.

The U.S. Council is 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. By

this arrangement, the aggregate benefits derived by each party are

substantially equivalent to concessions given by any other. We would agree

that our goal should be to ensure "substantial equivalence" by moving our

trading partners to a level of market openness more similar to our own. This

can only be done through the liberalization 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 protectionist and

retaliatory, and the emphasis is on unilateral enforcement'rather than

multilateral cooperation. The new style reciprocity rests on the assumption

that trade and investment opportunities offered by the United States have been

greater than the opportunities we have been afforded, and that current

enforcement tools are inadequate to correct the imbalance. Its focus is on

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

equivalent trade concessions across a broad spectrum.

4. RECIPROCITY IS HIGH RISK BUSINESS.

If we breach our own GATT obligations as others have done, we invite

certain retaliation. 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 new"textiles agreement, U.S.

officials 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

also 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 is 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 foreign retaliation.

In assessing the situation, we must also keep in mind that our share

of the world's exports has grown from ii.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 agricultural goods, and U.S. foreign direct investment nearly

triples that of foreign companies in the United States. We are not

invulnerable , 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. o
• .

Moreover, we in the United States are not completely pure. We

protec( our automobile, textile, steel, and agricultural sectors. Other

countries may use this as a pretext for closing off their markets to our most

competitive exports. The result would constrict trade, exacerbate tensions,

and delay inevitable economic adjustment.

CONCLUSION

Mr. Chairman and members of the Committee: we recnngize the need for

positive action to ensure equality of opportunity for USS. businessmen.

Despite past progress in liberalizing the international trading system, there

are still gaping inequalities in access among the markets of the major trading

countries in certain sectors. The United States can ill 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 sustain public support

for any policy unless its people sense that there are tangible gains 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 i distorted 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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With this in mind we offer the following policy guidelines:

(A) Any attempt to improve Tbreign trade and investment opportunities

should have as Its focus trade expansion, not trade restriction. The dangers

of foreign retaliation are too great, and the benefits too limited, to warrant

our derogating from\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 is

ultimately dependent on export expansion.

(B) The U.S. Council supports legislation which whould provide a

statutory mandate for the President to undertake negotiation 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

issues 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 barriers as well. Additional negotiating authority

in these two areas is an important tool In addressing many of the problems

U.S. businessmen now face in foreign markets. Current rules and enforcement

procedures for services and investment are simply inadequate. This bill's

attempt to provide, for the improvement and strengthening of negotiating
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authority in the critically Important areas of services and investment serves

the best interests of our economy and our people.

(C) Any reciprocity legislation 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 rwust 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 systqm are long term,

diffuse and often distant, but the pain in particular industries for people

who have lost their Jobs to imports is Iimmediate, specific, and accute.

Congress is under great pressure to do something now. We would hope that

reciprocity legislation is not formulated as a desperate 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 1.S. investors abroad.
cm

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

your Committee, Mr. Chairman.

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

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
theSenate-.as an opportunity to turn it into kind of a Christmas
tree of protectionist 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
we are going to have tools available which make such access possi-
ble.

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 forpro-
tectionism-domestic content, or something else. What would be
the effect on the parts of the business community you represent if
we gst into a full-fledged protectionist approach to internationaltrade?

Mr. NELs0N. I could start off by saying that since AMF has about
35 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 very much concerned as
to the consequences in terms of retaliation, because, as you well
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know, many foreign countries tend to be more protectionist right atthe very beginning. We have had to deal with this sort of problem
for.years as we tried to penetrate various foreign markets and havehad to in some situations go in and invest in those markets.So we would see it as ac negative of a very serious nature thatwould 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 Christmastree with domestic content, for example, attached to it, that it
should not become law.

Senator DANFORTH. Mr. Samuels?
Mr. SAMUELS. 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 tradingsystem. If you put those ornaments on the Christm.s 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 products,this is better for everyone. To me, that is a simple symbo of whatcould 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 overstressthe calamity that would confront -not just the American economybut' American foreign policy if 'the kind of Armageddon that youdescribed 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 -thesame kind of stake; and if those markets were closed off, theimpact upon unemployment, lost jobs, lost investment, would be

very grave indeed.
But look at it just from a narrow standpoint at the impact in thedeveloping world. The United States today sells over 35 percent ofits exports in the developing world. Forty percent of its manufac-tured exports go to the developing world. If we were to close ourmarkets to their exports, they would not have the foreign eitchange.to buy our products. The result.would be not just economic chaos inthose countries but political chaos as well, and an invitation to thekinds of anti-Western revolutionary governments that are most

hostile to our values.
I. think, even looking at the developed world one has to share theconcern that, where the countries of Europe today are experiencinglevels of unemployment that are comparable to our own, in someareas even higher than our own, how much more can those soci-eties stand and continue to function as Western democracies?Economics and politics are intertwined, and I don't think that wecan assume that free institutions could survive economic warfare
Senator DANFORTH. Well, thank you for very clear statements. Iwant 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 propertyrights issue and how- S. 144 deals with that.

Mr. WAL. Yes. The language in S. 144 that amends section
301 to deal with the problem property rights is one that we
think is very important. I say "we,'_-not speaking as the U.S. Coun-
cil for International Bisiness; -I am not authorized to speak for
thom 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
foreign 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 othei property rights in their markets, and they are 'a
haven for export of counterfeit merchandise which is a fraud upon
the consumer 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
encourage and persu ide recalcitrant governments to respect inter-
nationally agreed rights of intellectual property, and we commend
you particularly for that provision of the law. I

Senator DANFORTH. How serious a problem is that?
Mr. WALKER. It is a problem of extraordinary seriousness, and

growing. The variety of products that-are 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 extremely 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 McCoy, when it's not. And there is a serious
danger to consumers. And there is a very great cost to manufactur-
ers.

Mr. NELSON. 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
keep chasing them all the time, but we have not been able to stop
it.

Mr. SAMUELS. 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 i 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. KOPLAN. 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; I 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.

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
effectively; 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-
courage 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 reliance 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. KO LAN. Thank you, 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 competitiveness 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 excellent 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 froin
rising imports in a wide variety of industrial products while the

I
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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 to 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.
[Teprepared statement of Mr. Koplan follows:]
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STATEMENT OF STEPHEN KOPLAN
LEGISLATIVE REPRESENTATIVE, DEPARTMENT QF LEGISLATION

AMERICAN FEDERATION OF LABOR & CONGRESS OF INDUSTRIAL ORGANIZATIONS
BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE

OF THE SENATE FINANCE, COMMITTEE,
THE RECIPROCAL TRADE & INVESTMENT ACT - S. 4

February 4, 1933

The AFL-CIO appreciates this opportunity to present Its views on S. 144, a bill

supposedly 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 Adrnlnistratlon'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 reciprocity in trade at long last a

reality.

When AFL-CIO President Lane Kirkland testified before this Subcommittee in July of

1931, he called attention to this problem

'Where other nations bar U.S. products through one neans or another,
the opportunity to enforce U.S. laws to gain access should be
encotraged to even out the burdens In the worl. Equivalent access to
foreign markets is the key.'

In December, 12 million Americans.were listed officially as unemployed. In addition,.

there are now 1,849,000 "discouraged workers" who want jobs and are 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 existing 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 proposals

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 manufacturing 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 come 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 yeai 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,

Nvigorous 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 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 President "may 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 301,

as amended, enables the President to take "all appropriate and feasible steps within his

power to obtain the elimination of foreign countries' unreasonable trade restrictions or

subsidies affecting U.S. commerce." We believe that Section 301 covers trade in services

and in high technology as well as goods.
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Numerous bills were introduced in the last Congress that have increased public

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

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

banking, financial services, and insurance.

" Linking 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. films;

" Discriminatory airport-user charges or less advantageous airport

- locations for foreign airlines;

* 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. 2094 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 that action is expected by

removing any effective link between the study of barriers and subsequent action by the

President. I suspect this will mean the continuation of the present record of virtually no

self-initiations by the government in section 301 cases and a reliance instead on the petition

process."

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 world 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...

Even 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."
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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 reliance 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 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 from the bill.

We also note that the bill reported by the Finance Committee 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, S. 144 fails to include thi requirement.

Mr. Chairman, we also oppose Section 8 of S. 144 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 auzmatic 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-tariff

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. 144 contains a provision 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 beiieve that

investments overseas should be a negotiating priority of our government. The delegates 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
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'Export promotion should be a government priority, carefully targeted
to accomplish specific goals. It should not Include capital, tedmology
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 flows of International Investment capital, the
U.S. 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, minerals, 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 provide

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

to assure that the imports which come into the United States are properly 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 interests and the traders, regardless of the impact on jobs and production in each

congressional district. In addition, the annual STR itudy 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

refui'. to take protectionist action in spite 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 lip one-way trade -- funnelling imports from the world through the

Caribbean countries 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 is, Mr. Chairman, the United States is suffering from rising Imports In a wide

variety 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 for 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 Trade 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 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.
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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 allow them privileged entry into the U.S. market. The continued effect of

discriminatory trade standards 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' their 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 iast 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.pssing equipment. This is a high technology industry already threatened by U.S. failure

to insist on U.S. rights to reciprocity with 3apan and other 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 takin 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 policy

that substitutes a cosmetic gesture for effective programs and action to make reciprocity a

reality. We cannot afford a trade policy that is opposed 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 tbday-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 candi-
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 labels troublesome. I think
the last time we appeared and testified a similar queeion was
raised.

