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EUROPEAN COMMUNITIES’ PROPOSALS TO
REFORM COMMON AGRICULTURAL POLICY

MONDAY, DECEMBER 12, 1983

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.

The committee met, ?ursuant to notice, at 9:42 a.m., in room SD-
215, Dirksen Senate Office Building, Hon. Robert Dole (chairman)

presiding.

Present: Senators Dole and Grassley.

Also present: Senators Boschwitz, Pressler, and Percy.

[The press release announcing the hearing and the prepared
statements of Senators Dole, Grassley, and Baucus follow:]

{Press Release No. 83-202, Nov. 30, 1983)

- FINANCE CoMMITTEE SETS HEARING ON ProPosALS T0 REForM EC ComMON
AGRICULTURAL PoLicy

Senator Robert J. Dole (R., Kans.), Chairman of the Committee on Finance, an-
nounced today that the Committee would conduct a hearing on Monday, December
12, 1983, on [in'oposals of the European Communities (EC) to reform its Common Ag-
ricultural Policy (CAP). These proposals include the possible unbinding of EC's tari
commitment on corn gluten feed (CGF), citrus pulp, and other nongrain feed ingre-
dients, and a tax on vegetable oils and fats.

B '[‘ll:lq hearing will begin at 9:30 a.m. in Room SD-215 of the Dirksen Senate Office
uilding. '

In announcing the hearing, Senator Dole noted that the EC Council of Ministers
will meet December 5-6 to consider certain proposals to contain the spiraling costs
of the CAP, At that time, the Ministers may direct the EC Commission to commence
the process of unbinding its commitment to duty-free treatment of nongrain feed
ingredients, to which it contracted in the General Agreement on Tariffs and Trade
(GATT). The Commission staff has suggested that the resulting price increases may
cause farmers to substitute EC wheat and feed grains for the nongrain feed ingredi-
ents. The staff further has recommended a tax on vegetable fats and oils in an at-
tempt to discourage consumption and raise revenue.

In announcing the hearing, Chairman Dole commented: “While I am gratified
that the EC appears at least to have recognized the necessity of reforming the CAP,
some of the proposals it will consider will not address the underlying Broblems and
worse, will attempt to shift the costs of the CAP to U.S. farmers. The United States
cannot agree to foot their bills by givin%‘ up one-half billion dollars in exports.”

Senator Dole further noted that the Finance Committee greviously has held hear-
ings that established the adverse effects of the CAP on U.S. farmers. “Through un-
reasonably high sugport prices, the EC encourages vast overproduction. Then, to
avoid the costs of absorbing this surplus internally, the EC resorts to export subsi-
dies to dump their products on world markets. This results in a general depression
of world prices, and it deprives U.S. farmers of markets in which U.S. agricultural
exports would be fully competitive but for these policies,” Dole charged.

nator Dole pointed out that “in previous tariff negotiations, the United States
obtained the EC’s tariff commitment on nongrain feed irlx‘fredients in return for con-
cessions on tariff items of importance to its exporters. Now it appears that the EC
not only seeks to renege on that commitment, but to do so as a way of avoiding

)]
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responsibility for its policies that alreadfr are inflicting severe damage on U.S, farm-
ers—indeed, on farmers around the world.

“Because of the significant trade im&lications of the EC proposals,” Senator Dole
concluded, “it is appropriate that the Finance Committee immediately review them
and the position of the Administration in this matter. This hearing will prepare the
Committee to respond expeditiously when the Congress reconvenes in January,
should responsive action be warranted.”

STATEMENT OF SENATOR DoLE

We are holding these hearings at a time when the European Communities are de-
liberating over reforms of the common agricultural policy, known as the CAP.

We welcome the EC's growing recognition of the distortions of world agricultural
markets arising from the CAP as now constituted. We also support, in principle, the
%lg'ective of reducing EC surpluses, and the resulting subsidized exports from the

DISMAYED THAT “REFORMS’’ SHIFT BURDEN TO UNITED STATES

But I am dismayed that the CAP reform proposals would shift the financial
burden of CAP adjustments from the EC to other countries, particularly the United
States. At this time, the EC proposals do not appear to impose any real constraint
on its production or to specify concrete steps to adjust prices toward world levels. If
implemented, these proposals would be another significant move away from a liber-
al world trade environment based on comparative advantag:e for agriculture com-
modities and would conflict with our joint pledges at the OECD and the Williams-
burg Summit regarding the need to liberalize trade and avoid protectionism. From
an economic perspective, the stakes for the United States are high. We ship about
$2 billion in soybeans, another $2 billion in soybean products, and $700 million in
nonfrain feed ingredients to the nations of the European economic community an-
nually. It is an important market. The proposal to impose a vegetable oils tax and
limit imports of nongrain feed ingredients strikes at exports representing over 50
percent of our total agriculture exports to the European economic community and
nearly 15 percent of total U.S. farm exports.

The U.S. exports affected by these Yroposals benefit from some of the few duty-
free bindings which our agricultural exporters have. Once these bindings are
breached, it is reasonable to fear further erosion of our access to the European

market.
EROSION OF THE “FREE TRADE’ AGRICULTURAL CONSTITUENCY

From a political perspective, these EC pro;:osals ave shortsighted. They strike at
an American agricultural community which has been a kez supporter and defender
of open markets and free trade not just for agriculture, but for industry as well.
Adoption of these reform proposals is certain to erode the agricultural community’s
support for free trade and alter the political balance on all trade issues. The
must understand that the importance of this issue transcends their immediate
impact on U.S. exports. The stakes are no less than the loss of U.S. agriculture from
the front ranks of the defenders of free trade.

THE DAMAGE TRANSCENDS SHORT-TERM EFFECT ON U.S. EXPORTS

Because these proposals represent a breach of tariff bindings which the United
States obtained during the Kennedy round of negotiations, we can and should insist
on compensation from the EC if these proposals are adopted. But compensation
cannot mitigate the damage inflicted on our farmers by these prog\we«‘fe actions.
Indeed, these so-called CAP reforms merely compound the damage which the CAP
has inflicted for years on European consumers and American farmers. With a
budget estimated as high as $40 billion—(A figure which includes the cost to con-
sumers and member state government budgets)—the CAP has stimulated European
over-production through artificially high support prices, and has disposed of the re-
sulting surpluses by subsidizing their exports from the EC, thereby depressing world
agricultural prices. As a result of the CAP, the EC has become a surplus producer of
wheat, barely, sugar, butter, powered milk, cheese, beef, poultry, and eggs. In an
effort to dispose of these surpluses and as a logical extension of the CAP, the Euro-
pean Community has become the world’s No. 1 exporter of sugar, poultry, eggs, and
dairy products and is challenging Argentina as No. 2 in beef. The cost to U.S. agri-
culture in displaced trade is estimated at $6 billion per year and is growing.
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TIME FOR A MORE CONSTRUCTIVE APPROACH

It is time for our European trading ﬁartnera to adopt a more constructive agricul-
tural policy which does not subsidize urlggean farmers at the expense of European
consumers and American farmers, The can ill-afford a policy which erodes its
trading relationships, squanders its resources, strains its budget and invites its agri-
cultural competitors to respond, as a last resort, by engaging in comparable budget-
bustgg guarantees and subsidies. It is often said that the CAP is the glue that holds
the ether. In light of the budgetary strains and trade tensions it is generat-
ing, the CAP may be more accurately described as a cancer which threatens to con-

sume world trade in agriculture.

ComMmeNTs BY HON. E (KIRA) DE LA GARZA, CHAIRMAN, HOUSE AGRICULTURE
COMMITTEE

I regret that commitments in my home District have made it impossible for me to
be present for the review of trade problems which is being held today. I personally
share the concerns of others in agriculture and related fields about developments
which have contributed to reducing the American farmer’s access to markets
ar%tlmd the v‘:grld. od wh ¢ ding

‘e must be concerned when we see some of our tradi ners using import or
export practices which amount to unfair discrimination agam? Americ:a.nng progacers.
The issue of simple fairness is important, of course. But there is also the fact that
when trade restrictions are applied against us, the result is lower income for our
farmers and sometimes higher costs for our taxpayers.

I and other Members of the House Agriculture Committee have personally dis-
cussed some of these problems with representatives of a number of our trading part-
ners. We havs been careful not to step over the lifie between our responsibilities
and those of the officials of the Executive Branch of the government. But we have
expressed our views, and I hope that this has had some impact in moving the think-
ing of several countries into more acceptable channels. I believe the Common
Market, for example, understands now how seriously we view matters like the
recent f.roposal for a vegetable oil tax and restrictions on certain feeds, and I fur-
ther believe that leaders in that region are coming to understand the consequences
to their taxpayers of some of their unwise farm policies. .

