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COMPARING MAJOR TRADE BILLS

TUESDAY, APRIL 7, 1987

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 10:10 a.m. in room
SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen (chair-
man) presiding.

Present: Senators Bentsen, Moynihan, Baucus, Bradley, Riegle,
Rockefeller, Daschle, Packwood, Danforth, Chafee, and Heinz.

[The press release announcing the hearing, and the prepared
statement of Senator Heinz follow:]

1)



Press Release §H-34

PRESS _RELEASE

FOR IMMEDIATE RELEASE UNITED STATES SENATE
March 20, 1987 COMMITTEE ON FINANCE
SD-205 Dirksen Senate Office
Building
Washington, D.C. 20510

FINANCE COMMITTEE ANNOUNCES HEARINGS
__COMPARING MAJOR TRADE BILLS ___

Washington, D.C. - Senator Lloyd Bentsen (D., Texas),
Chairman of the Senate Finance Committee, announced Friday a
series of three hearings to compare pending major trade bills.
The bills to be discussed would be HR. 3, the Trade and
International Economic Policy Reform Act of 1987, S. 490, the
Omnibus Trade Act of 1987, and Title II of S. 636, the :
International Economic Environment Improvement Act of 1987.

"A consensus has developed that the country needs a
trade bill in 1987," Bentsen said. "This new trade bill will
necessarily be more complex than trade bills of the past, and
many groups have taken positions on a wide variety of provisions.
While we have had a number of hearings over the last two years on
specific ideas for new trade policies and changes in U.S. trade
laws, we would be remiss if we did not provide an opportunity for
omnibus comments on the major pending bills."

The first hearing in this series will be held at 10:00
a.m. on Thursday, April 2, 1987, in Room SD-215 of the Dirksen~
Senate Office Building. The only witness will be Ambassador
Clayton Yeutter, the U.S., Trade Representative. No other

witnesses will be scheduled on this day.

Subsequently, further hearings will be held on this
subject beginning at 10:00 a.m, on Tuesday, April 7th and
Wednesday, April 8, 1987, in Room SD-2[5 of "the Dirksén Senate
Office Building.” Witnesses who wish to appear at these hearings

may request an opportunity to testify.



SENATOR JOHN HEINZ

COMMITTEE ON FINANCE

HEARING ON MAJOR TRADE LEGISLATION
APRIL 7, 1987

OPENING STATEMENT

Today's hearing features an interesting collection of
witnesses -- probably the first time they have ever appeared
together on the same panel. Needless to say, I suspect we will
encounter some disagreement as we go along on the merits of the
trade bills soon to be before the Committee.

I hope our witnesses will discuss those merits -- or their
lack -~ in some detail. As the markup approaches it is time we
heard from affected parties directly as to how specific
provisions will impact on them. -

At the same time, however, I hope our witnesses will take a
few moments of their time to address the larger question of what
is really going on in our economy that warrauts trade
legislation. Rudy Oswald knows, because he no doubt hears every
day from workers who have lost their jobs to imports. Frank
Fenton knows too, since his own industry, steel, has been on the
front 1line for ten years.

Our consumer witness and the representative from the
Federal Trade Commission may not have had the same experiences,
but we welcome their point of view anyway. I hope, however, that
they will resist the opportunity to argue that all trade .actions
are bad because they cost someone money. First of all, I could

fill the witness table with studies and reports predicting huge



consumer costs of import relief which have turned out to be
wrong, notably the studies on the President's steel program in
1984,

Second, even if there are costs -- and there often are --
we ought to be weighing those costs, not just counting them. We
ought to be measuring them against projected benefits -- to the
economy at large and not just directly affect workers. That is
what making trade policy is all about, and what I hope this

hearing will be about.
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OPENING STATEMENT OF HON. LLOYD BENTSEN, U.S. SENATOR
FROM TEXAS

The CHAIRMAN. This hearing will come to order.

Today we are holding our second day of hearings comparing the
major trade bills that are before the Congress. We heard from Am-
bassador Yeutter last Thursday, and now we will hear from some
private-sector witnesses and some additional public witnesses.

In acting on trade legislation this year, it is important that we
keep in mind the responsibility that the nation has to lead this
world’s economic system. The world economy is barely growing.
While Japan and Europe have greater responsibilities than ever to
contribute to world trade growth, neither of them seems ready to
lead the global economy. Only this country can do it.

At the same time, our Nation is suffering through a traumatic
economic crisis. It is time for America to make a comeback. We
must begin the effort to improve our competitiveness this year, as
Senator Baucus and Senator Chafee have so often pointed out. And
we can't lead that world from a sickbed. )

Therefore, this trade bill must continue American global econom-
ic leadership, while trying to get America itself to recover. It may
be the most difficult trade bill to formulate in modern American
history.

Under our Constitution, Congress and the executive branch
share the responsibility for this two-prong attack. If the President
cannot get Congress to put trade agreements into effect that he ne-
gotiates, then he cannot lead the world.

We have, for the example, the time when Lyndon Johnson nego-
tiated a world trade agreement, and then found that Congress was
not in accord and would not put it into effect. What the world
needs to know is that Congress and the President have had a meet-
ing of minds as to the objectives of what we are trying to achieve
for our country. If we reach that kind of an agreement, a consen-
sus, then I think we have strengthened the hand of the President
of the United States and the Trade Ambassador as they go out to
negotiate.

, And that is what we are seeking in this particular piece of legis-
ation.

I am delighted to see my distinguished colleague, Senator Moyni-
han, who is here with his Congressman, and I assume seeking the
privilege of introducing him. I recognize Senator Moynihan.

Senator -MoyNiHAN. Mr. Chairman, thank you. And it is just
that—a privilege to bring before our committee Representative
Boehlert of the 25th District of New York. He is, indeed, my Con-
gressman. He is the former county executive of the great manufac-
turing city of Utica. He is here to reflect some of the trade con-
cerns which have made themselves felt in that district.

I commend him to you as a man of great integrity, and under-
standing and concern for his constituency. He has my vote, and 1
hope some day to have his. [Laughter.]