The AFL-CIO is of the opinion that it is time for action, alid 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 domesti 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
check 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.

Senator DANFORTH. The effort in this bill-in-the minds of people
who are committed to free trade-should be to open up foreign
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, KOPLAN. 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 STR made. That language doesn't appear in the legislation
now. You do have language that provides 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 .wonder if Ms. Jager would like to add anything to my com-
mentb?

Ms. JAGER. I have the same difficulti 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.



82

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 GAIT, 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 weU-
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
very thing that you are talking about.

Ifin 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 GAT 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, cause we assume that the United States can
do nothing except to talk, and other nations are free to--

Senator DANFOaTH. 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
much 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
think would be competitive even within the borders of the United
States.

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-clearto 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 thii 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, containsa-A-
great many varied points of view.

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-
nies 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 people, 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" islimportant, 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 saying 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

/1
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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 anr
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. KOPLAN. 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 ave not followed our lead, and
we don't find an addition 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 rc 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 hope
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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companies 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. KOPLAN. Yes, we hope to continue to make & 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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APPENDIX I-SURVT o ApTOMooTV3 TRaDi RfctoxO
MAINTAIN= BY SZLZcT'w NATIONS

Compiled by the Office of International le@total Polity, U.S.
Department of Commerce from information supplied by V.I. embareee,
Comerei country nlyst., Ind industry sources. Th. accuracy of
the information received has not been verified.
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Industrialised Countries suryiood

Australia, A local content requirement of 45 percent Is in effect.
However, u r the Export Facilitation Schu ,' due to Cowpen= on
Kardi 1, 1"12, Australia car manufacturers would be allowd to
credit exports against local Content -requirements. Them credits
will Increase from 5 percent in 101 to 6.25 percent in 1081 and 7.5
perco in lq84 and can be used to import canponents duty free. The/
effect would be to reduce the local content requirement to 75
percent by 194. Australia maintains a quota limiting imprts of
a led vehicles to 20 percent of the existing market. 'hre are
import tariffs of 35-57.2 percent depeidinq on stage of assembly.,
No eupmit incentives exist. General Motors, Ford, Chrysler, Toyota
and Niuo produce vehicles in Auwtralia.
Auwtria. No local content regulations or export requirements are In
effect in Austria. The automobile import duty is 20 percent. The
value added tax (VW) on automobiles is 0 percent.
Stsyr-Oaimler-Puch (S-D-P) products mopeds, trucks, busses an
tractors. General Motors vii shortly begin production of
auamobile engines a transmissions. S-0-P and 81 will soon
produce diesel asumobile engines. a

hliui No local content regulations or export reqirents art
mit ned by Selgium. There are reporte 'v umsnttative
restrictions on imports from Japan, TWWan, South Forfe, Indochina,
and Eastern European countries. The import tariff on automobiles is
the 's 10.9 percent cawon external tariff. A nS percent value
added tax is levied on all autooIles sold in Selgium. Ford, OQ,
British teylard, Peugeot-Citroen, and Volvo assemble cars ad
trucks, vhile hnault and Volkswagen assemble only autao Iles in
lghium.

Cansdat U.S.-Canadion auto trade is conducted under the term of
the Autmotive Parts Trade Agreement (APrA). This trade is duty
Use. Canada has a 14.2 percent Import duty on imports of non-U.S.
cars and trucks ard h safety aid mission requirements similar to
the United States. There are no local content requirements or
quantitative restrictions. Chrysler, CK. Ford. PM. and Volvo hr.--
manufacturing facilities In Canada.

i There are no restrictions on automobile imports except the
percent W commn external tariff. A 10.2S percent VAT is

levied.

Fr rct There are ro local content regulations or export
requ roments. Imports of Japanese autemoh..es have ever risen to
over 3 percent of the market aid the French government has announced
that It does not vant them to exceed this level. The E's 10.a
percent autaobile tariff aplies. There is a 13.1 percent VM.
General motors and Ford produce omponenu in trance.

rmn: Them are no local content, export requirem'vts, or
quantitative limitations. Germany applies the W's ' 0.4 percent
comon external tariff on automobiles ar ha a 13 percent VAT.
Germay maintains rigid safety and emissions standards. In
addition, there is a graduated motor vehicle tax based on
horepoer. General Motors and Ford have manufacturing'ambly
plants.

N
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, Zo local onent relations or eort requiments mist.
T~ applies Ohe e 10.0 percent cnmm external tariff on
aubc Iles. Italy Wli formal quantitative restrictions on vehicle
impOt frce certain Fr eastern (190 alllbent frac Japan Is 2,200
asa) and astern turopeen *o&ntjrzi. In addition, Italy's strict
safety stadards msa certification of lqportad auta ebilve
difficWit w obtain. "w aombile Lqort duty is 10.9 percent. A
vf varying face 18-35 percent Alpendinq on englin @im is
Wliable t all autmbile "Imee.

a Japan Plontale l local content requirements or.
qumntitative restrictions or Liaort duties an a a Ile, "or* to
a 15 or 0 percent m ity tax levied on auabiles 04e ring on

gi slel rd on overall at dimnaions, and en annual aut mobile
tm vhich also Incres by eiim slm. 7w mechanical safety ainA
ewr nta . mlifications required to comply vith Jepsm
stringent vehicle regulations have iscomwgd laporte. Additional
disadvmtages t ri w scu biles Irclude t*e hitter deale

rgins ad a complctid multi-Iqered distribution styew.

nothatlgs "a Dutch vhlcle manufacturing industry is ratively
owl. QW a Dutch firm, manufacture omercia d military
vehicle& '%%va produaw passenger cars rd tere are a number of
male Dutch bus and trailer umufacturere. 79 tariff on
us llem L b10.9 percent for Iqloxts o ajtaohiles from thw U.S.

into te 1W. .tare Is an It percent valuo-ad!p tax.
Aditia iuly, amulfactureres-r Lior c.irs of wenwer cure hae o
pay a special conception tax of 1 or 17 percent. Imtrtm are nt
stbJect to amy special Ib~ot licensee or qwlntitativ
Vatr ictions.
ftv 2ea!'v, There are no specific reguations ,A t lwfnq the asont
o'f amtent In autobiles 1mbed in this country. ioner,
m import lioesing systm mandates th use of local oaqwrunts.

YPariffs for 6mpletely built up maws (C01 are, 14 percent for
gewzal tariff: 20 percent for Autralia and the U.9.1 W !%.I
percent to 5 percent for Cama dpending on the levl of
inmomealth country content. port tariffs for completely knocked
dow (MD1 units are 45 per t gWoral tariff raw: preferential
ras. of 6.3 percent for Austr J a ad the O.W.. end 1".75 percent
p 45 Fprucentfor Caada deprl r mn the livel of Cao mialth
country cmotmn. Certain Australla C autos are duty free and
Certain uteoms are subject to a 10 percent duty under term of
the New Zealud Australian Free ?raft Amciaio License are
required to Impt R cars but are, In effect, obtained
msuatically by asmblers. Licensee for C units ae strictly
control led md currntly maintained at s level of mor imt ly 4 to
5 percent of te total wmmal ae of 63,000 to 70,000 units.
Ford, Oeeral motors, Mrysler.. Toyota. riltish tayland, Ronds,

Namde, Skeo, Sbaru, Dstaun, Nitambisht, md Talbot (fugepot) hv
loo 1may Plamite.

e There are lol content regulations or vehicle Import
N IMetrIot . Automobile inyort tariffs ar 7.4 percent with an
aditional vel tax vying from 68-13 percet of the vehicle
"lue. wis is auobile production in orway.

I Loal Cn t requirmest for vehf-cles a led in Spin ts
W-er I, Trav an w Import quotas. The port tariff for
W- t @CLO vehicle, is is percent with a msiary import

to 0 13 pcent. Lmwy tap vwf*r twt 17.6-3S percet
tenr,'d m Imapeow at vehicle. Fiat, Iwr*Wut, Citroen,

Peuo$L, Ford, General Notors he asmbly operations in Spein.
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Sdenz There are no local content regulations. There is a 9
percent C17 import tariff on passenger cars and a 20.6 percent V '
on the duty paid value. There are apparently nonrestrictive import
licenses, as wll as stringent safety and emission standards.
Svedish producers receive a rebate of all duties paid on imported
aompAnt incorporated in a car which is exported. Only Sab and
Volvo owufacture in Sweden.