I believe we must all continue to use every avenue available to us on these impor-
tant trade issues. We must seek to promote continuing dialogue on the problems we
face and to press hard for friendly resolution of the problems. My greatest concern
is that we avoid situations in which we are forced, in effect, to shoot ourselves in
the foot in responding to trade challenges from abroad.

STATEMENT BY SENATOR CHARLES E. GRASSLEY ON REFORM PROPOSALS FOR EC
CoMMON AGRICULTURAL PoLicy

Mr. Chairman, I appreciate this opportunity to join you and our other colleagues
on the Senate Finance Committee to address the issue of the proposals by the Euro-
pean Communities to reform its Common Agricultural Policy (CAP). I believe that
most of us here today can empathize with the dilemma facing the EC in its attempts
to reduce CAP expenditures to avoid an anticipated budget crisis. It is difficult, how-
ever, for us to sit idly back while they propose to meet this crisis by backing away
from our trade agreements and jeopardizing the exports of U.S. producers who
depend upon exports for a quarter of their marketing income.

immediate concern to us today is the EC's proposal to impose a consumption
tax on fats and oils and to restrict imports of nongrain feed ingredients, such as
corn gluten feed and citrus pellets. Combined, these exports represent about $5 bil-
lion for U.S. producers, We are concerned not only because of the large monetary
stakes that we have with regard to this proposal, we must be concerned by the fact
that the past and present treatment by of these U.S. products was based upon
negotiations with the United States and for which the United States made trade
concessions. The question becomes whether or not the United States should have to
bail out the EC by swallowing the impact of restricted impor*: which in turn will
lead to lower farm prices and in all likelihood, larger U.S. farm program costs.

What irritates me is the fact that the EC’s grain surplus is a direct result of high
EC government support prices, not U.S. imports of corn gluten and oilseeds. In turn,
the ends up spending huge amounts of money on export subsidies to unload this
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excess production on world markets—action which directly and unfairly harms U.S.

exports. Now they want us to take another blow.
Clearly, the must take action t&get its programs in order. It is would be ill-
advised, however, to expect the United States to bail it out from its policies that

have already harmed our producers.

STATEMENT OF SENATOR MAX Baucus

I welcome today’s hearing. The European Community’s Common Agricultural
Policy—CAP—is unfair. It is a protectionist web of support pricing, non-tariff bar-
riers and export subsidies.

In the last eight years, the Euro;;‘eans have dumped massive amounts of agricul-
tural products on world markets. They have used government subsidies to undercut
Americans in export markets all over the world.

And, the EC has blocked attempts to sell American products in Europe.

The result is well-documented. European agricultural export sales—only 55 per-
cent as much as American sales in 1976-—now almost equal American sales.

Now the European Community wants to make it even harder for Americans to

gell in their markets.

CURRENT PROPOSAL

The purpose of today’s hearing is to look at two new import restrictions proposed
by the European Community. This proposal would make an unfair policy even
worse,

First the EC wants to restrict imports of non-grain feed ingredients. American
farmers—already suffering because of European protectionism—would be hurt even
more.

American bulk corn exports to the EC have fallen from 15.8 to 5.8 million tons
since 1976. The reason: the EC's variable levies. The new restrictions would cut our
corn gluten feed exports as well.

Second, the Europeans want to impose a consumption tax on vegetable oils and
fats. This proposal doesn’t fool anyone.

The CAP policies have created a mountain of surplus butter that the EC now
wants to dump. This tax would help do that.

Even worse, by restricting American sales to Europe, the EC is forcing American
dairy producers to pay for this protectionism.

CONCLUSION

Mr. Chairman, I am deeply disturbed by these new import restrictions.
I believe we must send the European Community a clear and strong message. The
time has come for the United States to take a stronger action to counteract the Eu-

ropean policies.
We should consider greater use of credit subsidies to potential customers.
And we must consider retaliatory actions against the Europeans on other prod-

ucts.
The European Community itself is in turmoil. The EC massive subsidies have

taken a toll, as the breakdown last week of the EC summit talks demonstrates.
We must let the Europeans know that we, too, are deeply troubled by their poli-
cies. I hope today’s hearing is the first step toward accomplishing that goal.

The CHAIRMAN. Let me welcome you.

We have a number of witnesses. We are very pleased. We just
concluded a breakfast meeting with a number of, in this case, busi-
nessmen from the private sector, where we have been discussing
this specific problem and other problems.

I have a statement; but I want to defer to Senator Percy, because
I know he has another obligation. I think Senator Boschwitz would
also like to make a brief statement, then we will hear Secretary
Block. Is it all right with you, Jack, if we hear your Senator from
Illinois, first?

Senator Percy.
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STATEMENT OF HON. CHARLES H. PERCY, U.S. SENATOR FROM
: THE STATE OF ILLINOIS

Senator Percy. Thank you, Mr. Chairman, very much, indeed.
Now I see why I have difficulty getting a quorum. We had meet-
ings of the Foreign Relations Committee, and have two distin-
guished members of the committee with us here this morning.

The CHAIRMAN. Well, they are not really members; they are asso-
ciate members of the Finance Committee. {Laughber.]

Senator PErcy. Mr. Chairman, I would like to commend you and
the members of the committee for holding this hearing this morn-
ing, and J would like to say, before I get into the text of my com-
ments, that I have testified before the Finance Committee and the
House Ways and Means Committee for probably 80 years. I did as
an industrialist in a highly protective industry—photographic in-
dustry. I constantly came down and testified against the photo-
graphic manufacturers association in this room for many, many
years. They had a highly protectionist attitude; we had a 40-per-
cent tariff on our product; they had a nice, cozy market in the
United States, and they wanted to keep it that way.

My philosophy was quite different, and as a result, at the sugges-
tion of President Eisenhower, a group of us, including Charley
Taft, founded the Committee for a National Trade Policy, which es-
tablishbed the policy of the U.S. Government which has been steady
since President Eisenhower, reaffirmed by every President and
every Congress, that the best interests of the United States of
America is to become a great exporter. When we do that, we can’t
then turn inward and expect the ships to go abroad full and not
come back over here. So freer trade was a symbol that we fought
for 30 years ago. We won.

Our tariffs are down to 5 percent in the photographic industry
today, and I still think that Kodak, and Xerox, and Eastman
Kodak, and Bell & Howell are far from struggling along, though
they have had to make some adjustments to world trade.

I say that because of the comments that I will make as to what I
think we have to do to get the attention of the Europeann Communi-
ty if they continue the protectionist attitude which they have had,
which is so injurious to our exports. And if we can’t get their atten-
tion any other way, then we are going to have to do it by taking
some steps which will cause them to recognize that two-way trade
has to be two way. We can’t have the ships all coming full from
Japan and Europe here and expect them to go back empty. We
have to be, particularly with the burden of responsibility we carry
for the defense of the world; we have to have a trading base, par-
ticularly among our allies.

So I am pleased to appear before the Senate Finance Committee
on an issue of vital importance to the foreign economy and to all
Americans who value the open system of international trade. Once
again, Mr. Chairman, you have used your position of leadership to
strengthen American agriculture by convening this special hearing
of the Finance Committee, and you are joined by other members of
the committee who are very strong advocates of that same princi-

ple.
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During the years, we have worked together on many programs to
aid producers, processors, and consumers. Some examples of our co-
operation include the new 5-year agricultural agreement with the
Soviet Union, that for the first time includes a value-added com-
modity, soybean meal. In addition, we have worked for the full de-
velopment of an alcohol fuel industry that now represents over 5
percent of the national gasoline market and resulted in the disap-
pearance of an additional 100 million bushels of corn in 1982, rais-
ing the price paid farmers by 5 cents a gallon and saving the Fed-
eral Government $150 million in deficiency payments to farmers.
Next year, with a bumper crop predicted, we will be thankful to
have this industry.

As the chairman of the Finance Committee, you have vigorously
defended our overseas agricultural markets.

An outstanding list of witnesses is appearing this morning, in-
cluding, to my right, my colleague Jack Block, Secretary of Agri-
culture and former Secretary of Agriculture of the State of Illinois.
Secretary Block has distinguished himself through his ability to ad-
vance the cause of agriculture in the highest circles of this admin-
istration and in international forums because of his perseverance
and personal knowledge of farming.

Jack Block is one of the reasons that we won at least a tempo-
rary victory last week in Athens, when the Ministers of the Euro-
pean Community agreed that some action should be taken to limit
the importation of corn gluten feed and citrus pellets, but most im-
portantly they could not agree on a strategy to achieve this goal.

Mr. Chairman, we have continued to block any European action
to limit our annual $700 million exports of nongrain protein feed
ingredients to the European Community for one simple reason: The
administration and the Congress are united in our resolve not to
knuckle under and yield this valuable market that we have won
through fair competition and negotiations.