The CHAIRMAN. That is laying it on the line. And Congressman,
if you want to reply to that, I am sure the Senator would be

pleased.
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STATEMENT OF HON. SHERWOOD BOEHLERT, U.S. REPRESENTA-
TIVE FROM THE STATE OF NEW YORK, ACCOMPANIED BY TER-
RENCE P. STEWART, COUNSEL

Congressman BoeHLERT. Thank you very much, Mr. Chairman.
And I thank my distinguished Senior Senator, who has always had
my vote—that is the spirit of bipartisanship.

I have a detailed statement, Mr. Chairman, that I have submit-
ted for the record, if you will permit me to summarize. .

The CHAIRMAN. It will be accepted in full. .

Congressman BoeEHLERT. Mr. Chairman and members of the com-
mittee, I want to thank you for the opportunity to appear before
you today to discuss one aspect of our trade problem which symbol-
izes all the rest. The problem is circumvention of orders intended
to stop dumping.

But I am not here merely to complain about the problem. I am
here to present you with a bipartisan agreement which can end
this circumvention. It is a simple idea and I have had a positive
reaction to it. Colleagues of mine from across the Nation have
signed on as supporters.

The dumping problem has hit people in my district especially
hard. Just 3 years ago, some people were writing the obituary for
Smith-Corona, a company in my district which is the last American
manufacturer of portable electric typewriters. Less than half of the
current work force was on the job, but the company was deter-
mined to survive. We were able to secure foreign trade zone status
for Smith-Corona, and the company has made an impressive come-
baé:k from under 1,000 employees 3 years ago, to nearly 2,200
today.

Unfortunately, the problem Smith-Corona faced in 1984 still
threatens to drag them down—dumping by the Japanese. SCM
spent 8 years and over $1 million to win an antidumping order
against imported typewriters. As a result, every imported typewrit-
er now faces a tariffs of up to $40.

But despite this hard-won victory, the dumping goes on. The
law’s loose language allows dumping to continue while thousands
of workers in my district and around the country suffer as a conse-
quence.

With the Yen at an all-time high against the dollar, how can the
Japanese sell their product so cheaply? Is it lower Japanese over-
head or labor cost? No. The development of some cost saving high
tech process? No. The answer is simpler and more frustrating. The
Japanese companies can add a simple $2 computer chip into the
typewriter, creating a relatively useless calculator function. The
function may not even be advertised, because the consuming public
..doesn’t demand it. But this, in effect, creates a new product and
bumps it into another tariff classification—avoiding the intended
$40 tariff.

This $2 computer chip in typewriters costs the U.S. Treasury
more than $40 million a year—money the Treasury can use, par-
titc):ulagly now. American jobs and industries end up being exported
abroad.

The legislation I am offering, H.R. 1678, will allow the Govern-
ment to disregard minor changes in existing or new products when
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determining their import classification. Senator D’Amato has of-
fered an identical bill, S. 893, and members from the Majority have
endorsed the idea as well.

The concerns I am raising are not merely parochial. SCM’s situa-
tion is a road map for more circumvention on other products from
other countries. Virtually any product that can be technologically
enhanced is threatened. Products like machine tools, specialty
steel, and large consumer items like TV’s or stereos have been
dodged in similar ways.

Let me be clear, Mr. Chairman. I am, essentially, a free trader.
Everyone knows the benefits of free trade. Trade wars are not in
anyone’s best interest. The legislation I am offering simply guaran-
tees that existing antidumping law isn’t leap-frogged by rapid tech-
nological advances.

As you begin to write the omnibus trade legislation, I hope you
will find that the legislation I have offered would be a sensible, val-
uable part of your omnibus trade package.

Thank you, Mr. Chairman.

The CHAIRMAN. Congressman, that is very interesting testimony.
I, frankly, did not know of that specific circumvention of the law.
But, if they can do it that easily in one instance, apparently they
could in others. I, for one, will be very interested in taking a look
at it in some depth.

I defer now to Senator Packwood.

Senator PaAckwoobp. Congressman, just one or two questions, be-
cause I am stunned by this. Had Commerce made a dumping deci-
sion involving portable typewriters?

Congressman BoeEHLERT. That is correct. And incidentally, Sena-
tor, I would like to introduce with me Terrence Stewart, who is
counsel.

Senator PAckwoobp. Thank you. Now the Japanese make a slight
change: they put in a chip that will perform some minimal func-
tion, which is unrelated to the typewriter and nobody cares about
it anyway.

Congressman BoeHLERT. Exactly.

Senator PAckwoobp. And the Commerce Department says that is
a different product.

Congressman RoEHLERT. Exactly.

Senator PAckwoobn. Obviously, you have followed this up. How
and why did Commerce come to that conclusion, and how did they
justify it? -

Congressman BoEHLERT. Well, for the life of me, I can’t quite un-
derstand it myself and I am having some difficulty, because of the
potential impact of this very modest change holds. Inciden.ally, I
have brought two machines before me. The one on my left, to your
right, is manufactured by the Smith-Corona people in Cortland,
NY. The one to my right, your left, is manufactured by Panasonic
people in Japan. They have added a simple $2 calculating func-
tion—a chip, thereby avoiding the $40 tariff and doing great
damage to one American company employing people in beautiful
upstate New York—my neighbors and Senator Moynihan’s con-
stituents.

I have spoken with the Department of Commerce on the merits
of our case, and quite frankly, I think they are sympathetic.
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Senator Packwoob. Did they give you anything in writing that I
could look at to see what the rationale is?

Congressman BoEHLERT. I don’t have anything with me, Senator,
vut I can provide that information for you.

Senator Packwoob. I have no more questions, but I would like to
know how they justify it. If you could get me something, I would
appreciate it.

Congressman BoeHLERT. All right, fine. I would be glad to.

Senator Packwoob. Thank you.

The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. I have exactly the same resporse, Mr. Chair-
man. At the very least, tariff classification ought not to be disposi-
tive in a situation of this kind. I sit down at that schoolhouse in
Penders Corners and pound away on an old SCM. I don’t think I
could afford one of the new ones, but it still works. -

I think your situation is a specific example of our continuing con-
cerns,' and I'm sure the chairman agrees. We abide by certain
standards, then we look up and we can’t see them, they are some-
how avoided and the avoidance seems to require very much less in-
genuity than it ought. If we could get the details, we certainly
would consider the bill that you are crafting.