Svitxerland: Tariffs on passengr vehicles imported into
Nitzerlan from the U.S. range from Swiss Francs 79.62 to 134.50
per 100 kilograas gross. Svis impoe duties on wight rather than
on value. Substantially lower tariffs have been -corded to W and
EM suppliers. In addition, a turnover tax of 8.4 percent ad
valorm Is levied. N9 quantitative import restrictions are
mTintindi however, it time of reistration of an imorted vehicle
in 9witxerland, the U.S. made product must conform with the Swiss
Regulation on Construction and Equipment of Motor Vehicles,
amendments to vhich bevw effective on January 1, iq80. The
objectives of-thm ameesnts are bo reduce grad t;Wy noise level

-liits by October 1, 192 and 1986, respectively. 9wise-maod trucks
and jeeps are manufactured and amsiled at Arbor in the Canton of
Thwg4"

Unitesd.i S There ire no local content regulations or export
requirment. T** import tariff Vn automobiles is the 's mmn
external tariff of 10.9 percent. It has been publicly reported that
imports frau Japan are voluntarily limited by the Japanese
manufacturer to aproximately 10 percent of the market. Aritish

taylard, Ford, GN, and Peoeot-Citroen manufacture in the U.K. In
addition there are numerous sial, specialty firm. Current plans
are for 1ritish Lylard to manufacture Horda designed automoiles In-
the rear future.

mveloping Countries Survee

The Ardean Pact's Autoaotive Proqri

In 11077 the five Ardean Pact mathers (Bolivia, Colombia, Ecuador,
Peru, Venezusla) signed an agreement calling for the production of
vehicles ba;ed on local camgarntry, with local content eventually
reaching 'O percent. According to the Pact's &.-edule, t - program
will be in affect by the and of 1983. However, due to dIi,4rerits
by Pact muers as to who would producq certain types of vehicles
and, even more iportantly, key compo nts such as enirnes, progress
in implownting the program has been slow.

A Coon External Tariff I to give protection against ron-pact
vehicles. 115 percent in the ase of passenger cars similar to those
to he produced In the Ardean region and 155 percent for cars other
than Vi'l pro there.

Y'e followin coanies .hve signed agrewnts to carticipat* in the
program: General Motors, Volkswagen, and Fiat! other coaipanes that
me omidering prticlpeting aret Ford, Renault, Kack Trucks,
Nissan, 1egass, and Volvo. In addition to these general provisions,
mer countries have the following specific tulesr

loliviaa There are no vehicle manutacturing or- aiably
o--rations in %livia.
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Col1bss A 33 peront local content regulation Is maintaimd
whi v9rs ch am le aumowbiles from ported comp nts.

Imcted tomobl ae sinewed a 1.50 percent duty, a 15
percent "lee tm, a 5 percent export protcn fee, a I.S
percent oppxrt diversification fwd tax, and a I percent
cmlar Ivoice fee. There an re quatitative restrictions,
but import 1anrs, are usd to restrict imorts. km lt
proua pasenger cars. G produces auobilas, trucks-and
va chmsis. Fiat produces cars, trucks and bm

MOMS T rse arm prentl7 local content restrictiors or
oxrt requrmnts in Bao r. Umt dtie on autbiles
rane t n 100 ert to'0 percent dspending on prioe on
truk and vuew ties are 80 percent or 100 percent dWpding
on type mrd apeaity ard on f-w wheel dive vehicles they an
60 permnt or 70 peront lepondinq on price. in addition, an
toput wsrcha.g of 10 percent on the a. I. f. valuo is aplled
to &U nor vehicle impot except trucks. On .11 itms,
importation requirments call fo a 1 percent service charge
and a WO percent prior deposit, both an tte c.i.f. valus.

portr are required P prepy 60 percent of the import
duties before the m port licwne Is revived. This liceme i
iued by the Ministry of Irdtntles, Cinre and
Integration. In aMItion t the overall quota, ech auoPtive
deler or distributr is signd an Indivldual quota. This is
O~t on th basis of past Worts, aid therefore, it varies
for each dist ibutr/dealer. Nsvly est1istd dealers are

signed a quota of $40,000 per ea six montt

so r has begun t inglemnt Iu PdM (Andean Cmn Haket)
amsigrd rights to mmdiuf re (1) light passgW care ad
orgines of 1050-1300 o. motor sir, avd (2) light trucks ard
trmiei i of 3.0-4.6 metric to m-€ity. Tim cusidorewi
W mrr'nt ad %okl t signd a cotract in December 173
for the production of a perV car. Gferal Motors is
czryingq out feasibility studies for te production of light
truts.

Foew Lcal otent me latins requIr 10-35 pernt local
coent depending on vehicle type. Although built up vehleU
Unports hee been prohibited to da, reports are that Import
licms will be obtaireble in 10. Sport tariffs ae 40
percent on trucks and 155 peront on Uwmobil, There is a
14.4 percent maiturtie tax. ftpor U ane omaged by
rebating te imrt duttes paid an morted oaponm ts in the
eportod vehicle. Chrysler, Volkwseen, ad W lw asmalo
cue and trucks. Toyota lesf ars d Volvo mmles
trucks.

W r Locl cntant reolattow call for an l Irereases
Ur ent currently to 90 percet in l . lowts are
sestrd W toivhlele types producd locally. "ae taiff on
" rts is 130 percent on verm ualan Oovernment refere
prao. _ rt requirmnts are bsd on a percent of the value
of ,ti l mobile production d in 'm rtanms they
wre qintitatie reqadtlames witten into tim smoblr'l
conereet. In ai tim to three local firm, Reault and o
VoI gut 1AN e er as Fiat. GR, ad Ford le ws ard
titaito No* ad Internatioal aole trWksp and OC ard
Toyota am ei ieege.

'I,
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According to prom reports, the Venezuelan Economic Cabiret
approved a re aubaobile import policy on April 74, 1980. ov
prohibited is the importation of A-cylinder models (except y
the government . Al other models not produced in the country
could be Liported without license uon payment of ad valorem
duty of 10 percent and a specific duty of 00 PoIvors per
kilo. .Models similar to those produced in Venezuela would pay
an ad valorem duty of 120 percent only. Vans and 4-11
passenger vehTcles woult pay 1"5 percent ad valorm and 'flO
Bolivarx per kiloqram specific duties. Effective da_ t of this
rw measure vilI presumably depend on publication of
corresponding decree in the official gazette with re list of
reference prices for ',80. Last year this took place on Jura
Ist.

Other Developing Countries

Algertt There are no automobile manufacturtnq'assembly operations
in Algeria. Unpecified quantitative restrictions on automobiles
are in effect. Taiport duties on automobiles range from 40-50
percent.

entir14 Local content regulations exist Or all vehicles as
follows: passenger - 03 percent in 1480, reduced to 88 percent in
19821 comercial - from WI-90 percent in 1980, reduced to 7S-88
percent in 1042. 'Iport tariffs on vehicles are 45 percent on cars
(declining to 65 percent in 1989) and 5 percent on trucks
(declining to 4' percent .n 1"2). Minimum port prices are S4 per
cubic centimeter erire displaotment plus 1.; percent freight on
cars. Export reqi.reents apply only to intercom[p: parts
shiprents. Under his requirement exports mist be 1 times the
farmrt level. Ford, Volkswagen, Fiat-Ptugeot, ,4rcedes-9ens, and

Saab have manufacturing facilities in Ar.entira.

Orauilt tocia content regulations are In effect hut are rw
T1fTdua&.1y reqotiated with each firm with factors such as the
individual firms balance of payments being taken into account.

Export ircentives ;n t6s for of reduced tnpqrt tariffs on parts are
granted 'under GA tles am being phsed -out). Imports of
autmo les re ouren.ty embargoed. Normally, LWport tariffs on
pa.enger ca-'s are !=P 185 percent :o '505 percent. In addition
there is a saye-'i. :f minimum import values based on the car's
wi..Kt. 'j.-ce--: .:rs am produced in Brazil by Ford, aN,
Vblksxw.en, "-,t3a. Pima ar", Fiat. Trucks are manufactured oy Ford,
Chrysler, 04, .'ercedes. Flat. Saab, Volvo, "d Tayota.

Chiles t - *l-"-otnt rq:uat.ons requiring 10 percent of abled
cost for a-'. :e .aufactur.su are in force. Exports are not
required in.t-m. ;oca, crmt-nt .s low than 10 percent. In this cas
the local assewlers must export sufficient products to reach 0
percent of Iocal production cr'sts. "Import tariffs on automobiles
rge fe 1'-20 percent .ependi,-j -n engine displacoirert. .w 80
percent tacit'f -o'e'. - -pear to reach. a firal rate of 10
percent in 1980. ,wro is a "' p-? ",nt consuption tax If an
auto mobile's Cl? ,ale plus duty, p: ;! a 20 percent VA exceeds
$12,000. This c--suVption tax only a,,vlles to the amount over
$12,000. Thr,, arp no quantitative -o.rrictions. GN assud)es
ujbmobiles ard trucks. Citron, Fie-. ,-r-d Peugeot-rtnault asmble

autowobiles.
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jM%'4onjtargphaltiorn vary tv Contract with~ each
!~Ir.IIatPs aJoint Venture fhr utabiles with 30 arat

0 40pecent local ntnt require d MC Jeep are
vith 0 11-0 ecnt locw cont. Ttere ar m e*Wrt
r F4 it& NVOlt r t lte very from 8 Percent to 00 percent
d ing lmg si aind number of cylindsrs. Individual an

Sport ol m cr % y two "e and the ImporttionofIt hand drive cue to tocboi,4aon, Payment of impact duties
More watIn ha ourction,

, e Ym ae re 10om content relations or Gnat
Wqur nw in Chs., A purchase taw vhich vulee re S percent
to00 percentt bond on t a t's value ancout"ps lown
pr0 as, Oamercial vehicles embled in Ghanm d rat pay this
ta. Oder m vehicle stadardization poliy In effect sines
ctobe 3, I197, way velcles - pasenger cars, pick-we, arose
ow.ifty vehicls, ard bss - maWauctured by app, Md wufturoe

as be imortC Them list includes Peueot, 0otion, lolkswagon,
Remlt, ""do, nd eck Trck. cars for diplaato and Ohmrmlw,
officials a rempt fro this requirment. ansuilt and TWO logq
aie cars. Nissn, Toyota, amd Vahsl asmle ors -nd
bum. Sritish Zraylrd, rord, and Msrcedss- &@maol bumeand
trucks. Chrysler, Comt:, W~e, X.A..# and Hack amleb tzriaka
Neopluan . lo b s. Iort tariffs tongs from 15 to
percnt.