During the last 20 months, we have passed two Senate resolu-
tions condemning any European action to break the trading agree-
ment that we actually reached with the Community that permits
these nongrain protein feed ingredients to enter Europe duty free.
These include Senate Resolution 362, which I introduced in the
spring of 1982, and Senate Resolution 238, introduced by Senator
Dixon this fall and reported out of the Foreign Relations Commit-
tee on October 25, 1983.

This entire administration from President Reagan down has sup-
ported America’s corngrowers and processors on this issue. I want
to point particularly to the role of Secretary Shultz. He has taken a
very special interest in this issue. We have talked with him and
written to him on several occasions about this issue, and he fully
understands why we must not allow the European Community to
break this duty binding—the agreement reached during the 1962
Kennedy Round trade negotiations to allow nonprotein feed ingre-
dients into the Community duty free—and that is a duty binding
agreement. This has been backed up by Ambassador Brock, who
has marshaled the resources of the Office of the Trade Representa-
tive to send a clear message to the Cormmunity of our resolve on

corn gluten.
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Mr. Chairman, I believe it is urgent that we develop a long-term
strategy to deal with this problem. Even though the officials of the
European Community have finally admitted that corn gluten and
citrus pellets do not displace community-grown feed grains or cere-
als, I am afraid that some of the members are determined to break
this international binding for certain domestic reasons, mainly po-
litical reasons,

It is with much regret that we note the French Government is on
a crusade against corn gluten imports. At every opportunity it
raises this issue, both within the Community and in bilateral dis-
cussions with the United States. The French are operating under
the erroneous belief that they can somehow control dairy surpluses
téy denying these efficient U.S.-origin feed rations to the northern

uropean feed lot operators located near good port facilities. -

We should be under no illusion that the corn gluten problem will
go away. It won'’t, as long as the French Government has decided
to ignr:re the fact that its own grain farmers are not injured by this
import.

t is interestin%to note that in 1983 the U.S. a%ricultural exports
to France have been dramatically declining, while their imports
have been rising sharply. The amount of our agricultural exports
declined for the 12 months ending this September, from $658 mil-
lion to $507 million, while French agricultural exports to the
United States rose from $449 million to $505 million.

This shift cannot simply be explained by the strength of the
dollar. Corn gluten may be just part of the overall strategy to limit
U.S. exports to France.

What do we do, then? We cannot pass a new resolution in the
Senate every 4 months when the EC Foreign Ministers are sched-
uled to meet. We can’t continue to write new letters of protest. We
gan’t continue to just hold hearings like these for the indefinite

uture.

In short, we cannot simply be reactive to this assault on our agri-
cultural trade. We must go on the offensive now.

Mr. Chairman, let us remove any doubt in the minds of the Eu-
ropean governments that somehow they will get off scot-free if they
break this binding.

I have already urged the executive branch to make public lists of
European agricultural imports we may retaliate against if this
binding is impaired. I understand that some of these lists may have
already been prepared, but we should put all our cards right out on
the table to avoid any misunderstanding of our resolve.

These lists should mandate higher tariffs and quotas on such
commodities as Scotch whiskey, French wine, soft cheeses, Dutch
beer, German candy, and other commodities for the rest of the EC-
10 that might be recommended by the executive branch.

The list of affected commodities should be circulated in Europe,
through our embassies, to both government agencies and private
trading groups that may be affected.

I believe that the primary benefit of this action would be:

First, to remove any uncertainty of the financial consequences
that would result if the Community impaired this binding—and I
am talking about their walking away from an agreement that they

had made with us. :
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The CHAIRMAN. I might just say at that point that the suggestion
you just made is one that was agreed to—1I think I can say “agreed
to”—at this breakfast session we just had. I think Secretary Block
may comment on this later, so I won't say anything else, but there
ought to be names of things that we are going to take action on, so
they will understand it’s not just a game, and we're not just having

hearings or passing resolutions.
I would hope Secretary Block might address that when you con-

clude.

Senator BoscHwirz. Mr. Chairman, I might just want to add to
that. It may not be limited to agricultural products, as the Senator
from Illinois has just outlined; it may be other products as well
that have no relation to agriculture.

The CHAIRMAN. All right. That’s a good point.

Excuse me, Senator.
Senator Percy. Well, I think that will strengthen the idea that it

is not just one person. A traditional lifelong freer trader has now
come to the conclusion that if we are going to be pushed around
t}éis way, we've got to have them realize it's going to be reciprocat-
ed.

Certainly, no one in this room wants to start a trade war, par-
ticularly among our close allies. But they have to recognize that
there has to be a principle of fairness in this, and we have been
impressing the Japanese with that for many, many years now, and
they are responding and showing that they understand that trade
has to be a two-way street.

The second reason, it would demonstrate to the Community that
they will not benefit by waiting for an opportune time to strike,
while we are distracted by some crisis.

Third, it would relieve us of the burden of allowing the French
Government or their allies in the European Commission to set the
agenda for the U.S. Congress or executive branch on this issue and
allow us to move on to equally important issues.

As chairman of the Foreign Relations Committee, with a good
deal of the committee represented this morning, I would propose
that we meet with the administration to see how this idea might be
implemented well in advance of the next meeting of the EC minis-
ters, now scheduled for this March in Brussels.

Again, I commend you and the members of the committee for
holding these hearings, and I am only worried that there are only
Republicans here this morning. The question is what are those
Democrats doing, and where are they? Maybe we'd better go back
there and join them. [Laughter.]

The CHAIRMAN. I didn’t hear all of that last part, but we have a
lot of bipartisan support for what we are doing.

I want to thank Senator Percy, not only for being here this
morning but for his leadership, as you have indicated, on some of
the resolutions we have passe£

These hearings are a result of concerns expressed by Senator
Percy, Senator Boschwitz, Senator Dixon, others—Senator Jepsen,
who cannot be here, Senator Grassley, who is, Senator Pressler.
Again, it is not just to have “a hearing.” We are serious about this.
Our farmers are serious about it; the administration is serious
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about it; and we appreciate your continuing concern, Senator

Percy.
Senator PErcY. What we want to really remove is the possibility

of miscalculation and misunderstanding. And I think what we are
doing is laying our cards right out on the table and saying, “Let’s
now discuss this,” taking into account that we are goini to be in a
position where we have to take action if they break the binding.

The CHAIRMAN. Thank you.
Senator PErcy. Thank you, Mr. Chairman, very much.
[The prepared statement of Senator Percy follows:]

STATEMENT OF SENATOR CHARLES H. PERCY

I am pleased to appear before the Senate Finance Committee on an issue of vital
importance to the farm economy and to all Americans who value the open system of
international trade. Once again, Mr. Chairman, you have used your position of lead-
ership to benefit American agriculture by convening this special hearing of the Fi-
nance Committee.

During the years, we have worked together on many programs to aid both produc-
ers and processors. Some examples of our cooperation include the new five-year ag-
ricultural agreement with the Soviet Union, that for the first time includes a value-
added commodity, soybean meal. In addition, we have worked for the full develop-
ment of an alcohol fuel industry that now represents over five percent of the nation-
al %‘asoline market and resulted in the disappearance of an additional 100 million
bushels of corn in 1982 raising the price paid farmers by five cents a gallon and
saving the federal government $150 million in deficiency payments to farmers. Next
year, with a bumper crop predicted, we will be thankful we have this industry.

As the Chairman of the Finance Committee, you have vigorously defen ed our
overseas agricultural markets.

I note a highly-qualified list of witnesses will appear this morning, including Jack
Block, our retary of Agriculture. Secretary Block has distinguished himself
through his ability to advance the cause of agriculture in the highest circles of this
Administration and international forums, because of his perseverance and personal
knowledge of farming.

Jack Block is one of the reasons that we won a temporary victory last week in
Athens when, I have been told, the Ministers of the European Community eggreed
that some action should be taken to limit the importation of corn gluten fi and
citrus pellets, but could not agree on a strategy to achieve this goal. )

Mr. Chairman, we continue to block any European action to limit our annual
$700 million exports of non-grain protein feed ingredients to the European Commu-
nity for one simple reason. The Administration and the Congress are united in our
resolve not to knuckle under and yield this valuable market that we won fairly
through negotiations.

During the last 20 months, we have passed two Senate resolutions condemning
any European action to break the trading agreement we reached with the Commu-
nity that permits these non-grain protein feed ingredients to enter Europe duty-free.
These include Senate Resolution 362, which I introduced in the spring of 1982, and
Senate Resolution 233, introduced by Senator Dixon this fall and reported out of the
Foreign Relations Conunittee on October 25, 1983.

This entire Administration from President Reagan down has supported America’s
corn growers and processors on this issue. I wou d like to particularly point to the
role of Secretary Shultz who has taken a special interest in this issue. I have talked
with him and written to him on several occasions about this issue and he full{ un-
derstands why we must. not allow the European Community to break this duty bind-
ing. This has been backed \;IIP by Ambassador Brock who has marshaled the re-
sources of the Office of the Trade Representatives to send a clear message to the
Community of our resolve on corn gluten.