I thank you very much.

Congressman BOEHLERT. If I may defer for a moment to Mr.
Stewart, I think he could better respond to that, Mr. Chairman.

The CHAIRMAN. Would you identify Mr. Stewart, please.

Congressman BoeHLERT. Mr. Terrence Stewart. He is a counselor
in Washington, DC, working with me and the Smith-Corona Co.

The CHAIRMAN. All right.

Mr. StewarT. Mr. Chairman, the answer is a simple one. At the
time that the dumping investigation was filed back in 1979; all
portable electric typewriters came in under a single number. Since
1979, microchip technology has decreased in cost. Many of the elec-
tromechanical parts have been replaced by computer chips. And
the tariff schedules, which are used in identifying merchandise
that is subject to an order, simply were no longer reflective of the
importations coming in.

This machine, on your left, my right, Panasonic machine, has a
handle. It clearly is a portable machine, due to an electronic chip
which gives it some calculating functions, it is put into a different
tariff classification than portable electric typewriters have been in
since the 1930’s or 1960’s. It is simply a matter of interpretation
and allowing the agency to adopt a view that the law does not
permit them to interpret orders expansively to avoid, if you will,
eliminating the problem in a remedial statute.

The CHAIRMAN. Are there any further questions?

Senator MoyNIHAN. No, but thank you.

The CHAIRMAN. That is helpful. Thank you very much.

Congressman BoEHLERT. Thank you, Mr. Chairman.

The CHAIRMAN. The next set of witnesses will be a panel consist-
ing of Mr. Rudy Oswald, who is the Director of Economic Research
Department for the AFL-CIO; Mr. Frank Fenton, who is the co-
chairman of the Trade Reform Action Coalition; Mr. Lewis
Leibowitz, who is with the National Foreign Trade Council; Mr.
A W. Jessup, member of the board of directors, Consumers for
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World Trade; and Mr. Daniel Oliver, who is the Chairman of the
Federal Trade Commission.

I would like, Mr. Oliver, if you will lead off, please. Gentlemen,
because of the number of witnesses and the constraints of time,
you will be limited in time for your presentation. I assume staff
has already addressed that point. Thank you.

[The prepared statement of Hon. Sherwood Boehlert follows:]
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Before the Senate Finance Committee
Testimony of the Honorable Sherwood L. Boehlert
Congressman, 25th District, New York
April 7, 1987
Mr. Chairman and Members of the Committee, I want to thank you

for the opportunity to appear before you today to discuss one aspect of
our trade problems that symbolizes all the rest. The problem is
circumvention of orders intended to stop dumping. Despite years of
litigation by U.S. companies to fight unfair dumping practices, the taw's
loose language allows dumping to continue -- thousands of workers in my
district and yours suffer the consequences. I have offered legislation
in the House, H.R. 1678, a copy of which I submit for the record today.
This bill is designed to close the dumping loopholes, and I am gratified
that 1t has rec~ived a warm bipartisan response by members of the House
ﬂays and Means Committee. Senators D'Amato and Hollings have introduced
similar legislation and I am here to encourage you to adopt the sensible
remedy we have offered. Here are the details.

I. A Need to Eliminate Circumvention

(a) Querview.

The statutory modification has to do with eliminating possible
loopholes in the current administration of the law that foreign producers
have used to escape the reach of antidumping duty and countervatling duty
orders.

The administration has recognized the serious problem facing
many U.S. industries that have brought unfair trade cases only to find
the relief intended by Congress eliminated through one maneuver or
another while the unfair trade practice remains unchecked. Indeed, the
administration, -in the explanation of its proposed trade legislation,

stated:

Under the present law, parties subject to an antidumping
finding or order or a countervailing duty order often have been
able to circumvent or evade the order by making slight changes
in their method of production or shipment of merchandise
destined for consumption in the United States.

House Doc. No. 33, 100th Cong., 1st Sess. 459 (1987).
As this Committee is aware, the House Ways and Means Committee

has amended H.R. 3 to include the administration's proposal to eliminate
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circumvention. I strongly agree with the administration and with the
Ways and Means Commlttée that circumvention of outstanding antidumping
and countervailing duty orders must not to be permitted.

The Congress has repeatedly attempted to close off avenues used
by foreign producers to ignore the reguirements of U.S. law to compete
fairly. In the Trade Act of 1974, Congress spelled out that lowering
home market prices below cost could not be used as a vehicle to avoid the
reach of the antidumping law, and included provisions dealing with
state-controtled economy countries and with multinational producers.
Similarly, in 1979, Congress required the payment of cash deposits upon
tmportation to permit an earlier correction of the conditions of unfair
trade in which U.S. companies are forced to compete.

I have introduced in the House (H.R. 1678), and am pleased to
see that Senators Hollings (S. 891, § 102) and D'Amato (S. 893) have
introduced legistation in the Senate, that would enhance the_
effectiveness of the administration's proposal by specifically
identifying when later developed products are to be viewed as included
within an outstanding antidumping duty order. These bills supplement the
excellent work already commenced by the administration in its proposed
language. Many products evolve over time in terms of production
technology or in terms of the sales features that are included.
Automobiles, machine tools, steel, glass, consumer products (televisions,
typewriters, radios, refrigerators), electronic components, bicycle
speedometers, bearings, agricultural and chemical products are just a few
examples of products where later developed production processes,
varieties or features are not uncommon.

Automobiles, while not presently covered by any antidumping or
countervalling duty order, provide a classic and easily understood
example of the potential problem. Power windows, power brakes, tape
decks, electronic ignition, antiskid braking systems are just some of the
"features" that have developed over time. To say that an antidumping or
countervailing duty order covering automobiles does not cover a new model
from a particular country because electronic ignition or tape decks were

not available at the time of the original finding is to make a mockery of
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the remedial purpose of the law. Similarly, the fact that many cars
today are front-wheel drive or have a significant proportion of the
weight in non-steel materials or are built in assembly facilities using
robots doesn't mean that the resulting automobile would not be covered by
an outstanding order.