2=K' The valur e ~ comnt rsquirin't Impoed on local
motor vehicle assemly is a ainiara of 2. percent vithoiut adatory

mrd escalation. rifts on ImoU trm non-C cowitriee rage
free 10 to 20.7 percMn tn Nomber 19i9, a voluntay nyime
duignd to restrain Imports use dopd providing foe a redutin
of 20 percent in wa imports. Sm Impart require a onpu
licenms. "a ieuuo of license is# at times, delayed or
withild. A pre- Imort ash dposit of 54 percent for Wn nd 2
peoent for Pn- ini u obiles is &Iso required. The deposits
an retsird by the govereit for two mofthL

diat Local. intent regulations exist only for the doontic Indian
utamotle pr tors. There is no Irvesmtont by foreign autoobile-
mufmturers. wporU are Weouraged by cash ubsidiea aNd wisct

rpis ment 1atoes. oport tariffs of other vehicles vary free
lO0-t40 percent dpondin on pe and ale 'i1 t. Mort slices@
ae qrovally not isued for passer care rd me for mrcial
vehicles me isued an a limtod bass,

1

l.-gjaa Progreuively trlngoent local content reqilatiom are
WTgIitituted in th motor vehicle lolstry althouh lop in

GIP~oue sw'ufuture are slowing Imlmntation. 'ihie the
owernmt hlod to uhie ful local manufacturs of compamnt for
the mot poPlor types of pe s, and light c racial vehicles by
1104, it is wtbwdd this deadli n utill aw -o itted dte for
amot yet moufetured in Indoieala or rot maniaturnd In

ciont quamntty. Presently all pamengN vehicles, Nd al
cii vehicles imported into Jla Nd Suatra, ar to be

imoted letl kncked-dow. ! rt tariffs oan bl.-p
peumgnsWr wo eos to n 30 percent pl k@ a 10 percent sales ta
Ga loep. 1o0 Percent p1de a 30 pceont sales txmv ng erg
oams. "'an. an m ,0 rt raqurumenta or qu'nt lve
mer etiama. Law oleemly Pint oodym thm following is of
PUMmige OWN atAI ONU Nino, Lunhar, Ibldn, law*." wiL , Mfe -, 1w4wqihlh, ITaai tt lPe4eet, Alto 408 Iwo

DMe, Vit, , ltr, CiarIen, Serliet, PDOevItch, 4Aru,
W1v. lord, te 11e, , C lot, 0.frd, Mira, Dtwitue,

Pd Domb-elt.

0I
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ferm " are are no lcal content or export requirsmet
a-ntanod by lerael. -Lport duties are from 40 percent plus 2.50

shekels per kilogram for automobiles vith engines 1,800 cc ad le
a"d 52 percent plus 1.2S shekels per kilogram for cars with engines
1,801 CC and larger. In addition, there is a purchase tax based cn
engine sie which ranges from 85 percent to 150 percent plus a 5-1
percent Import price uplift. Those are assessed on a cascade
basis. wra ame quantitative raquironent attachd to import
licenses which are only granted to qaroved itorters. Three
Israeli firm assmble Ford cars Ford, Dodge, Reo air Mack "truck,
and NC Jeeps. One local firm produces I.ts oyn braid of trucks and
passenger cars.

!sv ai No local content regulations exist but components
manufwtured locally may not be imported. Comercial and certain
other vehicles are permitted to be Lwported only coiletely
krcked-dom. There are no export requlremnts. An import license
wccaq aied by a 100 percent refuwdable prior import deposit is
required. Import 6Jtiop IC17) on asebled pasenger cars (other
than public service-pe vehicles) range from 40 percent for cars
with an engine capacity not exceeding 1,200 cc, '5 percent for cars
with a 1,151-2,000 cc engine capacity, to 150 percent with an engine
ceacity exceeding 2,2O0 cc. he duty on non-public service
pasenWer cars, z rssw'led, for assembly into coVlete vehicles by
an authorized assumbler is 2S percent. Importers ha been directed
to mek 90-180 days credit overseas. T'h !our authorized assaublers
an taylri Kenya Limitwk Motors Limited, Associated
Vehicle Anaftlers r.iated=id Fat Reny& Limited. G4 assembles
Isuzu aid Bedford trucks, British Eavlard ainaubles trucks,
Lardrovers, "lolkwagea microbuses ar Mitsubishi light buses.
Associated Vehicles ausembles Datsux cars and buses, Peugeot trucks,
Toyota trucks, Ford trucks, ard Volvo truckv.

Import protection is accorded to local producers of the following
autmotive canponents, sealers, adhsives, batteries, tires, tubes,
paints, flat glass, carves, soft trim, 4fostery, insulation,
radiators, exhaust systait, leaf springs, spare w)eel carriers, seat
fre*, wiring urrmus ard brake lining *

Kuwaiti Tler are no general restrictior on vehicle imports. A 4
percent ad valorem Import tariff is in effect.

. teaii•, Under the ASEM Automotive Feration (MAI) schmw for
ZRWir~tary ASEA production, alaysia will produce timing chains
for carsi a-d spokes, nipples, ard roller chains for motorcy.cles.
Trade pre*ere*nos by other ASAN members woXu be granted these
parts. Probably no further a oreditatit, of additional capacity for
the se product would be allowed until t.l ASAN Cmmittee on
Irxusuty, minerals, and ZnerM etermined that the market had
expadved sufficiently to warrant further accreditatlon of similar
project. .

Mexicoi Local content regulations requiring '0 percent for
pmasnger care aid 80 percent for trucks exist with a planned S
percentage point increase of both in 1"8]. Imports of carporunts
at required to be offset by exports. Vehicle import dutLies range
from 19 to 100 percent ad valorem. Vehicle imports are not allied
with the exception of a io-iai custm tone near the U.S. border.
lhaeptions are usually only made if there is a 7srtfa~l in d stic
supply. Chrysler, Volkuwagen, Ford, (P a"d Vissan
mawufcture/aseuble ars and trucks. American motors producs cars,
ard Jeeps. Retault producs cars.

17-994 0 - 83 - 7
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NoroWoo LoI on tent r"ulatfons requiring 40-50 eroont levels
lion effect. _A vehicle imports are restlcted. All aembly
operations are in lart or totalUy Noroan-owrd. Throuh this
sysm, Flat, Opel, Slmca, and Rermult au obiloc are assibird in
I'oroco. erliet, Volvo, Bedfocd, Ford, D, Lardrover, d Jeep
utility, and IrdusLrial vehicle. ar amu led.

Hi2 A 30 percent local content reUlation is Imoed after
years of aembly. Vehicle Imprts ace restricted by Imort

itoeno and passener vehicles with enqges over ',0 o are
prohibited. Pamsengsr vehicles with mallet engires face ditte of
SO to 250 percent. Volkswagen mauzfactures,/amsimlas cars and
mjnibuise. Peugeot aw lutures/amle carrs. Sritish Lelland

antdactur e/a 'sble trucks and Lardrovers. Star
asactres/aables trucks. ercedes and Fiat vi.il shortly begin
to awwd cture trucks and Nissa vil start manufacturing
aubiaobtles.

Pakistani *ther ae no local content regulations as such but
current use of locally produced coiwonan is encouraged by
regulation ad Is roperted to range fro 24-o0 percent of value
deprdinq on vehicle type. Projted us of local ptoducts is
reported to be aut 0 percent by 1985. Zrport ad imports are
controlod. Cmsercial vehicle inports are prohibited. ports of
built 4p psms&W vehicles are dutiable (75-1SO percent ai valorem)
dpetding on sngrin site. A state-ow. corporation h a-so-"r,
or the sub tible industry. It has ly arrmngumnts with NC
(jeepe), Chrysler (trucks), GN (Clmtu tricks) Vanhall (trucks and
bums), Ford (mnibuss), Suuki tvmws and pickups), Nissan
(truks), Tyo Xowo 'b s), Sumitmo (trucks), ad Rino (trucks).
This mwolapy !P 0) controls the Import of both cpletely knocked
down and oletbly built tp vehicles. Cometely built up imports
are Lsi td to thore, being brought in by returning epetriate
akistanis 4 Morthe or more continuous stay oweasul.

Pilippines "a current local content regulations require t is
62.V lpioent. Tlw Import tariff rate varies from 0-1 percent for
ompletely krcked don vehicles to 100 percent for ammled
vehicles. Tvere ae three local auI @le camanies. Ore
ambles Mituibishl products and am am les "'olkwans. The
othe asewblas its own vehicles 'tt,* ?maraw utility vehicle, a
mini crusier military vhicle ard various trucks). Ford has a body
stamping plant ad autnsobile aaml facilities. ' @9 gambles
oars and trucks, and marufacturee transmisulons.