Mr. Chairman, I believe it is urgent that we develop a long-term strategy to deal
with this problem. Even though the officials of the European mmunity have final-
ly admitted that corn Fluten and citrus pellets do not displace community-grown
feed grains or cereals, I am afraid they are determined to break this international
binding for domestic reasons.

It is with much regret to report that the French government has gone on a cru-

sade against corn gluten imports. At every opportunity it raises this issue both
within the Community and in bilateral discussions with the United States. The



10

French are operating under the erroneous belief that it can somehow control dairy
surpluses by denying these efficient U.S.-origin feed rations to the Northern Europe-
an feed lot operators located near good port facilities.

We should be under no illusion that the corn gluten problem will go away. It
won't as long as the French dgovernmenl; has decided to ignore the fact that its own

grain farmers are not injured by this import.
It is interesting to note that in 1983, the United States agricultural exports to

France have been dramatically declining, while their imports are rising shalg)ely.
The amount of our agricultural exports declined for the 12 months ending this Sep-
tember from $658 million to $507 million, while French agricultural exports to the
United States rose from $449 million to $505 million.

This shift cannot simply be explained by the strength of the dollar. Corn gluten
rnzw be just part of the overall strategy to limit United States exports to France.

hat do we do then? We cannot pass a new resolution every four months when
the EC Foreign Ministers are scheduled to meet. We cannot continue to write new
}‘etters of protest. We cannot continue to have hearings like these for the indefinite
uture.

In short, we cannot simply be reactive to this assault on our agricultural trade.
We must go on the offensive now.

Mr. Chairman, let us remove any doubt in the minds of the European govern-
ments that somehow they will get off scot-free, if they break this binding.

I have already urged the Executive Branch to make public lists of European agri-
cultural imports we may retaliate against if this bindi:dg is impaired. I understand
that some of these lists may have already been prepared, but we should put all our
cards out on the table to avoid any misunderstanding of our resolve.

These lists should mandate high tariffs and quotas on such commodities as Scotch
whiskey, French wine and soft cheeses, Dutch beer, German candy, and other com-
gxoditi}fs for the rest of the EC-10 that might be recommended by the Executive

ranch.

The list of affected commodities should be circulated in Europe through our em-
bassies to both government agencies and private trading groups that may be affect-

ed.
I believe that the primary benefit of this action would be:

First, it would remove any uncertainty of the financial consequences that would

occur if the Community impaired this binding;
Second, it would demonstrate to the Community that they will not benefit by
waiting for an odeortune time to strike while we are distracted by some crisis;
Third, it would relieve us of the burden of allowing the French government or
their allies in the European Commission to set the agenda for the United States
Congress or executive branch on this issue and allow us to move onto other impor-

tant issues.
As Chairman of the Foreign Relations Committee, I would propose that we meet

with the Administration to see how this idea might be implemented well in advance
of the next meeting of EC ministers, now scheduled for this March in Brussels.
Again, I commend you for holding this hearing and I look forward to listening to

the distinguished witnesses that follow.

The CHAIRMAN. Senator Pressler, are you going to be able to
remain a while, or should I have Secretary Block go ahead? Do you
want to make your statement now?

Senator PRESSLER. I have an airplane problem.

The CHAIRMAN. Oh! Why don’t you go ahead, then.

Senator PrrssLER. So I will submit my statement for the record.

STATEMENT OF HON. LARRY PRESSLER, U.S. SENATOR FROM
THE STATE OF SOUTH DAKOTA

Senator PrRESSLER. I would say that I very much appreciate the
efforts being made here. I thought the breakfast this morning was
very productive.

I would say that we are on the verge of a trade war which will
hurt us and other nations. In my years in Congress, I have always
listened to the argument that things are going to get better after
the next election in Europe, or after they work out their problems;
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but there was great frustration with the lack of action. For exam-
ple, in another area of the world the President went to Japan and
came back without any real results regarding agricultural trade.
The discussion this mornihg to expand the Public Law 480 pro-
gram as a marketing program is good, but we have to find the
money to do that. Maybe we should change the cargo preference

provision to come up with some money. -

The point is that we must take a slightly different approach, es-
pecially with the corn gluten problem. Farmers are very frustrated
with talks and more talks. This next Congress is likely to be the
most protectionistic in history. I have refrained from being a pro-
tectionist, but that may not be the case unless some progress is

made.
I hope these hearings send a clear signal to the Europeans. I

hope that we realize how close we are to a major trade war. I have
seen protectionist amendments come up in Congress, and this year
some of them are going to pass and it is going to trigger something

that the trading world will not like.
So I add that thought here, and I submit my statement for the

record
[Senator Pressler’s prepared statement follows:]

STATEMENT OF SENATOR LARRY PRESSLER

I first want to commend the Committee for scheduling these hearings and for
giving me the opportunity to participate. It is important that the Senate continue to
be involved in trade issues and to work with the Administration in an effort to re-
solve trade disputes, such as the European Economic Community’s proposed action
against certain U.S. farm products.

The proposed action by the EEC and existing EEC trade policies (such as export
subsidies) call for a careful examination of U.S. trade relations with the EEC. At
some point, the United States must take a firm stand, and if necessary, take some
retaliatory action. At this point, we are on the verge of a trade war which should be
averted. However, we cannot avoid a trade war by avoiding relaliatory actions. If we
continue to pursue a no-action stand, then the EEC and other nations may well per-
sist in protectionist steps that will hurt us. The United States can no longer afford
to be the “nice guy.”

A firm stand must be taken against any EEC restrictions on U.S. exports of corn
gluten and other agricultural products. If necessary, some restrictions on European
products should be imposed. We must demonstrate to the EEC that we mean busi-
ness. The loss of the European corn gluten export market would be damaging to
both the farm economy and the entire U.S. economy. In 1982 almost three million
metric tons of corn gluten, with a value of nearly one-half billion dollars, was ex-
ported to the EEC. A market of this size cannot be replaced.

The U.S. also must develop a more aggressive policy to expand agricultural ex-
ports and to combat exports subsidies and protectionist credit programs used by
other countries to gain new markets. We should use our Blended Credit Program
more effectively and also expand the GSM-102 Export Credit Program. Many addi-
tional sales could be made under the GSM-102 program if sufficient credit guaran-
tees were available.

Finally, the U.S. should expand and fully utilize the PL-480 program as a market
development program. The PL-480 program is not just a food aid program. It has
been our most effective export market development program. Many of our largest
current markets were originally recipients of PL-480 assistance. One way of expand-
ing the dollars available for the PI.-480 program without increasing its budget
would be to eliminate the cargo preference requirement or to transfer it to another
agency, such as the Defense Department. This would allow additional money for
food purchasing and less for excessive transportation expenses.

In the future, more drastic actions may be necessary, but we must be careful not
to trigger an unnecessary trade war. Nobody would benefit from such a war.
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Thank you for allowing me to participate in this important and timely hearing. 1
look forward to continuing work with the members of the Committee on agricultur-

al trade issues.

The CHAIRMAN. Thank you very much, Senator Pressler. We are
pleased that you were able to attend the breakfast and at least a
portion of the hearings, and we appreciate your interest.

I would now like to call on a panel with Secretary Block &and
Deputy U.S. Trade Representative Robert Lighthizer, and Daniel
Amstutz, Undersecretary for International Affairs and Commodity
Programs.

Secretary Block, we are pleased to have you here, and we will
open up with your statement.

If you could summarize your statements, we are always pleased
to have summaries, and your entire statements will be made a part

of the record.

STATEMENT OF HON. JOHN R. BLOCK, U.S. SECRETARY OF
e AGRICULTURE

Secretary BrLock. Thank you very much, Mr. Chairman.

I first would want to compliment you and the other Senators
who have had an interest in this subject for your willingness to
hold the hearing here today. The timeliness is very appropriate,
following immediately on the heels of our meeting with five Cabi-
net-level officers with the European Community.

I compliment Senator Percy on his continued assistance and
leadershi]p in working for freer trade and working to make a cli-
mate and atmosphere internationally in agriculture and industry
where we are convinced we have a comparative advantage, and
take advantage of that efficiency that we have.

As was pointed out here, we went over to Brussels and pretty
well put our cards on the table from the standpoint of the perspec-
tive of the United States. And because the EC is at the same time
U.S. agriculture’s largest market, its leading competitor in world
trade, the course of EC agriculture is of prime importance to us,
and we have been talking about it. It was my third meeting, the
third time I have gone over to that kind of a high-level meeting
with the EC.