So too, with the advent of microchips, many products in 1987
have features or controls that did not exist just a few years ago.
Certainly, this is true in the area of typewriters. Inexpensive computer
chips make possible the addition of buffer memory to permit the editing
of text before it is actually typed on the typing paper, of
"dictionaries" to check the correctness of an individual's typing,
autocentering and many other features. Yet, such new features, which
cost very little to add, can't be a justification to permit circumvention
of an existing antidumping duty order on typewriters.

Unfortunately, the Commerce Department has on a number of
occasions perceived itself unable to handle such later developed products
under outstanding orders. The amendment I have proposed would prevent
foreign producers from so easily avoiding the antidumping or
countervalling duty orders in place -- orders which are the Congressional
guarantee that domestic producers will confront onty fair trade in the
marketplace.

(b) Khy circumvent an order?

The importance of escaping the reach of an outstanding order fis
easy to understand and is reflected in the continuing high import
statistics: being outside of the reach of an order provides large
foreign producers the opportunity to dump with impunity into the U.S.
market to preserve market share in periods of strong foreign currencies
(e.g., Japan, West Germany at the present time) or to capture market
share. Such actions by foreign producers, of course, reduce the trade
balance movements that the correction of the overvaluation of ‘the dollar
was supposed to permit.

Let's look at just a couple of examples drawn from public
sources. The dramatic increase in the value of the yen has been widely
publicized. Based on Federal Reserve Board statistics, the Yen/U.S.$
relationship has followed the followiang path since 1985:
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1985 1st Qtr. Y257.53/$1
1985 2nd Qtr. Y250.80/$1
1985 3rd Qtr. Y238.38/$1
1985 4th Qtr. Y207.18/$)
1986 1st Qtr. Y187.81/%1
1986 2nd Qtr. Y169.89/$1
1986 3rd Qtr. Y155.85/%1
1986 4th Qtr. Y160.46/%)
1987 Jan-Feb. Y154.12/$)

Thus, the Yen has appreciated 67.1% vis-a-vis the dollar between
the first quarter of 1985 (1 Yen = $0.003883) and the first two months of
1987 (1 Yen = $0.006488)(conversely the Yen/$ ratio has declined by
40.2%). Similar increases in the value of currencies have occurred for
many of our other trading partners. With the further drop in the value
of the dollar to Y146/%) in recent days, this trend is merely continuing.

Khile the increased value of the Yen (and other currencies)
reduces certain costs in Japan and elsewhere, prices from Japan and our
other trading partners should have risen dramatically since the beginning
of 1985. Such has not been the case in many instances, in large measure
because of the desire of many foreign producers to maintain marketshare
fn the United States. Indeed, the foreign press has repeatedly oviewed
the significant losses or reduced profitability being incurred by foreign
producers who export significant quantities of product to the United
States. See, e.g., The Japan Economic Journal, Week ending December 6,
1986 at 1, 21 ("Mfg. firms expect 32% profit fall"); Far €astern Economic
Review, December 25, 1986 at 66 (article on Japan's Bridgestone Corp., a
tire producer, indicating price increases in 1986 were l'imited to 7% in
the replacement market as it attempted to maintain i1ts competitiveness in
the market); The Japan Economic Journal, February 7, 1987 at 24 ("High
yen pushes Sanyo into firm's first operating loss").*®

Thus, U.S. import prices of éaslc commodities like steel which
should have exhibited sharp price increases actually show lower prices
from Japan for products .uch as steel plate ($480 vs. $444), sheet and
strip steel ($487 vs. $478), steel bars and light shapes ($416 vs. $405),
steel pipe and tube ($555 vs. $539) during 1986 tﬁan were true for 1985.
Source: U.S.I.T.C. Monthly Report on the Status of the Steel Industry,

Publication Number 1942, January, 1987 (data for first }1 months only).
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Elimination of the possibility of circumvention not only
provides the relief to individual industries that are entitled to rellef
under the law, but also helps a:sure that the curative effects of the
devaluation of the doltar are reflected in changed trade flows.

(¢) The problem in portable electric typewriters.

As the Committee may be aware, my Congressional district
fncludes Cortland, New York. Cortland is home to Smith Corona's U.S.
production facilities. Smith-Corona Corporation is the last remaining
U.S. producer of portable electric typewriters, emplioying more than 2,000
workers, a number significantly lower than levels in the mid-1970's, but
encouragingly above the darkest days of 1982. The company's efforts to
obtain effective relief from dumped imports from Japan, and the effect
elimination of the circumvention problem can have on the families in the
Cortland area, have convinced me that the time for statutory change is
now.

Since the earty 1970's, Smith-Corona has attempted to eliminate
the dumping perceived to be prevalent in the U.S. marketplace. Margins
of dumping exceeding 40% were found in the investigatory stages for
individuat companies exporting from Japan, and margins as high 16.4% were
found in the last completed administrative review. The hope that these
findings should provide relief to a domestic industry and its workers,
however, has been shattered by the events in the last few years.

Japanese producers have been able to obtain a series of Customs
rulings which indicate that products developed after the initial
investigation, which contain some memory or the ability to perform
calculating functions, were properly classified under a Tariff Schedule
number different than that for portable electric typewriters. The cost
of add!ng the capability of performing calcutations on a typewriter can
be as little as $0. Adding memory typically £bns‘no more than a few
doltars. Yet, for most of these new typewriters, Commerce did not
suspend l1iquidation and recently found that they are not covered by the
existing antidumping duty order. - .

The result of such decisions by the agency has been predictable:
virtually every portable typewriter being imported into the United States
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in 1987 contains one or more of the features (memory, calculating
capability) that permit the imports to avoid the reach of the antidumping
duty order. The domestic industry is left with an order that has little,
if any, meaning. Yet, Smith Corona's product line continues to compete
directly with thesmachtnes being imported. The same channels of
distribution are being used by all! producers. The products are being
used by the same end users and are sold at price points at or below
traditional price points for portable typewriters. The potential for
continved harm to the domestic industry that is entitled to fair trade
conditions is obvious.