Portunia Local content regulaticns for vehicles assemled in
!R t ulq &e 22 percent In 1960 4bclining to nro in I S. Current
import quote. for cpletely kroqked Own and amplotely built up
vehicles we scheduled to and in Jwkery 1965." Import dJties for
ran-/W41 ourucx vehil'les is approximately 4.5 U.&, cents per
kilogrm. twt quotas are schooeiled to be phased out by Iq65.
@9, Ford, twilt, Citroen, Afa lso, Writish aylawd, Peugeot,
Talbot, ALoI, 1W, Pb eftrs, Vlks sa y Tovota, Nisan, aeda,
Subary, Nonda, and Wahatau hav assemly oporaticnw In Portugal.

S!od i A Talwbze. anr e tcsi content regulatiom or Wport
mger tictl~as. Ya imqot tariff is I parent of OF value.
NrrOs aUbls triks. A Saudil fin aem bles uaes using

NIrnOW-fld I'iMt. The Sadi Arablm *warent pmsvlds a
SUWsS w the Ntosm1 CGIa for Car inufwaturing, locetpd in
AL s, in the fer of i imnftrest-fre lon.

7,.'
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Slrq*, ere: T'er* are no local content regulations or quantitive
restrictions on vehicle Imports. Import tariffs are 45 percent.
,herv is a 150 percent additional registration fee, a S1,000 base
.e;rstration fee for private wid rental cars (15,000 on y
cas aru scaled roW taxes. Mercedes. Ford, British tAylard ard
• ' .vc product cars. N:ssar products vans.

- Af-.ra: Passe'qer cars must contairt 6 percent by eight
'ica. ,ent. Starting I'n 1980, the local content regulations have
4er exte-de4 W to t eoods vehicles (approxLmately Up to 1,800
Xrs . " O and 'Q81 requlrenents for these are 50 percent by
•. e ' Sv '" ') ""ee too rust .meet the requirerent of 66 percent.

voi t ., cx-ses are required, but are Iranted to eet the full and
• e~s .e :ec.;.ree'A o.( c'porwnts and siiassm lies for

;4 me-er ard ligt goods vehicles covered by a currently valid
a' -r.' g program approved by the Minister of coroaics. -here~e erwc 'c enrts Fully manufactured cars may be imported

w a":c.t a rc e, jt tl * duty is 100 percent. Excise tax for cars
w.t .es *an ';A percent l.cal content is 05 percent. For those
%.th ,1 percent local zo.tent, the excise eluty per PAd value is a
- :a, f '' p--e certs. Tr-ere are excise duty decreases for
per -- tes of local contert achieved beyond the minimum 4 percent.

.%.ssw*. TF'at, Ford, GM,, Irtish Leylad, Mercedes, Volkswa n,
z 1.a, and t=C produce autarvobiles ard trucks. Alfa Romeo, WA,

are Peigect pr-doe autos. Toyota South africa produces its own
a . f ak..:Ls ar trucks and assembles Perault autos and trucks.

So.- 9:'re: -,ere are four auto mnufacturing~ caqpanies in ltorea -
VWa. Rvinda,, Se,ar, ad 5-. Jim. The first three covanies also
?arfctvre :,ses, aid tw - R-r.irdai and Saean - mnufacture trucks.

-,e tarff rate for autormooles is PA percent.

&. o: i'es ad auto corporents are on te "Restricted List*,
"-ea-q petor approval of the Auto Trade Association is required
:efore &,w .. port license cn be issued. With regard to 100 percent
f:re: -- d,* cars, t Association wiii issue Import itcer.
*:t-e -N 3' te *supply and cdgroad situation" in gorea; .IoKP&er,
sic, .i. c- are rarely approved.

"-A .-o:e. :eor.: resents are set by the Yorean 9tvernment for
loes-- -. rv'f!actjre and asesb7l of all cars, trucks, and buses.
T'ns for :.rYs, effective January 1, 1q80, are as follow:

m__ofr o h cle r.-l content requirement
(Percent)

la rsa 94
8risa I! 92
Fiat '2 K2
Peugeot '04 20

tqyundai Pony qi
Cortirna Mark IV 62

- Cratuda 21
S~aelin Gl InP
fCars) Rekord 65
Shin Jim Jeep 'J-'] 13
- Diesel Jeep 91

BEST AVAILABLE COPY
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te a e r fIcf eIxc t requirm ts t foe Korean aut
samdof-turers although that* ame export targets and s moral
= mm t met tose targets. hrdirn to the Korean euto

try amlation, hovmwer, theme Is ore stipuation I on
Oundsi wrd Mae in order to obtain peraislon to import ons

knoed down Ford Granaf or Peugeot 604 for local asmblv and
sals, t?* o anie mst export five dmesticlly anufctwred
pam r cam

?sivn Current lo l ontent require met fr vehicles is a
Toff-re autambile (Icudn &dw, wagw and Jeeps of 3.S

w a d balpw)i 70 percent with proviso that manfacturer mint
pro&" one of the folloving ctwnt.so (1 ogire, ( I piston,
c otiim rod, and piston pin, (1) cranksaft, (4) ale
tznission, (5) opino, 1% cylindr valve. Light motor vehicles

Incl~dirn truck, pick-up, and uttio waon of 1.S t and
balot: 70 pect with proviso similar to sedan. Import d& es
on au ile a from S5 percentt to 15 percent eloperdinr on type.

Trwania, No local conteri re.uletions exist. imorts are lalmted
almost t!tly to ti government. Impr tariffs vary from 40-100
perorn 1eOerdirq *- erqire-siw. cept for truks, the only
a-ubi'*e a~mmblv operation ls 17y British Lityland.

T 9ilando Local cwotent regmulatiors -quirirq 3S percent local
-'urc-I by Auust 1"0 increasing anuallv to 50 percent in 1"3

arm in effect. lorts of built V poineer care are prohibited.
Duties of 10 percent are 'levied wogethwr with a 4) percent business
t on i orted m mbile. TOYo, .6issW, twI". and Ford
proAe ooz, trucks ad buss. Nino produces trucks and buses.
Flst, Brititsh LYlad end Volvo produce cars and bbuse. mitsibisht,
M&-Sd, WOaibutsu. Suharu, am. Vokswagen, T'e'qsot, Rnault, Va. Alfa
fme", Citroen, Larcis, ard Audi prce cars.

m t Local r cotioa trtw am, ocitaired in the shsowly
iry roqulatiW enforced ty the Turkish 14inistry of Industry
ad Trdroloul. EacLUy produced It are not pru tted to be
iorted. Threfore, importation of iaumobil is -ot permitted
acept order qecial ciromtanes. Import tariffs are 17'
percent. Au oiles ame produced under 11comm from Ford fthe
Fliant Motor Cco y of 0.K. ), Fiat end PshorIt.

nri Local cvnt regulations am in effect requiring local
tent of 25-12 pKCent of vehicle weight. ltqmorS of autmobiles
are prohibited. Export regulltiaon require tie export of 40-10S
percent pendingg on vicle typo) of the Lrpott vau of the
colelly krcked d kits the ase ler Wportu.
NP.xgot-Cittosi. Panault, Volkswagen, 1W, Ford. ta4, and Fiat
asbly automobiles in 0ruuy.

yugoelmI.u Lacl content regustiaor require 50 percent local
content to mold imposition of higher sales taxes. Imports frcm
otter crtUtee an only permitted by outhocioed dealers. Deport
tm on vehile to I? percent ad valo and the duty is 2S
percent. Authorized dialets we requrd t export goods totulirq
30 percent of the value of eac imported auoobile. Quotas ae
.ainaird an Imports fro tie =a, East (_emu, end
Caedulovkia ad my be paid for in local currency. Other Imports
mat be paid fo in hard currency. Plats, Was, "olknrager,
Audis., W CiUoo ar aa'ufactured locally.
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APPENDIX II

OTHERS ACT TO SAVE TlI11111 AUTO INDUSTRIES;
THE U.S. DEBATES AS OUILS DECLINES

Summary of Automobile Trade Restrictions (a)

Local Content Non-r ff Export Current Auto
Requirements Import Requirements Tariff (c)

_Restri.tions (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.
Netherlonds No No No 10.8
New Zealand 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 l-in-don* No Yes No 10.8
United Statcs* No No No 2.8

an The me assures cited in this chart are for new cars. Trade restrictions on used
cars are not reflected.

(b) Impott restrictions ripply to non-tariff measures maintained by a country which
deals solely with imports. Tax measures which opply to both import, and
domestically produced products are not included.

(c) Most European countries impose hefty value-added taxes (VATs) that make the
effective tariff rate higher than shown.

(d) Wlhile no tariff is charged, Japnn erects a complicated set of hurdles: peculiar
product standard;, vehicle by vehicle testing of imports, etc., which effectively
double thu price of imported cars.

Therv countries have quamtitative re.irietions on imports from Japan.

n.m. - Not npiieuIule; iinporl-s prohibitC 0xcpt hy spicihl wri:ement.
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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. KOPLAN. You are correct.
Senator DOLE. Sort of lukewarm support?
Mr. KOPLAN. Somewhat less than that.
Senator DOLE. Not much support at all, you mean? [Laughter.]
Mr. KOPLAN. 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. KOPLAN. 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. KOPLAN. 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. A nd 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 would 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. KOPLAN. 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 his 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
productivity but because of imports.

Senator BRADLEY. Right.
Mr. KOPLAN. That is something completely beyond their control;

that's a matter of U.S. trade policy.
Senator BRADLEY. Right.
Mr. KOPLAN. 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 program."