My purpose here today is to report on the agricultural aspects of
the meeting held in Brussels to discuss bilateral trade. As I said,
Secretary Shultz, Regan, Baldrige, Ambassador Brock and myself
met for about 3 hours with EC Commission, President Thorn, Agri-
cultural Commissioner Dalsager, and others from the Commission.

I will tell you it was a team effort in every way, and we were
very firm in the positions that we took. I don’t think there was any
doubt, from the standpoint of the EC Commissioners that were rep-
resented there, of what our position was. \

As Isaid—this was the third meeting of this kind. In this inter-
vening period since the first meeting we have held at least a dozen
meetings at the working group and policy levels.

Throughout these meetings, the United States has emphasized
four basic principles for the conduct of agricultural trade:

The first one is, no country should expect third countries to pay
the costs of its internal agricultural policies. And this was the first
point that we made in our meeting. The EC’s export subsidies and

—
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also their consideration of limits on corn gluten feed, and also
taxes on fats and oils, are doing precisely that. They would be
asking third countries to pay for their internal farm policies.

I pointed out as an example on that, we went through a great
pain and difficulty in getting dairy legislation here in the United
States. We finally passed it; it was signed. But the dairy legislation
is designed so that we solve our own problems. And we hope it
works.

But the point I made to them is, we could have said, “Well, yes,
we’ll pass dairy legislation that will solve our own problem here,
but to help us solve it, we are going to cut off the imports of your
casein and cheese into the United States, because you have to pay
a little price.” And I told them we didn’t do that.

But what they are suggesting, in addressing their common agri-

c}tlxltural policy problems, is that we pay a price, a price just like
that.
The second point relating to asking other countries to pay a price
was a point that we made that we do support the ascension of
Spain and Portugal into the common market, but we don’t want to
be asked to pay the price for that, either. And that definitely is a
concern of ours on the horizon, and we wanted to be sure that our
position was put out front in the beginning so that they don’t have
any doubts about where we stand.

Now, the second main point we made was, despite the temporary
problems that might ensue, the only sound long-term solutions to
the problems of agriculture lie in lowering barriers to trade, not
raising them; that is, this idea of raising barriers, which they have
suddenly been promoting in the last 6 months, and that the EC rec-
ommended on corn gluten feed and on oil seeds, is entirely con-
trary to the agreement that was arrived at at the Williamsburg
Summit. And here they are, talking about just what everyone
agreed not to do.

The third point: Export subsidies deny the full benefits of agri-
cultural trade, which serves both producers and consumers best
under the principle of comparative advantage.

As I said before, we think we have some comparative advantage;
but, playing the game the way they have written the rules, we lose
that comparative advantage.

The fourth point: The trade policies of developed countries must
not impede the economic growth of developing countries. And I
think that should be a concern to all of us who are interested in
these developed countries getting a fair shake in world trade and
in seeing a climate where they can solve some of their problems.

And then the fifth point was that I just expressed my disappoint-
ment at having been to three of these meetings in Brussels and, in
the first place, we are still talking about the problem that we start-
ed talking about when I went to the first meeting, which is a prob-
lem of export subsidies. But the second point, which is even more
distressing almost, is that there has been an effort from the EC
side to move the focus away from export subsidies, which is a basic
problem that we started with, to a new issue—and that is their
desire to add protectionism with the corn gluten issue and the fats

and oils.

31-869 O—84~——2
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We did make it clear that we are just not ioin to lose our focus
on this question of export subsidies and the kind of damage it has
done to the United States. We are not going to allow ourselves to
have our attention diverted.

Within that context, we have expressed our concerns at the Com-
munities’ use of subsidies and its J)roposals to tax coasumption of
fats and oils other than butter and to restrict imports of nongrain
feed ingredients, including corn gluten feed and citrus pellets.

These are important export items, of course, for the developing
countries, and restricted access to the European market will hurt
those countries. ‘

There were two or three areas where we could compliment the
EC, and I should bring those areac out:

We complimented the EC for their stated intention to aline com-
munity agricultural prices with world prices by reforming the
common agricultural policy. We just had to tell them that some of
their reform plan—we don’t think some of that reform plan is fair
or appropriate, because it is asking us to help them in their reform.

We are also pleased to see in the reform plan a growing recogni-
tion that all countries have an obligation not to let their policies
aggravate already unstable world market conditions.

nd then, a point that was agreed to in our discussions, and we
pressed the issue very hard in order to get the agreement. The
agreement was that the EC is willing to work specifically, willing
to concentrate, on their cereal and grain prices to get them into
line with world prices in a period of 5 or 6 years—no one could
agree exactly on the number of years, but they said, “Yes, we'll
work on it, and we'll get it done, and we will work with you, the
United States, in putting together that plan.” I don’t know how
successful this will be, but at least it was agreed to, and I think it
was some encouragement to us.

Second, they did agree that over a period of years—this is some-
thing we both agreed to, to reduce our costs, our subsidy costs, sup-
port};i,ng agriculture. And both the United States and the EC agreed
to that. .

These are the important points, as I recall, that were brought out
in the meeting with the Commissioners. There was another impor-
tant point that I carried with me to that meeting. I did not bring it
out in the meeting with all the Commissioners; however, I met
with Commissioner Dalsager privately and with his aides—Claude
Villon and others—and brought up our problem with their third-
country red meat directive. We raised this issue. Mr. Dalsager
wasn’t really prepared to discuss the technical details as they af-
fected the United States; but we are sending him a letter. He
agreed to work with us on this problem. And really, what I secured
from therm was a willingness that, if I were to send Assistant Secre-
tary McMillan and some of his technical staff over there, they will
meet with us and try to work our red-meat dispute out and find a
solution. I don’t know how it will come out.

Those are the important issues, as I recall the meeting in Brus-
sels. All in all, I think it was a useful meeting, and I was very en-
couraged by the united, firm stand that the United States took. I
was somewhat discouraged by the lack of willingness on the part of
the EC to come forward in some areas.

[Secretary Block’s prepared statement follows:]
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STATEMENT oF HON. JOHN R. BLOCK, SECRETARY OF AGRICULTURE

MR. CHAIRMAN, I WELCOME THIS OPPORTUNITY TO DISCUSS DEVELOPMENTS IN
U.S. AGRICULTURAL TRADE RELATIONS WITH THE EUROPEAN COMMUNITY.

BECAUSE THE EC IS AT THE SAME TIME U.S. AGRICULTURE'S LARGEST MARKET
AND ITS LEADING COMPETITOR IN WORLD TRADE, THE COURSE OF EC AGRICULTURE IS
OF PRIME IMPORTANCE TO US,

MY PURPOSE TODAY IS TO REPORT ON THE AGRICULTURAL ASPECTS OF THE
MINISTERIAL MEETING HELD IN BRUSSELS FRIDAY TO DISCUSS BILATERAL TRADE
ISSUES BETWEEN THE UNITED STATES AND THE EC.

SECRETARIES SHULTZ, REGAN, AND BALDRIGE, AMBASSADOR BROCK, AND I MET
FOR ABOUT THREE HOURS WITH EC COMMISSION PRESIDENT THORN, AGRICULTURE
CoMMISSIONER DALSAGER AND OTHER EC MINISTERS.

THIS WAS THE THIRD OF THESE MEETINGS, WHICH DATE BACK TO DECEMBER
1981, 1IN THE INTERVENING PERIOD, WE HAVE HELD AT LEAST A DOZEN MEETINGS AT
BOTH WORKING GROUP AND POLICY LEVELS TO ADDRESS ISSUES IN AGRICULTURE.

THROUGHOUT THESE MEETINGS, THE UNITED STATES HAS EMPHASIZED FOUR BASIC
PRINCIPLES FOR THE CONDUCT OF AGRICULTURAL TRADE:

1. NO COUNTRY SHOULD EXPECT THIRD COUNTRIES TO PAY THE COSTS OF ITS
INTERNAL AGRICULTURAL POLICIES. |

2, DESPITE TEMPORARY PROBLEMS THAT MIGHT ENSUE. THE ONLY SOUND,
LONG-TERM SOLUTIONS TO THE PROBLEMS OF AGRICULTURE LIE IN LOWERING BARRIERS
TO TRADE, NOT RAISING THEM,

3. EXPORT SUBSIDIES DENY THE FULL BENEFITS OF AGRICULTURAL TRADE,
WHICH SERVES BOTH PRODUCERS AND CONSUMERS BEST UNDER THE PRINCIPLE OF
COMPARATIVE ADVANTAGE.
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Y, THE TRADE POLICIES OF DEVELOPED COUNTRIES MUST NOT IMPEDE THE
ECONOMIC GROWTH OF DEVELOPING COUNTRIES. "

WITHIN THAT CONTEXT, WE HAVE EXPRESSEL OUR CONCERNS AT THE COMMUNITY'S
USE OF EXPORT SUBSIDIES AND ITS PROPOSALS TO TAX CONSUMPTION OF FATS AND
OILS OTHER THAN BUTTER AND TO RESTRICT IMPORTS OF NONGRAIN FEED
INGREDIENTS, INCLUDING CORN GLUTEN FEED ANO CITRUS PLLLETS.