Despite the dramatic increase in the value of the Yen, prices
for portable typewriters imported from Japan into the Untted States have
remained virtually unchanged. Kere the products being imported viewed as
covered by the dumping order, there is little doubt that massive dumping
margins would be found in an administrative review. Instead of
corrective pricing action being taken, foreign producers and their U.S.
agents have been reported to laugh at their ability to avoid the reach of
the order.

While import statistics cover a variety of models, the overall
price movement nonetheless tells the story of what is happening in the
marketplace: 1985, gquantity of machines under 676.0540 = 327,552, f.a.s.
value $71.9 million (avg. value, $219.56); 1986, quantity = 419,57}
machines, f.a.s. value $71.2 mitlion (avg. value, $169.66). Thus, while
the Yen was appreciating 41.7% (1986 average vs. 1985 average), the
average vatue of U.S. imports in dollar terms was declining 22.7% and in
Yen terms by 45.4% (average prices should have been $311.01/unit in 1986).
This type of pricing action can only occur through the failure of an
outstanding antidumping duty order to reach the later developed products

that constitute virtvally all PETs sold in the United States today.

(d) Statutory proposai.

My bill will correct the harm to domestic industries that flows
from the current ability of foreign producers to circumvent the law
through the introduction of later developed products. It adds to the

administration's proposal a subsection which requires a determination of
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the scope of an outstanding order to be based upon the following common

sense considerations:

(1) Does the new product compete with currently- produced
products of the domestic industry on whose behalf the order was entered?

(2) Is the new product sold through the same channels of

distribution and at roughly comparable price points as the currently-
produced domestic products?

Such considerations assure that new products that impact the
domestic industry intended to be protected under the outstanding order
are, in fact, covered.

The fact that the new imported product is under a different
Tariff Schedule number or has additionat features or performs additional
functions would be irrelevant. A new product would not be covered by an
outstanding order only if the additional function or functions constitute
the primary use of the product, and the cost of such functions constitute
a major part of the total cost.

Domestic industries shouldn't be required to expend time and
energy constantly justifying why each new feature, function o; production
process doesn't render the new product outside the reach of an existing
order. The law is, as the Committee has previously noted, a remedial
one. My proposal'will help guarantee that the remedial purpose is
achieved, that the hard work it takes a domestic industry to establish
its entitlement to relief is not negated through gamesmanship, that the
U.S. Treasury is not cheated out of revenues owed to the government --
nearly $40 million per year in antidumping duties on portable electric
typewriters alone -- and, most importantly, that American men and women
are not deprived of the jobs and compensation that conditions of fair
trade would permit them to maintain.

for too long our workers have paid the price of living in the
world's easiest dumping land. Too many of our industries have been cut
back, pushed off shore or eliminated. MWe will never know which of those
industries or how many of our workers and communities could have been
saved by trade policles based on simple common sense. Your efforts here
are an enormous step touardS a comprehensive solution, and I hope you
will find that H.R. 1678 would be a valuable und sensible part of that
solution.

Thank you.
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STATEMENT OF DANIEL OLIVER, CHAIRMAN, FEDERAL TRADE
COMMISSION, WASHINGTON, DC

Mr. OLvEr. Mr. Chairman, I am Daniel Oliver, Chairman of the
Federal Trade Commission. My testimony today will cover U.S.
competitiveness in general, and my concerns about some specific
provisions of the Omnibus Trade Act of 1987.

In 1913 President Wilson said “It is of serious interest to the
country that the people at large should have no lobby and be voice-
less in these matters, while great bodies of astute men seek to
create artificial opinion, and to overcome the interests of the public
for their private profit.” The FTC was established to be an advo-
cate for the consumer against those special interests, and I am here
today in that role.

I am afraid the astute men that President Wilson spoke about
are now trying to convince the American public that America faces
a competitiveness problem which is causing a trade deficit. It has
been argued that this nation’s trade deficit is a threat to our na-
tional welfare, that the deficit is evidence that the United States is
not competitive, and that import restraints are needed to restore
competitiveness. None of these statements is true.

A trade deficit—or a surplus for that matter—is not bad in and
of itself. Mexico runs a surplus, but does anybody here want to
trade Mexico’s economy for ours?

Some would have us believe that the trade deficit problem is a
jobs issue. But while we have been having this so-called problem,
our economy has added over 10 million jobs, between 1980 and
1986. Nor is the existence of a trade deficit evidence that American
manufacturing is losing its competitiveness or its jobs. Productivity
growth in manufacturing has exceeded that in any other sector of
the economy.

Manufacturing output is at an all time peak. Employment and
real wages in manufacturing are stable or increasing. In fact,
recent changes in the exchange rate should make U.S. goods more
attractive to foreign buyers in the future.

I do not wish to downplay the challenges and hardships associat-
ed with a free competitive economy. However, American manufac-
turing is alive and well, and is likely to remain so.

There are several proposals being considered by Congress that
purport to enhance competitiveness. To the extent these bills would
open foreign markets to U.S. goods, I support them. However,
many of the proposals would restrict competition. I am not aware
of any instance where consumers, or the economy as a whole, have
benefited by protecting an industry from competition. Instead,
there are substantial costs associated with the restricting competi-
tion. Prof. Gary Hufbauer of Georgetown University estimates that
trade barriers already cost the American consumer more than $50
billion a year. And experience tells us you can’t make a firm more
competitive by sheltering it from competition.

Federal Trade Commission economists have studied restraints in
a number of industries. They show trade restraints in particular in-
dustries cost consumers hundreds of thousands of dollars per job
purportedly saved. And a recent Brookings Institution study esti-
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mates that the restraints on imports of Japanese cars may have
even reduced, not increased, employment in the auto industry.

Protectionist rules reduces competition within the United States
by effectively outlawing competitive foreign products, leading to in-
creased prices and reduced consumer choice. The last time the Con-
gress had this level of furor about protectionism, it enacted the
Smoot-Hawley Tariff Act.

Time does not permit me to comment on the provisions of each
trade bill, however, I will note one group of provisions that would
seriously undermine the FTC’s power to protect consumers and
competition. As discussed in my written statement, 1 feel some of
the provisions of the Omnibus Trade Act of 1987 could spur collu-
sion among competitors in the United States, and lead to increased
prices for consumers.