Senator BRADLEY. Well, let me ask you two followup questions.
One is, Is the way we determine whether job loss is due to trade

competition acceptable to you now?
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Mr. KOPLAN. 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 BRADLEY. Do you have any problem with the ITC mecha-
nism of determining?

Mr. KOPLAN. 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. KOPLAN. Absolutely. Yes; that is one major problem.
Senator BRADLEY. All right.
Mr. KOPLAN. 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. KOPLAN. 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 adustment
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 be done to the trade policy, because
the time 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. KOPLAN. 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. KOPLAN. 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. KOPLAN. 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, a jobs program, or trade assistance? If that's too hard a choice
to make--

Mr. KOPLAN. 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. KOPLAN. 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. HUNNICUTr. 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 ths 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
is 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 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. In its 1-year life, the coalition's membership has nearly quad-
rupled from 8 founding members to 29 current members.

The 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.

A 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 301 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 principles 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
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-
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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
that 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 R. HUNNICUTT

COALITION OF SERVICE INDUSTRIES, INC.

Before thL Senate Finance Trade Subcommittee
on S. 144, The "Reciprocal Trade & Investment Act of 19838

February 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 1983.0 As you know, the Coalition strongly 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 67% of our GNP;

over half of the private sector work force is employed by services

companies and, when government workers are added, this figure rises

to 70%. 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. In the Coalition's one-year life, its membership

has nearly quadrupled, from eight founding companies to twenty-nine

current 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 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 trading framework as goods. This signal is all

the more critical, 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. In 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 the 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. In addition, this bill will bring undei 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 30i

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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used as effectively, or even more effectively, in the service

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 authority to-the Commerce

Department to actively promote service industry opportunities

abroad and to improve service sector data collection and anal-

ysis. Our 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 that the Coalition is also hopeful

that the Congress will enact legislation which will develop

service industries promotion within the Commerce Department.

Our Coalition also 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 (OGATTO) 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 (OLOTISO), to assure that the process of removing ser-

vices 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, the Coalition enthusiastically

supports the passage of this legislation. 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. American 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, Inc.
10. Chase Manhatten Bank, N.A.
11. CIGNA Corporation
12. Citibank, N.A.
13. City Investing Company
1-4. 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.



COMPOSITION OF GROSS NATIONAL PRODUCT 1981
(BILLIONS OF CURRENT DOLLARS)

COMMUNICATIONS
2.7% #, , I

FINANCE INSURANCE
AND REAL ESTATE

X.14.4%

TRANSPORTATION
- 3.7%/

ALL SERVICES 66.6%
GOVERNMENT 11.5% U.S. DEPT. OF COMMERCE, BUREAU OF ECONOMIC ANALYSIS

SURVEY OF CURRENT BUSINESS, JULY 1962. p. 78
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PRIVATE
51%/
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ESTIMATED FOREIGN REVENUES OF THE U.S. SERVICES
SECTOR, 1980

SERVICE INDUSTRY

Accounting
Advertising
Banking
Business/Professional
Technical Services

Construction and
Engineering

Education
Employment
Franchising
Health
Information
Insurance
Leasing
Lodging
Motion Pictures
Tourism
Transportation
Subtotal, 16 service industries
Miscellaneous financial services,
communications, etc.

TOTAL OF U.S. SERVICES SECTOR

FOREIGN REVENUES
(billions dollars)

2.35
2.05
9.10

1.07

5.36
1.27
0.55
1.26
0.27
0.60
6.00
2-35
4.60
1.14
4.15

13.93
56.05

4.00 (esL)

$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. Lmow. 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-
tablish that country's companies in that industry as a dominant
force.

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. LiDow. 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 tifne
the volume doubles, the price of that function goes down by about
30 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 departure 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 2V2 times this classic 70-degree slope, and that was completely
due to Japanese imports of dynamic Random Access Memories.

[Change of charts.]
Dr. LIDow. 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
the financial statements of the semiconductor companies in that in-
dustry.

So this-cannot be attributed totally to recession, because as you
can see the volume in U.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. LIDow. 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:]
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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 Association, which represents the majority of U.S.

merchant and captive producers of semiconductors in matters of

trade and government policy.

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

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 Governmsent 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 oz government

targeting and promotion of a high technology industry -- Jalpan's

promotion of its semiconductor industry -- and the impact of thLt

policy 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 mutually-

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

tveaks, and assistance in securing private-sector bank loans to

its high technology firms.

Because semiconductors are 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'q impact.

The Japanese government protected its semiconductor industry

through the mid-1970's with quotas, 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 technological 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 -- Japan's leading semiconductor

producers -- and a sharing 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 kilobit random access

memories (16K and 64K RAs] -- 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-delling semiconductor device in history. In the context

of world semiconductor competition, RAMs represent the *high
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ground,O and the Japanese were moving, with government help, to

seize that high ground.

The Japanese Export Drive

Japan began exporting large numbers of 16K RAs 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, and

one of these companies later withdrew its design. Japanese

companies turned out 64K RAMs faster than the world mark 3t 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 industry, 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 3/ 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

understated.) You will note that in this composite of 16K and

64k 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

mor than 2 to 1 in 1981. The fact that the U.S. firms enjoyed a

hig volume of shipments even during their heaviest loss period

te s to refute the notion that their losses were mainly due to

th recession. As one U.S. executive commented,usprrc rcsin
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 U.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 only 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

them 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 effort has focused

tremendous pressure on key product areas like RAMs. However, if

past experience 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.

semiconductor imports, 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, U.S. sales today account for

under 10 percent 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 protected home market does more than simply deny sales to

U.S. firms, although that is certainly a serious problem.

Protection gives Japan the ability to nurture prospective growth

sectors to 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 competitive advantage over our own. These

measures are particularly effective in high technology sectors

because they reinforce several key elements of competitive

success in those sectors -- the ability to sustain a high level

of expenditure on research and development and a high level of

capital investment. The result-s are typically manifested in the

form of sudden onslaughts of low-priced exports, and abrupt loss

of sales by U.S. firms in Japan. In the end, the result has

often been abandonment by U.S. firms of the 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 is

unfolding now in semiconductors, and is likely to spread soon to

other high technology sectors. Moreover, even more ominously,
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other countries such as France and Germany are now emulating

Japanand 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 of this 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 h efore 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. In 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

position 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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HISTORICAL DYNAMIC RAM PRICE PER BT v. CUMULATIVE VOLUME IN BITS
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Senator DANFORTH. Dr. Lidow, thank you very much.
Would you explain how the targeting is done? What does target-

ing mean? What would the Japanese do to penetrate our market
and to get orders canceled in their market?

Dr. Lwow. Well, I'd say that the uiost 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, will 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.

Senator 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. HUNNICUTT. No. I think, Mr. Chairman, it is fair to say that
the situation is getting worse. It varies from sector to sector, and I
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-
ty 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-
pies, 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. I
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 it 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..-pproach and more openness?

Mr. HUNNICUTT. 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. HUNNICUTT. 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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(202) 872-1260
JOHN POST

Execurive orecror

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 to 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; amendments should not be necessary.

We encourage quick, positive action by the Finance Connittee
on S. 144.

Sincerely,

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
THE MADISON BUILDING

1155 Fifteenth Street, NW., Washington, D. C. 20005
202 - 29W-1585 Cabl. NAGRCHEM

Dr Ear C Spwunl
Vice Prosider'
ReguiroryAffairs February 18, 1983

The Honorable John C. Danforth
Chairman
Subcommittee on International Trade
Finance Commit4ee
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

nonprofit, trade organization of manufacturers and formulators

of pest control products employed in agricultural production.

NACA's membership 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

there 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, interfer-

ence or unwillingness to live up to trade agreement obligations.

The legal systems of many foreign countries either do not offer

protection for certain categories of intellectual property or

are not sufficient to provide timely, effective protection of

whatever rights may be obtained.

The problem of U.S. agricultural chemical exporters are

merely representative of a fundamental threat to U.S. competi-

tivenass in high technology products. The erosion or rejection

of fundamental intellectual property rights undermines the

competitiveness of any U.S. industry that relies upo' technology

or-developmental factors for its success. 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. In the years which followed, Du Pont attempted

through NACA and diplomatic channels to persuade the Hungarians

to show some measure of respect for these patent rights. The

availability of commercial quantities of-our products during

this time, however, attracted the interest of a number of

unscrupulous agrichemicals brokers in France, Switzerland and

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 exporting 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

patents. 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 last 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 to

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 our

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 enclaves 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 ready 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

practices 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 concessions. 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

Taiw;an. 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. In 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

cGmmercial relations.

2. It would set minimum standards for industrial property

rights to which international trade and commercial

agreements negotiated by the U.S. would conform.

3. 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.

4. 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.

5. 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.



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,

Attachments

ECS:etb
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COMPETITIVE HARM TO U.S. COMPANIES RESULTING
FROM UNCONTROLLED RELEASE OF PROPRIETARY AND

CONFIDENTIAL PESTICIDE PzGISTRATION DATA

FIFRA 5 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 chemical industry to invest in

innovative research and development of newer, safer and more

effective products, FIFRA 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

resultinq 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 best 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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methodoloqv 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

products 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 FIFRA S 10 permit public interest

orqanizations and concerned scientists to review pesticide health

and safety information. Section 10 does not, however, include

protectionsadequate 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, FIFRA currently does not contain any signi-

ficant monetar,, penalties for the misuse of proprietary and

confidential pea.icide research data, nor does the Act contain

any procedures to make sure that these Oata are not revealed to

competing producers after they have been released by EPA.