THESE ARE IMPORTANT EXPORT ITEMS FOR A NUMBER OF DEVELOPING COUNTRIES
AS WELL AS FOR THE UNITED STATES, AND RESTRICTED MARKET ACCESS AND TRYING
TO SELL AGAINST SUBSIDIZED COMPETITION CAN ONLY AGGRAVATE THEIR ALREADY
SERIOUS FINANCIAL PROBLEMS.

I SHOULD NOTE PARENTHETICALLY FOR THE COMMITTEE THAT DEVELOPING
COUNTRIES REPRESENT THE GREATEST GROWTH POTENTIAL FOR U.S. AGRICULTURE, |
ACCOUNTING FOR ABOUT 4O PERCENT OF U.S. FARM EXPORTS LAST FISCAL YEAR.

THESE ISSUES, AND MANY MORE, WERE COVERED IN DETAIL IN A SERIES OF
CONSULTATIONS BETWEEN JANUARY AND JUNE OF THIS YEAR. PREDICTABLY, THE
PRIMARY DECISION TO COME OUT OF THESE MEETINGS WAS TO CONTINUE TO TALK.

WHAT WAS NOT SO PREDICTABLE., WAS THAT SOON AFTER THESE CONSULTATIONS, -
THE EC COMMISSION, AS PART OF ITS EFFORT TO REFORM THE CAP, RESURRECTED TWO
PROPOSALS THAT WE HAD MADE CLEAR TIME AND AGAIN WERE TOTALLY UNACCEPTABLE
TO US. THOSE ARE THE FATS AND OILS TAX AND THE RESTRICTIONS ON IMPORTS OF
NONGRAIN FEED INGREDIENTS. : .

THESE TWO PROPOSALS WOULD IMPAIR EXPORT TRADE WORTH ALMOST $5 BILLION
TO THE UNITED STATES LAST YEAR. THIS TRADE REPRESENTS CLOSE TO 60 PERCENT
OF OUR AGRICULTURAL EXPORTS TO THE EC.

WE CAN ONLY APPLAUD THE EC'S STATED INTENTION TO ALIGN COMMUNITY
AGRICULTURAL PRICES WITH WORLD PRICES BY REFORMING THE COMMON AGRICULTURAL

, PoLICY.
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WE ARE PLEASED TO SEE IN THE REFORM PLAN A GROWING RECOGNITION THAT ALL
COUNTRIES HAVE AN OBLISATION NOT TO LET THEIR POLICIES AGGRAVATE ALREADY
UNSTABLE WORLD MARKET CONDITIONS.

BUT WE FAIL TO SEE HOW BROADENING THE EC'S PROTECTIVE INSULATION FROM
IMPORT COMPETITION, AS THESE TWO PROPOALS WOULD DO, WILL EFFECT A CLOSER
ALIGNMENT OF EC PRICES WITH WORLD PRICES. NOR CAN WE SEE HOW THESE IMPORTS

ARE THE CAUSE OF THE EC'S BUDGET PROBLEMS. .
AND WE FIND NO REAL ECONOMIC JUSTIFICATION FOR THESE RESTRICTIONS OR

OTHER MEASURES THAT WOULD AFFECT U.S. AGRICULTURAL TRADE. IN FACT, AN
INFORMAL JOINT U.S.-EC WORKING GROUP REVIEWED THE NONGRAIN FEED INGREDIENT
PROPOSAL AS IT RELATES TO CORN GLUTEN, AND FOUND NO ECONOMIC REASON TO
RESTRICT IMPORTS OF THIS PROOUCT.

THE COMMUNITY'S USE OF EXPORT SUBSIDIES TO MOVE ITS SURPLUSES ONTO THE
WORLD MARKET HAS BEEN OF CONTINUING AND INCREASING CONCERN TO U.S.
AGRICULTURE, AND IT HAS BEEN AT THE FOREFRONT OF OUR DISCUSSIONS WITH THE
EC SINCE BEFORE THE FIRST MINISTERIAL IN 1981,

EC SUBSIDIZED INROADS INTO U.S. MARKETS HAVE LED US TO TAKE COUNTER
MEASURES UNDER CERVAIN CONDITIONS, BUT WE HAVE EXERCISED MONUMENTAL
RESTRAINT IN OUR USE OF THESE MEASURES IN ORDER TO ENCOURAGE SIMILAR
RESTRAINT BY THE EC.

THE EC RESPONSE HAS BEEN TO COMPLAIN TO THE GATT AND TO EMBARK ON
FURTHER EXPORT SUBSIDY ADVENTURES, THE MOST RECENT BEING AN EXTRA SUBSIDY

ON WHEAT FLOUR SALES TO EGYPT.
THAT IS THE BACKGROUND AS WE WENT INTO THE MEETING IN BRUSSELS FRIDAY:

TWO YEARS OF TALKING, CONTINUING AND EXPANDED EC USE OF EXPORT SUBSIDIES.
AND NEW PROPOSALS TO RESTRICT A MARKET FOR U.S. AGRICULTURAL PRODUCTS THAT
IS VALUED AT CLOSE TO $5 BILLION.

IN THE SPIRIT OF THE AGREEMENT REACHED AT THE WILLIAMSBURG SUMMIT, WE

PROPOSED AS THE FIRST STEP TOWARD RESTORING ORDER IN TRADE THAT THE UNITED

" 'STATES AND THE COMMUNITY MAKE A JOINT COMMITMENT: (1) TO AVOID NEW
PROTECTIONIST AND OTHER TRADE MEASURES AFFECTING AGRICULTURAL IMPORTSs AND
(2) TO MAKE A MUCH STRONGER EFFORT TO SOLVE OUR MUTUAL AGRICULTURAL
PROBLEMS USING EVERY MEANS AT OUR DISPOSAL.



18

The CHAIRMAN. Thank you very much, Secretary Block. Do you

have a few minutes?
Secretary BLock. Certainly.
The CHAIRMAN. Maybe I can have Mr. Lighthizer summarize the

USTR’s position, because you have been working together on this.

I might indicate that this morning Ambassador Brock was at the
breakfast, along with Secretary Baldrige, Secretary Block, repre-
sentatives Mr. Lamb and Mr. Niles from the State Department. I
think the encouraging aspect was the fact that everybody seems to
be going in the same direction within the administration. That has
not always been the case in any administration, but I think on
these issues we find unanimity, and I think that is most important
and highly encouraging to those others who were in attendance;
those representing farms and agribusiness I think were most
pleased with that obvious attitude.

Mr. Lighthizer, a number of the staff members would like to ask
you questions, but we have rules preventing that. So you have been

saved.
Mr. LigHTHIZER. I appreciate that, Mr. Chairman. [Laughter.]

STATEMENT OF HON. ROBERT E. LIGHTHIZER, DEPUTY U.S.
TRADE REPRESENTATIVE

Mr. LicurHizer. I would like to have my statement included in
the record and then be very brief.

There is very little that I can add to what the Secretary of Agri-
culture has said.

One area in which some additional comments may be in order
involves the GATT Article 28. There may be some misunderstand-
ing about whether or not we would consult with the Europeans in
GATT regarding compensation for restrictions on nongrain feed in-
gredients.

The fact is that we are obligated internationally to enter into
such consultation: if the Community requests that. And while we
would enter into them, we do not believe that a settlement is
likely. The trade involved for the United States is too big and too
important to have a satisfactory settlement, we think.

Therefore, we feel that the end result would be the retaliatory
withdrawal of concessions by the United States. This retaliatory
action would be designed to be just as costly to the Community as
{:)};eir withdrawal of concessions of nongrain-feed ingredients would -

to us.

In closing, Mr. Chairman, I would like to express our hope that
the Europeans will not take the action that Secretary Block identi-
fied, and instead will rely on domestic policies to deal with their
financial problems.

We remain firm in our resolve to dissuade the Community from
adopting these ill-advised policies. That is the only thing that I
would add, Mr. Chairman.

[Mr. Lighthizer’s prepared statement follows:]
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PREPARED STATEMENT OF AMBASSADOR ROBERT E. LiGHTHIZER, DEPUTY U.S. TRADE
REPRESENTATIVE

MR, CHAIRMAN, IT IS A PLEASURE TO APPEAR BEFORE THIS
COMMITTEE TO DISCUSS ONE OF THE MOST SERIOUS TRADE ISSUES
WE HAVE FACED IN RECENT HISTORY--THE PROPOSALS NOW UNDER
CONSIDERATION IN THE EUROPEAN COMMUNITY TO RESTRICT IMPORTS
OF NON-GRAIN FEED INGREDIENTS AND TO IMPOSE A TAX ON
‘CONSUMPTION OF VEGETABLE FATS AND OILS. IF ADOPTED, THESE
PROPOSALS WOULD NOT ONLY HURT MAJOR U.S. AGRICULTURAL
EXPORTS, BUT COULD ALSO SERIOUSLY SET BACK U.S.~-EC TRADE

RELATIONS.