In particular, parts that amend sections 203 and 205 of the Trade
Act of 1974 appear disquieting, like the thoroughly discredited
trade codes in the New Deal’s National Recovery Act of the 1930’s.
In sum, Congress should work toward removing import restraints
here and abroad, instead of making it easier for special interests to
get m .e protection.

The Gramm-Kemp bill is one example of how trade legislation
can make America more competitive and benefit consumers at the
same time. Consistent with this bill, I suggest your highest priority
should be removing trade barriers—both here and abroad. I urge
you not to repeat the mistakes of Smoot-Hawley.

Thank you, Mr. Chairman. I would be pleased to answer any
questions that you or members of the committee may have.

The CHAIRMAN. Thank you.

The next witness, Mr. Jessup.

[The prepared statement of Mr. Daniel Oliver follows:]
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STATEMENT OF
DANIEL OLIVER
CHAIRMAN OF THE FEDERAL TRADE COMMISSION

Thank you, Mr. Chairman., My testimony today concerns the issue of
U.S. competitiveness in general, and two specific provisions of the Omnibus
Trade Act of 1987,

In 1913 President Wilson said "It is of serious ?ntcrcst to the country
that the people at large should have no lobby and be voiceless in these
matters, while great bodies of astute men seck to create artificial opinion,
and to overcome the interests of the public for their private profit® The
FTC was established to be the advocate for the consumer against those
special interests who would enrich themselves at the public’s expense. The
Commission’s role as representative of the American consumer in
international trade matters is highlighted by Section 6(h) of the Federal
Trade Commission Act. This section empowers the Commission "to
investigate .. trade conditions in and with foreign countries where
associations, combinations, or practices of manufacturers, merchants or
traders, or other conditions, may affect the foreign trade of the United
States, and to report to Congress” on these conditions or practices.

The FTC with the Dcpartment of Justice also shares responsibility for
enforcing the antitrust laws of the United States. Any change in our
nation's regulation of international trade should preserve to the greatest
extent possible our traditional faith, expressed in the antitrust statutes, that

free and open competition is the best defense of the economic well-being of
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the American consumer. ! The general nature of protectionist legislation,
and some sperific provisions in some proposed bills, are likely to undercut

this defense.

GENERAL CONCERNS ABOUT TRADE LEGISLATION AND THE TRADE
DEFICIT

The astute men and special interests that President Wilson spoke of are
now trying to convince the American public that America faces a
competitiveness problem that is causing a trade deficit. It has been argued
that (1) this nation’s trade deficit is a threat to our national welfare, (2)
the deficit is evidence that the U.S. has a problem of compctitivcness, and
(3) import restraints are needed to restore that competitiveness. None of
these statements is true. The remedies for these nonexistent problems
would benefit special interest groups while making American industry less

competitive and imposing significant costs on consumers.

! As Justice Black wrote in Northern Pacific Railway v, United

States, our antitrust laws are a

comprehensive charter of e¢conomic liberty aimed at
preserving free and unfettered competition as the rule
of trade. It rests on the preniise that the unrestrained
interaction of competitive forces will yield the best
allocation of our economic resources, the lowest prices,
the highest quality and the greatest material progress,
while at the same time providing an environment
conducive to the preservation of our democratic political
and social institutions.

326 US. 1(1958),
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A trade deficit -- or a surplus for that matter -- as any number o
economists will tell you, ? is not something that is good or bad in and of
itself. Mexico runs a trade surplus; does anyone want to trade their
economy for ours?

A nation's trade deficit is the counterpart to its capital account
surplus. During the 1970's the U.S. had a trade surplus. We ran a deficit in
our capital account because American banks were lending out large amounts
of money to Latin' American nations. In prder to make these loans, it was
necessary for the U;.:ited States to run a trade surplus.

We are now running a surplus in our capital account because the
favorable climate for investment in the United States has caused an influx of
foreign capital, while lending by American banks to Latin America has been
sharply curtailed. For the rest of the world to invest on net in the United
States, it is necessary for the United States to run a trade deficit. Our
trade deficit is therefore a reflection of our economic strength, rather than
evidence of weakness. In fact, total number of jobs in the U.S. has grown
ten times more than the combined growth of six of our major industrial
trading partners combined.® Thus, the deficit is not costing U.S. jobs in the

aggregate.

2 See Herbert Stein (former chairman of the Council of Economic
Advisers and senior fellow at the American Enterprise Institute), "Leave the
Trade Deficit Alone,” WSJ, March 11, 1987; Milton Friedman (Nobel Laureate
in Economics) and Rose Friedman, Free to Choose; Editorial, "Trade Deficit
Bogeyman,” WSJ, September 13, 1985, Alan Reynolds, "Mainstream
Economics": None Dare Call It Voodoo," WSJ, {1984].

3 Ambassador Clayton Yuetter, *Trade Legislation: Effects on
America’s Competitiveness”, The Heritage Lectures, No. 93, March 13, 1987,
p.l-12.
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Nor is a trade deficit evidence that American manufacturing is losing
competitiveness or jobs. Manufacturing output is at an all time peak, and
over the past decade has remained a relatively stable percentage of real
Gross National Product. Employment and real wages in manufacturing have
been stable or increasing. Productivity growth in manufacturing has
exceeded that in all other sectors of the economy, and is far ahead of
historical levels.

Manufacturing productivity grew at an annual rate of 3.8% between the
third quarter of 1981 and the third quarter of 1986, versus a growth rate of
only 1.5% per year from 1973 to 1981, and gbove the average annual growth
rate of 2.6% between the end of 1948 and 19864 In fact, the recent change
in exchange rates should make U.S. goods more attractive to foreign buyers
in the future. I do not wish to down play the challenges and hardships
associated with a free competitive economy. Nor do I wish to downplay the
importance of forecign markets being open to US. goods. However, American
menufacturing is alive and well, and is likely to remain so.