Without such procedural safeguards 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 foreign pesti-

cide registration. Foreign 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 Although 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 countries.

Southeast Asia Data from any source is acceptable,
including India although some "order" is slowly

evolving in India 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 permission. There is no persua-

sive reason for permitting any company -- and particularly

foreign companies -- to get a multimillion dollar 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 map" 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 technology 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,

government 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

technoloQy, procedural safeguards 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 years or 45-50 man-years of research effort. Through such

arAuous and expensive research efforts, domestic pesticide

producers have successfully developed important pesticide

products that have greatly benefited agricultural production and

controlled pest-borne diseases around the world.

The ultimate product of this costly and time-consuming

research and development process is the scientific 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 commercial 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

freely permitted to obtain the research data of their compet-

itors. 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 exist, they are

ineffectual they apply only to the original recipient of the

data from EPA. Persons 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.

FIFRA currently does not have adequate prohibitions on the

disclosure of data to pesticide producers and the use of such

data for commercial purposes in the pesticide business; nor does

it establish adequate procedures for implementing such prohibi-

tions or penalties for violations of the prohibitions. The

amendments we propose are ntended to remedy these deficiencies.

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

comoetitors of the data owner. These amendments would continue

to permit members of the public, who have no competitive or

commercial interest in the production or registration of

pesticiOes, to review health and safety information. The

procedural controls on the copying and transfer of data are

desiqned 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 general 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 would be required to promulgate regulations under these

amendments establishing procedures for granting access to health

and safety 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 producer 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. In

addition, a data submitter could recover damages for violation of

the prohibitions contained in these amendments. These penalty

provisions 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. HcCollister
International Regulatory Affairs
Health & Environmental Sciences

The Dow Chemical Company, Midland, Michigan 48640

Presented at

Seminar on Compliance writh International Chemical Regulations
sponsored by the International Affairs Group, CHA and SOO1A

Mayflower Hotel, Washington, D. C.
April 29-30, 1981

List of Countries vith Knovn Pesticide Data Reouirements

or Pegistration/Notification Reouirements

The attached information is provided as assistance to those attending the

seminar on Compliance vith International Reegulations sponsored by the

International Affairs Group of the Chemical Manufacturers Association

(CMA) and the Synthetic Organic Chemical Manufacturers Association, Inc.

(SOCMA). It vas compiled from information available to X. L. Leng in

Vrch-April, 1981, and the accuracy and completeness varies vide4y

depending on the source of the information.

The requirements for data are rated on a scale from 0 to 4. A rating

of 4 means very extensive data requirements, including several long-term

toxicology studies in animals, studies on oncogenicity, reproduction,

terLtology, =atagenicity, metabolism in plants and animals, data on

safety to wildlife and domestic animals, environ-ental fate, etc. As an

exa--.le, the data requirements listed separately for tha USA are rated Is,

whereas data for recommendations by FAQ/WHO are rated 3- and by the

Council of Europe and the Bropean Econo-ic Comminity about 3. In any

cases re-co=endations from these organizatios ere adequate iupport for

registration or licensing by member countries. Some countries requ-re

proof of registration in the country of origin for an imported pesticide

(desig-ated 0) vhereas several Latin Anerilcan countries require a Certifi-

gate of Free le vh~ah bha bee. notaried and approved t' the Consulat
of the L-porting country. Some countries register "me-too" products

produced by. secondary -nufacturers on the basis of lata provided by the

pr --Ryr r maufacturer.
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Pecuire=ents for Pesticide Su-oort Data

count!r

Algeria

Argentina

Australia

Austria

Bangladesh

Barbados

Belgium

Bolivia

Brazil

Bu.lgar la

Canada

Chile

China

Colo bia

Cos.a Rica

Cyprus

Czechoslovakia

Denrk

Yes

Yes

'55-'80

'48

'81

Yes
069-'77

Yes

Yes

Yes

Rev. '80

Yes

('79)

'80

'75

Rev.

Rev.

'80
'7I,'80

Reouirement SuoDort

2-3

3-4

3

33-I

3

3
2T

2

3

2

3

Dominican Rep. Yes I

Ecuador 2

Egpt Yes 3

El Salvador Yes I

CFS - Certifitate of Free Sale
0 = Resistration in country of origin

FAO/WHO, OECD

FAO/WJO, OT
CE, OECD

FAO/OWH

FAOWHO,

CE, EC, OECD

CFS

0

0?
OE!-

(EPA)

CFS, EPA, 0

CE Codex, 0

Codex

CE, EC., OECD

FAQ/WHO

CrS, 0

Codex, EPA

EPA, CFS, 0

1e-Too

So-a

Yes

No

Yes

Yes

so

Yes

so

Yo

Ye s

EPA n US Resistration
Cqdex a Maxlz3 Residue Linit
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Country

Finland

Frence

E. Gercmany

W. e rmarV

Greece

Guam

Guatenal&

Honduras

Eong Kong

HungaXy

Iceland

India

Indonesia

I aq

Iran

Ireland

Israel

Itae.2

Ja;.-n

Jord.n

rorea

Lav

1 69
Rev. '70s

'72
Rev. '79

'68
Rev. 'T1

'T

N7one

'T

'68
Rev. '73,'75

'68

Rev. 'T8

'13

'175

'7

('82)

'56-'TT

'68

148
Rev. '73,'78

'175

'5A-'78
Lof. '80

3-4

2

2

FAO/WHO, 0

FAO/wHO, 0

Codex, 0?

CE, EC, OECD

3-4 TAO/WHo
CE, EC, OECD

OECD

2-3

2

FA,/WH O, 0

FA IWO, 0

Reouirement Sumport

3-4 (CE) OECD

3-4 CE, EC, OECD

0?

3-4 CE, EC, OECD

2 CE, (EC),

OECD, 0

0 EPA

1 CFS, 0

1 CFS, 0

Yes

? Yes

Yes

so

so

so

yes

so

so

so

Me-Too

Yes

No

No

2

3 Fk6/WEO, o

7/ CE, OECD

3 FAO/WHO, 0
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Country

Lebanon

Luxembourg

Lybia

Malta

falaysiL

Mexico

Mozamnbique

Netherlands

lev Zealand

Nica.raga

Norv&y

Pakistan

PanA-n

Peru

Philippines

Poland

Portugal

Ror.&Ma

Saudi Arabia

South Afr1ca

S;ain

La

No?

'Tis
Enf.

Yes

181 -

'62
Rev. '75

'58 ('79)

'63
Rev.

'73

'TOs

Yes

'TT

'TT

'1T
Rev. '82

'73
Rev. '76

Reouire=ent

2-3

1

I

3-J'

3

2-3

1

2

3-

2-3

2-3

1

'Swowrt

CE, EC, OECD

CE

FAO/WHO, O

EPA

O0

CE, EC, OECD

OECD, O

0

CE,. OECD

!YAO/WH0, O

CFS, 0

CFS

FAO/WHO. 0O

Of

CE(EC), OECD

Codex, 0?

0

CE(EC), OECD

Me-Too

Yes

Yes

No

Yes

Yes

Yes

No

No

No

d2 FAO/WHO S'o.Sildan
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Sveden

Lay

e6'6
Rev* 174

Svitzerland

Syria

Tanz&ni

Inailand

Turkey

United Kingdom

United States

USSR

Venezuela

Yugoslavia

'75 ('82)

'61 0'72

Vot enforced

'TO
Rev. '80

'80

(Rev-. '79, '81)

Rev. '72-'80

Rev. '79

'68

'76
Rev. '77
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Reouirement SuD2ort

3-4 CE, OEC

2?

2-3

3

2

3'

3'

ii

3-4

3-.'

3

CE, OECD

FAO/WHO, 0

Codex, 0

0

FAO/WHO, O

CE, OECD

CE, EO, OECD

OECD

O.D
(o~cD)

Za~bi? 0

lie-Too

Yes

Wo

Yes

(so)

Yes

Yes

no

No

Zam..bia~
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NAAIk
NaU01 Andon
Of Menufactww
LAWRENCE A FOx
Vc. Prn'dw v wi Maagriwrerno"eEc*4c Maimo parrir 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 misalignments 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 ani 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 technology 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 S.144 are helpful. In 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 be much
worse. These unhappy facts both reflect nd 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, and in the business
community respond to this challenge by strengthening the
international trading system rather than abandoning it. We believe
S.144 does this and urge its passage.

Sincerely,

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 foreign 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 barriers 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 settlements 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:

" 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;

" 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. law would be broadened to cover
barriers to investment and infringement on patents and other indus-
trial property rights; and

" 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 legislation in its present form. We would strongly urge that any amendments
which are protectionist in nature or which would undermine U.S. international com-
n'itments be strongly opposed.