THE EC PROPOSALS

THE COMMISSION PROPOSALS WERE FIRST ANNOUNCED LAST
JULY AND I BELIEVE THAT THE COMMITTEE IS FAMILIAR WITH
THEM. NEVERTHELESS, IT MAY BE USEFUL TO BRIEFLY REVIEW
THESE PROPOSALS BEFORE DISCUSSING THE U.S. RESPONSE,

THE PROPOSALS TO RESTRICT IMPORTS OF NON-GRAIN FEED
INGREDIENTS AND TO TAX VEGETABLE OIL CONSUMPTION ARE PART
OF A PACKAGE OF PROPOSALS TO REFORM THE EC'S COMMON
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AGRICULTURAL POLICY (CAP). THIS REFORM IS AIMED AT
REDUCING CAP EXPENDITURES AND AVERTING A BUDGETARY CRISIS.
UNDER PRESENT CIRCUMSTANCES, THE COMMUNITY WILL REACH THE
LIMIT OF 1TS BUDGETARY RESOURCES TOWARD THE END OF THIS
YEAR AND WILL EXPERIENCE SERIOUS FINANCIAL PROBLEMS IN 1984.
THE PROPOSED REFORM WOULD HELP REDUCE THE SIZE OF THE COST
OVERRUNS AND POSSIBLY SECURE THE SUPPORT OF CERTAIN
RELUCTANT MEMBER STATES FOR CONTEMPLATED REVENUE INCREASES.

THE MOST IMPORTANT COMMISSION PROPOSALS ARE AS

FOLLOWS :

1. THE INTRODUCTION OF A QUOTA SYSTEM fOR MILK.
THE COMMISSION SUGGESTS THE INTRODUCTION OF A QUOTA
SYSTEM, BASED ON 1981 DELIVERIES AND ENFORCED BY MEANS
OF A LEVY ON DELIVERIES IN EXCESS OF THE 1981 TOTAL. 1IN
ADDITION, THE COMMISSION RECOMMENDS A SPECIAL LEVY ON MILK
FROM DAIRY FARMS WHICH MAKE INTE&SIVE USE OF FEED CONCENTRATES--

AS DISTINGUISHED FROM GRASS-BASED DAIRY FARMS.

2. A "PRUDENT AND IN SOME CASES MORE RESTRICTIVE"
PRICE POLICY. THE COMMISSION RECOMMENDS THAT EC GRAIN
PRICES BE ALIGNED WITH WORLD PRICES MORE QUICKLY, BUT
OFFERS NO TIMETABLE FOR THE COMPLETION OF THIS ALIGNMENT.
FEW SPECIFICS ARE PROVIDED AS TO HOW THIS GOAL WILL BE
IMPLEMENTED. WHAT CONSTITUTES THE "PRUDENT" OR "RESTRIC-
TIVE" PRICING POLICY RECOMMENDED BY THE COMMISSION WOULD
APPARENTLY BE LEFT UP TO THE COUNCIL IN THE ANNUAL PRICE

PACKAGE NEGOTIATIONS.
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3. A REVIEW OF EXISTING DIRECT AIDS AND PREMIUMS TO
THE FARMERS. IF SUCCESSFUL, THIS EXERCISE COULD RESULT IN

REDUCED SUBSIDIZATION IN SOME SECTORS.

4. THE AUTOMATIC DISMANTLEMENT OF MONETARY COMPENSA-
TORY AMOUNTS (MCA'S) WITHIN A FIXED PERIOD OF TIME.
BECAUSE OF EXCHANGE RATE CHANGES, SUPPORT PRICES IN MOST
EC MEMBER STATES DIFFER FROM THE SO-CALLED COMMON PRICE
LEVELS. MCA'S OFFSET THESE PRICE DIFFERENCES AND PUT ALL
EC PRODUCTS ON AN EQUAL FOOTING BOTH IN INTRA~EC AND
INTERNATIONAL TRADE. THE COMMISSION HAS PROPOSED THAT MCA'S
BE AUTOMATICALLY PHASED OUT WITHIN A TWO TO THREE-YEAR
PERIOD FOLLOWING THEIR INTRODUCTION. ADOPTION OF THIS
PROPOSAL WOULD TEND TO MOVE NATIONAL SUPPORT PRICES

WITHIN THE EC CLOSER TOGETHER.

5. A COORDINATED EXPORT STRATEGY. THE COMMISSION
GIVES FEW DETAILS ABOUT THE PROPOSED STRATEGY, BUT DOES
MENTION.SPECIFICALLY THE NEGOTIATION OF LONG-TERM
CONTRACTS WITH DEVELOPING COUNTRIES, PARTICULARLY’IN THE
MIDDLE EAST AND NORTH AFRICA. BECAUSE SUCH CONTRACTS
WOULD DEPEND ON EXPORT SUBSIDIES FOR THEIR IMPLEMENTATION,

WE HAVE CONSISTENTLY OPPOSED SUCH PROPOSALS.

6. THE IMPOSITION OF A CONSUMPTION TAX ON ALL FATS
AND OILS EXCEPT BUTTER. THE PROPOSED TAX IS DESIGNED TO
GIVE ADDED PROTECTION TO THE COMMUNITY OLIVE OIL AND DAIRY
SECTORS AND TO YIELD NATIONAL REVENUE FOR SUPPORT OF THE
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CAP., THE COMMISSION HAS PROPOSED THAT THE TAX ON FATS AND
OILS BE SET AT THE LEVEL OF 7.5 EUROPEAN UNITS OF ACCOUNT
(ECU'S) PER 100 KILOGRAMS (ABOUT THREE CENTS PER POUND) ON
THE CONSUMPTION OF VEGETABLE OILS AND ANIMAL AND MARINE
FATS, WITH THE EXCEPTION OF BUTTER. THE EC COMMISSION
ESTIMATES THAT THE MEASURE WOULD RAISE ABOUT 600 MILLION
ECU'S ($510 MILLION) ANNUALLY IN REVENUE. THF EC IMPORTS

80 PERCENT OF THE FATS AND OILS IT CONSUMES, INCLUDING
ABOUT $4 BILLION IN OILSEEDS AND PRODUCTS ANNUALLY FROM

THE UNITED STATES. SOYBEANS ACCOUNT FOR MOST OF THIS TRADE.

7. "RAPID AND EFFECTIVE LIMITATION" OF THE IMPORT OF
NON-GRAIN FEED INGREDIENTS. CORN GLUTEN FEED AND CITRUS
PELLETS ARE SPECIFICALLY CITED AS REQUIRING SUCH LIMITA~
TION. THESE RESTRICTIONS WOULD PROBABLY BE IN THE FORM
OF EITHER QUOTAS AND/OR DUTY INCREASES. THE COMMISSION
WOULD BE FORCED TO NEGOTIATE THE PROPOSED NEW ARRANGEMENTS
UNDER THE GENERAL AGREEMENT ON TARIFFS AND TRADE (GATT),
BECAUSE THE DUTIES ON MOST OF THOSE PRODUCTS ARE BOUND AT
ZERO. UNITED STATES EXPORTS OF NON-~GRAIN FEED INGREDIENTS
TO THE EC IN 1983 WILL LIKELY TOTAL OVER $700 MILLION.
EXPORTS OF CORN GLUTEN FEED ARE EXPECTED TO ACCOUNT FOR
ABOUT $500 MILLION AND CITRUS PELLETS OVER $75 MILLION OF

THIS TOTAL.

THE ADMINISTRATION'S POSITION
WE FIND SOME OF THE COMMISSION'S DOMESTIC PROPOSALS
WE ARE ALSO SYMPATHETIC TO THEIR PROFESSED

ENCOURAGING.
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GOALS OF RATIONALIZING THE CAP AND SUBJECTING EC
AGRICULTURE TO GREATER MARKET DISCIPLINE. BUT WE ARE
ADAMANTLY OPPOSED TO THE PROPOSALS TO RESTRICT IMPORTS OF
NON-GRAIN FEED INGREDIENTS AND TO IMPOSE A TAX ON FATS AND
OILS. WE HAVE MADE OUR OPPOSITION ABSOLUTELY CLEAR TO THE

COMMUNITY.