Enhancing the ability of American firms to compete in the world
marketplace is nevertheless a desirable goal. The best way to achieve that
goal is to allow the free market to work. The partial deregulation of
energy and transportation have strengthened the ability of American firms to
compete. There are many more areas where deregulation will make American
industry more competitive, and several are identified in the Administration’s
trade bill.

There are many proposals being considered by Congress that purport to

enhance competitivencss. Most of these policies, if enacted, would restrict

4 Economic Report of the President, 1987, p. 46.

4

"~
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competition, both from foreign producers and among domestic ones. You
cannot make a firm :nore competitive by sheltering it from competition.

Moreover, I defy any other witness these hearings to show me an
example in which consumers or the ¢conomy as & whole benefitted by
protecting an industry from competition, whether forecign or demestic.
Economists have shown again and again that there are substantial costs from
restricting competition. For example, Gary Hufbauer of Georgetown
University estimates that trade barriers alrcady cost the American consumer
more than $50 billion a year. * The cost to the consumer of these
restraints far exceeds the benefits that the special interests who lought for
them receive.

Federal Trade Commission economists have studied actual and potential
trade restraints in a number of industries. The results of their studies are
illustrated in the table attached to this statement. In each case the results
are the same: the restraint is, on balance, harmful to the economy.
Furthermore, they are a very inefficient means of protection. For example,
in 1984 our economists estimate that the so called *voluntary” import
restraints on automobiles cost American consumers $241,000 for each job
protected. The total cost to consumers is $1.1 billion a year® A more

recent study by the Brookings Institution estimates that the Voluntary

'  Gary C. Hufbauer and Howard F. Rosen,
Industrics, Institute for International Economics, March 1986.

€ David G. Tarr and Morris E. Morkre, "Aggregated Costs to the
United States of Tariffs and Quotas on Imports: General Tariff Cuts and
Removal of Quotas on Automobiles, Steel, Sugar, and Textiles," Bureau of
Economics, Federal Trade Commission, December 1984,
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Restraints Agreement may have even reduced, not increased, employment in
the auto industry.”

A study by the New York Federal Reserve Bank shows that American
consumers not only pay too much as it is for protectionism, but these costs
fall hardest on the poorest of consumers. -The Bank estimates that import
restraints on clothing, sugar, and autos alone cost people with incomes
between $7,000 and $9,000 the equivalent of a 66% increase in their income
tax. For people with incomes of $58,000 and over, protection of these
industries is equal to a $ percent income tax increase.?®

Despite the significant cost of protectionism, the Congress is now
considering a wide range of protectionist legislative proposals affecting
international trade. Many of these are protectionist and would impose
billions of dollars of costs on consumers. To a large degree, this is because
any trade bill may reduce competition within the U.S. by climinating
competitive foreign products from the marketplace. This directly leads to
increased prices end reduced choice for American consumers. In addition,
some proposals increase the likelihood of further price hikes because they
exempt domestics firms from various aspects of the antitrust laws. The last
time Congress had this degree of concern over protectionism, it enacted the
Smoot-Hawley Tariff Act. That legislation helped plunge the world into the

worst depression of the century.

7 Clifford Winston and Associates, Blind Intersection?, (Brookings
Institute, 1987), pp. 61-67.

®  Federal Reserve Bank of New York, "The Consumer Cost of U.S.
Trade Restraints,” Quarterly Review, Summer 1985, p.1-12.
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SPECIFIC PROVISIONS OF THE OMNIBUS TRADE ACT OF 1987

Space does not permit me to comment on the provisions of each trade
bill at this time. However, I would like to address one group of provisions
that would seriously undermine the FTC's statutory powers to protect
consumers and competition through sound antitrust enforcement.
Specifically, 1 fear that the provisions of the Omnibus Trade Act of 1987
(5.490) that would amend Sections 203 and 205 of the Trade Act of 1974
might enable American companies to engage in anticompetitive behavior in
the domestic market.

The proposed Section 203 would, in effect, make the escape clause into
an intra-industry collusion statute. Upon commencement of an ITC escape
clause investigation, the U.S. Trade Representative would establish a group
consisting of representatives of firms and workers in the industry and
government to agree to an “industry adjustment plan® The bill authorizes
the group, including competing firms, to discuss a wide range of issues
relating to competition, including investment levels, capacity utilization,
innovations in management and production, and marketing strategies. The
group could consider not only the effects of imports, but all actions that
industry or government could take to combat any adverse impact on the
domestic industry.

Moreover, group participants would be given immunity from the
antitrust laws, although price fixing and horizontal restraints of trade would
remain unlawful.

These provisions encourage competing domestic firms to agree to reduce
output and raise prices through forms of tacit collusion, whose existence

would be difficult to detect or prove. The government would provide not
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only a sanctioned forum for reaching an agreement and a degree of antitrust
immunity, but a system for policing sdherence to the agreement by the.
colluding firms. Government monitoring of the confidential commitments to
implement the adjustment plan would provide an enforcement mechanism for
the firms involved to prevent cheating on any anticompetitive agreement.

It is amazing how much proposed Section 203 is like many of the long
discredited portions of the New Deal. Under the proposed Section 203, the
line between “industry adjustment® and "industry collusion” will inevitably
prove difficult, if not impossible, to draw. At best, it will provide an
invitation for protracted litigation over industry agreements that may or may
not be lawful In any event, the drive for increased American
competitiveness could be significantly impeded.

History provides clear -- and disquicting -- examples of such
government-fostered anticompetitive industry coordination. The experiment
of forming industry councils to develop trade codes was at the heart of the
National Recovery Act ("NRA") in the early 1930’s. Figures as diverse as
Arthur Schlesinger and Thurmond Arnold agree that the NRA was a failure,
Even before the Supreme Court struck down that statute on constitutional
grounds, the NRA had an anticompetitive impact. Many of the codes
promulgated under the NRA contained blatantly anticompetitive provisions
mandating minimum price fixing, exchange of price statistics, standardization
of costs and sales practices, production quotas, and limitations on plant
capacity. In some industries the collusion outlived the statute, giving rise to
many antitrust cases during the late 1930°s and 1940's.

The proposed Section 205 also has troubling anticompetitive potential.