Sincerely,

Edward Anderseh, Master
The National Grange

EA:khv

cc: Full Senate Finance Committee

17-994 0 - 83 - 12
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STATERNT OF THE INTERNATIONAL ANTI-COUNTERFEITING I

SUPPORT OF S. 144

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-

cially indistinguishable 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 and 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 every 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 sold to unsuspecting consumers for
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$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-

terfeiting 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, aircraft 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 patiert's heartbeat during open heart

surgery, were believed to contain potentially dangerous counterfeit

components worth about $8 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

belitied to have been responsible for at least 12 deaths, while

several other victims have suffered paralysis.
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Commercial counterfeiting in recent years has become a

truly international problem. Although 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 activities

clearly violate the laws of the country concerned. In 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-is to existing laws and

adoption of new laws needed to combat counterfeiting effectively. It

is known that several large and prosperous commercial counterfeiting

enterprises 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 lists 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
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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 strictly to

placate critics of commercial counterfeiting, is not known. The

copyright 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

soon to tell the extent to which such Ten Measures and the subsequent

flurry of related announcements made by various ministries will actu-

ally result in effective action, although the passage of the new

trademark law in January, 1983, is clearly meant as a signal that the

government of Taiwan intends to take effective action.

In response to the Coalition's proposal to provide

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.

Representatives 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 trade 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

Danforth'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. . . 0

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) provision of adequate protection Of
intellepU4J_ p~jpTty.XJ~gbt,.

(4) Definition of Unjustifiable. --

(A) In general. --The term Ounjustifiable* 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, oXr pot injLn of
intellectual proerty rights.

(Emphasis added).

In clarifying the scope of existing law to make clear that

violation of industrial and intellectual property rights' would be

grounds for retaliatory action under section 301, S. 144 not only

would provide a much needed expression of congressional intent, but

also, and perhaps most importantly, would send a clear message to

those countries which continue to flout the commercial property

rights of others that the United States will not continue to permit

any country, including its trading partners, to condone and protect

international counterfeiting.

A second 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 Finance Committee on S. 2094, the prede-
cessor of S. 144, states that *(tihe 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 "unjustifiable" act within the meaning of section
301 as proposed to be amended.
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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 section 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.

This 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 scheme, there would be little incentive for the

country from which those goods originated to take action against

counterfeiters. The foreign government involved would be content 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 Danforth:

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. 144.

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. 144
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 a 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
caitributing 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 and 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 and 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 such as Eastern Europe,
where trade is "managed" for its foreign exchange value, are an obvious
exception).

One feature that we find missing from S. 144 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 opehing up new markets
for U.S. exports. Today, however, industrial changes are taking
place at a 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 foi world automobile trade. We
properly m gotiated 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
conditional. 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 a nontariff nature.
These kinds of barriers are very difficult to quantify, and are thus
harder to handle on an unconditional basis, especially multilaterally.

The ideal might be to have world trading nations convert their
nontariff barriers into tariff levels so that they could be negotiated
away- on an equal basis. Unfortunately, to quantify nontariff barriers
becomes an extremely difficult chore, with mutual agreement among
nations on the final figure almost impossible. In addition, the
United States generally has fewer nontariff barriers than other ctm-
tries and, 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 considering the Reci-
procal Trade and Investment Act, the Administration is reportedly
planning co approve exploration of minerals on U.S. lands by foreign-
owned interest whose countries do nit 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 allow majority ownership, or
in some cases, any foreign ownership in this secto-, yet they are
apparently to be certified as "reciprocal". This is a determination
which we are sure Congress will want to -- and should -- challene,
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-reciprocal ieatment 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 agencies 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 Investnent 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 philosophy 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,

Timothy W. Stanley
President
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Statement of Lor n Sorensen
Varian Asso i ates

for the American Electr nics Associatio-
Before the

Subcommittee on International Trade
Committee on Finance
United States Senate
February 18, 1983

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 interest in international

trade and in U.S. policies which can affect that trade. I-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. In 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 the leadership you and the-members of the

Subcommittee have shown in focusing Congress' attention and

.8
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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.

OBJECTIVES 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 O - 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. We 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 Congress 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 fade 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 policies that

have targeted these sectors for special attention.

The U.S. has a distinct comparative advantage in high

technology manufactured products 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 United States

now reaps from them: new and better jobs, increased

productivity, greater income and the better standard of living

which results. Consequently, dfany 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 aggressive on efforts to keep these

markets open to competition based on price and quality, other

than on national origin. If 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

accomplished to improve productivity and raise the world's

standard of living.
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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 exports. 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

direct 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 review

and consideration by the Executive Branch, and we are encouraged

by actions which signal its increased priority status on the

United States Trade Representative's agenda.

Two, the public discussion of this issue is quite 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. In

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 arrangements 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. Restrictions 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 must 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

manufacturing, sales and service operations is a primary vehicle

of trade today. -

For young companies, the most onerous of these are

restrictions on our ability to establish local, majority owned

sales and services subsidiaries that we can manage properly. In

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

appreciate 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 ths

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 restrictions 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. firm 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 economies, 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 treaties are the

practical solution. We would be following the practices of

France, Germany, Japan and others in doing so. The longer 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 unreasonably to

burden, restrict, or discriminate against U.S. negotiators

presently having little leverage in this area. Presidential

authority to respond would provide an appropriate 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 GATTI 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 greater barriers to our

product exports. There are many countries which would welcome an

excuse to bend 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 be the ones to bear the brunt of

either reaction. The negative consequences for jobs, income and

related tax revenues couldbe 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 would thereby support its

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 of 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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(The U.S. Council for an Open World Economy is a private, non-
profit organization engaged in research ,and public education
on the merits and problems of developing an open international
economic system in the overall national interest. The Council
does not act on behalf of any private interest.)

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 isonce
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 ReciprocalTrade 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 investment 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 our national agenda) embracing all forms of inter-
national business. The highly touted effort to achieve recip-
rocally lower barriers to trade in high-technology products
suffers similar inadequacy.

The support this bill has received from the Administration
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and much of the "liberal trade* coamanity 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 Cmnerce of the United
States, and the Rmergency Committee for American Trade) see
this bill as constituting an adequate trade strategy for the
1980's, they corroborate the serious 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, ,hen this is a time for much
more than the Administration is seeking, than anyone in Congress
is seeking, indeed more than the liberal-trade comunity (almost
without exception) is seeking to address this critical problem.

The ftWnistration 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 deeper 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

ore than Nwork programs" on longer-term issues and reviewing
implementation of the fair-practice codes negotiated in the
Tokyo Round. But the United States should not lower its sights
to the lowest ccmon denominator. 8.144, 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 economic system --
indeed otim reciprocity through negotiation of a free-trade
charter ( acing goods, services, investment, etc.) with as

ammny industrialized countries as wish to join us in this venture.
There would have to be special privileges and camaitments 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.

Proaressive. Not Rearessive. Reciprocity

While much m.)re can and should be done to advance the cause
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of true reciprocity in the sense so assiduously 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. The U.S. economy could hardly benefit from bi-
lateral reciprocity maneuvers that (a) sock American consumers,
(b) sacrifice imp6rt-dependent and export-dependent American
jobs in the wake of retaliatory or emulative reaction abroad
to U.S. import-restricting tactics, and (a) suppress the
beneficial effects of freer imports on U.S. 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 * eciprocity" 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. If
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 deal with unforeseen emergencies). No reciprocity bill
now in Congress could possibly ensure significant progress toward
this concept of optimum reciprocity and consummate fairness in
international commercial relations.

Senator Glenn (a cosponsor of S.14) has said: "We can no
longer afford to pursue the ideal of free trade unless our
trading partners are willing to reciprocate.0 If this be so,
and since our own practice in this policy area falls substan-
tially short of our preaching, we should iovite 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 S.1", 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.0
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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 against 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.0 His legislative remedy, reviving a
protectionist ploy I can remember frLm decades back, would
not achieve the reciprocal, equitable market access he says is
his aim. It would be more likely to ratchet barriers upward
and muddy the channels of international discourse on how to
achieve truly reciprocal, increasingly freer international
commerce.

Senator Danforth has said that to secure bilateral equity
"the United States must be prepared to force the issueO 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 discretionary with
the President ("the bill strengthens the Administration's hand
without forcing itm), 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? Is 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 am 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 more helpful would be a train of
trade-restrictive actions and reactions under-the rubric of
bilateral reciprocity projected by bills like S.144?



190

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 Othe biggest barrier to (Japanese) imports today in
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 mind, I believe, may be trace-
able in part to something bordering on paranoia 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 economic 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 bad 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 then 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 uch more cooperation from Japan if we sought
that country's participation in a free-trade charter than is likely
from the kind of pressure the United States has used so often in
the past and is envisaged in the current pattern of "reciprocityO
bills.

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 Japav to curb its exports of automobiles to the
United States even though imports did not cause the severe probz--
lems of the U.S. automobile industry, have not done much for our
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image as champions of free trade.

Sector Reciprocity or Harmonization

Except in special situations and pursuant to carefully
defined standards, sector-by-sector reciprocity is foreign
to any reasonable, practical and responsible concept of
international-trade reciprocity. However, with most countries
moving inexorably and in many cases rapidly toward increasingly
more sophisticated forms of economic 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 trade, 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 undertake negotiation of such arrangements, including
carefully drawn rules to ensure fair international ccpetition
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 'n individual sectors seem dim except as part of a
comprehensive free-trade charter under which optimm 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.

Conclusion roaardina 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 strategy
proposed in this testimony to deter my support for measures les
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 seen likely, on balance, to in-
crease trade restrictions, and besides its shortcomings with
respect to the new negotiations it authorizes, such legislation
-- setting 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 ai" and how 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 insists 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 against such
barriers or proposing legislation to counter them (Sections 3
and 4 of the bill), the President should be required to ases
the cost to the nation of any such countervailing action and
make such estimates public.
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