THESE PROPOSALS CONSTITUTE AN ATTEMPT BY THE COMMUNITY
TO SHIFT THE BURDEN OF ADJUSTMENT RESULTING FROM THEIR
AGRICULTdRAL POLICIES TO OTHER COUNTRIES. RATHER THAN
REDUCE THE GUARANTEE PRICES FOR GRAINS IN ORDER TO MAKE
DOMESTIC PRODUCTION MORE COMPETITIVE, THE EC PROPOSES
TO RAISE THE PRICE OF IMPORTS OR TO OTHERWISE MAKE
THEM LESS COMPETITIVE. THEY'VE ALREADY DONE THIS FOR
MANIOC, A FEED INGREDIENT LARGELY SUPPLIED BY DEVELOPING
COUNTRIES. SIMILARLY, IN ORDER TO COPE WITH THE HUGE DAIRY
SURPLUSES RESULTING FROM THEIR PRICE SUPPORT POLICY, THEY
ARE SEEKING TO MAKE OTHER FATS AND OILS, MOSTLY IMPORTED,

MORE EXPENSIVE.

THE PROPOSALS TO RESTRICT IMPORTS OF NON-GRAIN FEED
INGREDIENTS AND TO IMéOSE A CONSUMPTION TAX ON OILS AND
FATS PRESENT A CLEAR THREAT TO THE TRADE RIGHTS WE HAVE
SECURED IN THE GATT. IN RETURN FOR CONCESSIONS WHICH THE
UNITED STATES MADE TO THE EC DURING PREVIOUS ROUNDS OF
TRADE NEGOTIATIONS, WE RECEIVED THEIR PLEDGE TO PERMIT
ACCESS FOR THESE PRODUCTS DUTY-FREE OR AT AGREED-UPON
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RATES OF TARIFFS. THESE PROPOSALS WOULD IMPAIR THAT

PLEDGE.

FINALLY, IF ADOPTED, THESE MEASURES WOULD HURT
OUR EXPORTS OF SOYBEANS AND NON-GRAIN FEED INGREDIENTS TO
THE EC, AS WELL AS OUR EXPORTS OF THESE PRODUCTS TO OTHER
WORLD MARKETS. OTHER EXPORTERS, SUCH AS MALAYSIA AND BRAZIL,
WOULD ALSO HAVE REDUCED ACCESS TO THE EC MARKET. THE
RESULT COULD BE INCREASED COMPETITION FOR OTHER MARKETS.

WHAT WE'VE DONE

THE ADMINISTRATION'S POSITION ON THIS ISSUE HAS BEEN
FIRM AND UNEQUIVOCAL AND WE HAVE MADE IT KNOWN TO THE EC ON
MANY LEVELS AND IN MANY FORA. WE HAVE MADE A NUMBER OF
STRONG AND DIRECT FORMAL REPRESENTATIONS TO THE EC AND TO
THE MEMBER STATES THROUGH OUR MISSIONS ABROAD. WE HAVE
CALLED IN EC EMBASSY OFFICERS IN WASHINGTbN TO REINFORCE
OUR MESSAGE THROUGH DIPLOMATIC CHANNELS. THE ISSUE HAS
BEEN PRESSED NOT ONLY BY OUR OFFICE, AND BY USDA BUT ALSO
BY THE SECRETARIES OF STATE, TREASURY, AND COMMERCE AND

THEIR RESPECTIVE STAFFS.

WE HAVE TRIED TO IMPRESS UPON THE EC COMMISSION AND
THE MEMBER STATES THE GREAT ECONOMIC AND POLITICAL
IMPORTANCE OF CONTINUED FULL ACCESS TO THE EC MARKET FOR

OILSEED PRODUCTS AND NON-GRAIN FEED INGREDIENTS. WE HAVE
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MADE IT CLEAR TO THEM THAT THE IMPOSITION OF RESTRICTIVE
MEASURES ON THESE PRODUCTS WOULD CAUSE THE UNITED STATES

TO REACT SWIFTLY AND CONCRETELY.

OUR EFFORTS HAVE BEEN BUTTRESSED AND REINFORCED BY
OTHERS, BOTH IN THE UNITED STATES AND ABROAD. IN PARTICULAR,
WE ARE PLEASED WITH THE SUPPORT FROM THE CONGRESS. SENATE
RESOLUTION 233, AND ITS COUNTERPART IN THE HOUSE OF
REPRESENTATIVES, HAVE BEEN OF GREAT VALUE IN EMPHASIZING
OUR DﬁTERMINATION AND IN DEMONSTRATING THE DEPTH OF OUR
CONCERN. OUR INDUSTRY AND AGRICULTURAL SECTORS HAVE ALSO
WORKED DILIGENTL& WITH CUSTOMERS AND REPRESENTATIVES
ABROAD. OTHER COUNTRIES HAVE BEEN VOCAL AS WELL. MAJOR
AGRICULTURAL EXPORTING COUNTRIES, SUCH AS CANADA,
AUSTRALIA, AND NEW ZEALAND, AS WELL AS DEVELOPING COUNTRY
VEGETABLE OIL EXPORTERS, HAVE MADE THEIR CONCERNS KNOWN

TO THE EC.

EC PROPOSALS AND THE GATT

IN THE LETTER OF INVITATION TO THIS HEARING, MR.
CHAIRMAN, YOU NOTED THAT THE MEETING OF THE EC HEADS OF
STATE AND THE U.S.-EC MINISTERIAL MEETING, BOTH OF WHICH
TOOK PLACE LAST WEEK, MIGHT HAVE A MAJOR EFFECT ON THE
EVOLUTION OF THIS TRADE ISSUE. BEFORE DISCUSSING THOSE
MEETINGS, I WOULD LIKE TO TRY TO CLEAR UP ONE ASPECT OF
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THE NON-GRAIN FEED INGREDIENT ISSUE WHICH MAY HAVE BEEN
A SOURCE OF MISUNDERSTANDING BOTH HERE IN THE UNITED

STATES AND IN THE EC, I AM REFERRING TO QUESTIONS ABOUT
THE WILLINGNESS OF THE UNITED STATES TO CONSULT WITH THE

COMMUNITY ON THIS MATTER IN THE GATT.

FIRST, I WOULD POINT OUT THAT THE UNITED STATES HAS
ALREADY CONSULTED WITH THE COMMUNITY ON THIS MATTER A NUMBER
OF TIMES, BOTH INFORMALLY AND FORMALLY UNDER ARTICLE 22 OF
THE GATT, THE GENERAL PROVISION FOR CONSULTATION BETWEEN
GATT MEMBERS., THESE CONSULTATIONS HAVE BEEN TECHNICAL IN
NATURE AND HAVE FOCUSED ON THE DEVELOPMENT OF TRADE IN
NON-GRAIN FEED INGREDIENTS--IN PARTICULAR, CORN GLUTEN
FEED, __ OUR MAJOR OBJECTIVE IN THE CONSULTATIONS HAS BEEN
TO DEMONSTRATE THAT U.S. EXPORTS ARE NOT THE CAUSE OF
THE PROBLEMS ThB EC ﬁOW FACES IN THE GRAIN SECTOR. WE
BELIEVE THAT OUR PRESENTATIONS HAVE BEEN EFFECTIVE IN THIS

REGARD.

SECONDLY, I WOULD LIKE TO ADDRESS THE QUESTION OF
WHAT THE U.S. REACTION WOULD BE IN THE EVENT THE EC INVOKES
ARTICLE 28 OF THE GATT. THIS ARTICLE ALLOWS A COUNTRY TO
MODIFY OR WITHDRAW A TARIFF CONCESSION IT PREVIOUSLY
GRANTED--THAT IS, TO ALTER THE TERMS OF ACCESS IT HAS
PROMISED ON' A PRODUCT. HOWEVER, ARTICLE 28 ALSO REQUIRES
THAT, BEFORE IT WITHDRAWS OR MODIFIES CONCESSIONS, A
COUNTRY MUST OPEN NEGOTIATIONS WITH OTHER AFFECTED GATT
MEMBERS AND OFFER COMPENSATORY ADJUSTMENT. IF NO AGREEMENT
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IS REACHED, THE AFFECTED COUNTRIES ARE ENTITLED TO WITHDRAW

"SUBSTANTIALLY EQUIVALENT CONCESSIONS."

WHAT WE HAVE TOLD THE EC IS SIMPLY THIS: WE WILL, OF
COURSE, RESPECT OUR GATT OBLIGATIONS. IF YOU INVOKE
ARTICLE 28, WE WILL DISCUSS COMPENSATION UNDER THAT ARTICLE.
HOWEVER, WE DO NOT BELIEVE THAT ANY SETTLEMENT WILL BE
POSSIBLE~-THE TRADE INVOLVED IS JUST TOO BIG AND TOO
IMPORTANT TO THE UNITED STATES. THEREFORE, THE END RESULT
OF ANY ARTICLE 28 ACTION BY THE EC WILL, IN OUR VIEW, BE
THE RETALIATORY WITHDRAWAL OF TRADE CONCESSIONS BY THE
UNITED STATES. BECAUSE THESE C<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>