It provides a new remedy option, in addition to import restrictions or



217

adjustment assistance. If the ITC finds that rising imports have seriously
injured an industry, or seriousiy threaten such injury, and the President
issues a directive, then the Attorney General could be required to grant
domestic firms an exemption from Section 7 of the Clayton Act and the
Sherman Act (insofar as it applies to mergers and acquisitions).

There is no need for such a provision if the goal is to permit
procompetitive mergers that bencfit competition and consumers. The courts
and the antitrust enforcement agencies recognize the importance of foreign
competition in evaluating the likely consequences of a merger.

Furthermore, because the courts and antitrust enforcement agencies
make their determinations only after careful evaluation of the case-specific
evidence, the agencies are able to prevent anticompetitive mergers that may
be exempted under the proposed Section 20S. The review proposed by
Section 205 is not comparable ecither in thoroughness nor in its criteria to
that employed by the antitrust agencies under the 1984 Department of
Justice Merger Guidelines. Essentially, the proposed Section 205 requires the
Attorney General, in consultation with the Secretary of Commerce, to grant
an antitrust exemption upon determination that a merger "is reasonably
related to enhancing competition with foreign competitors to whom market
share has been lost, and, considering worldwide competition, outweighs any
adverse competitive impact on the domestic market” This provision has the
potential for placing consumer interests and the fundamenta! goals of
antitrust policy behind the interest of firms seeking protection from
competition.

I believe that American competitiveness can be increased a'nd the

interests of American consumers advanced only through more, not less,

83-001 0 -88 -2
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competition. Firms that have failed to provide American consumers with the
goods or services they anced or prefer should not be granted government
protection ~ whether from imports or otherwise. Moreover, even where
serious injury to ;;nnutic firms is attributable to sctivities in forecign
markets, remedies should not allow or encourage anticompetitive behavior by
American firms in domestic markets. Unfortunately, the proposed revisions
to Sections 203 and 205 appear to do just that.

I therefore urge the deletion from the Omnibus Trade Act of 1987 of

Section 203, and those provisions of Section 205 that provide for exemption

from the antitrust laws,

CONCLUSION

In general, trade restrictions hurt consumers without providing
significant benefits. The costs per job saved rus into the hundreds of
thousands of dollars -- if, indeed, any jobs are saved at all. Limiting
competition from abroad while permitting domestic producers to collude
reduces, not cnhances, competitiveness. Congress should instead work
towards removing import restraints, not make it easier for the special
interests to get more of them. The Gramm-Kemp bill, which seeks to e¢xpand
trade through negotiation, is one example of how trade legislation can make
America more competitive and benefit consumers at the same time.
Consistent with this bill, I suggest your highest priority should be to remove
trade restgaints -- both here and abroad. I urge you not to repeat the
mistake of Smoot-Hawley.

Thank you.
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STATEMENT OF A.W. JESSUP, MEMBER, BOARD OF DIRECTORS,
CONSUMERS FOR WORLD TRADE, WASHINGTON, DC

Mr. Jessup. I am Alpheus W. Jessup, a Director of the Consum-
ers for World Trade. Consumers for World Trade is a national non-
profit organization, established in 1978, concerned with the interest
of consumers in international trade policy.

We fear that a significant threat to consumers could result if
some of the proposals in Senate 490 and H.R. 3 were adopted by
the Congress.

The CHAIRMAN. Mr. Jessup, if you would speak more directly
into the mike, pull it a little closer. We would all like to hear what
you have to say.

Mr. Jessup. I will make some general comments and a few specif-
ic recommendations. Protection can be costly. When trade restric-
tions are imposed, consumers face inflated domestic, foreign, and
retail prices. Low cost items become unaffordable or unavailable.
Trade restrictions act as a hidden tax, or a regressive tax on Amer-
ican consumers. Low, fixed-income individuals and unemployed
workers bear the heaviest economic burden. Trade restrictions now
in place represent a 23-percent surcharge on people earning less
than $10,000 yearly. The overall cost has already been mentioned,
something in the order of $55 to $65 billion a year.

CWT opposes proposals in S. 490 and H.R. 3 to transfer or
weaken the decisionmaking authority of the President. According
to present law, the President must take into account broad factors
such as the effectiveness of the relief, competition, international in-
terests, and consumer interest. The President, the only elected offi-
cial with a national constituency, is the proper person to fulfill
that responsibility.

CWT opposes the call for automatic relief or retaliation. This
would weaken the President’s discretionary right to dispose of
cases in a manner which he deems most favorable for the nation as
a whole.

Automatic retaliation may not take into account the widespread
consequences of trade restrictive actions.

In terms of employment, it is true that protection may save some
jobs, but only in the short-term—it does not guarantee job security
and it does not come free. It can be extravagantly costly to the na-
tional economy. In the auto sector, for example, it costs $160,000 to
protect a $23,300 a year job; in steel, $110,000 for a $27,000 job; and
in textiles, $42,000 for a $14,000 job.

Generally, CWT supports some form of temporary assistance to
workers displaced because of imports. Emphasis should be on re-
training and relocating the worker, not on a direct subsidy to the
industry.

CWT strongly supports flexible negotiating authority for the new
round of international trade talks. Although general guidelines are
useful, it would be self-defeating to tie the hands of our GATT ne-
gotiators with specific pre-conditions that could impede their abili-
ty to deal with the agenda items that are favorable to U.S. inter-
ests.

The impact on consumers and on the natione. economy of escape
clause and unfair trade practice cases has, over the years, been
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considered only in the last stages of decision making. By then, the
American public has been saturated with graphic stories of the dis-
tressed industry and its workers, and little attention is given to the
effect of a proposed remedy on the Nation as a whole and on con-
sumers. Consumers often have limited opportunity to testify before
the International Trade Commission.

To correct this imbalance, CWT suggests that you consider two
amendments. CWT proposes a Trade Act amendment which would
require that the International Trade Commission prepare and pub-
lish an analysis of the economic impact of the duty or import re-
striction under consideration. This analysis should include the
broad issues which the President is mandated to consider: the cost
to consumers; the effect on prices, pre-tax revenues, and jobs in the
ailing industry; the effect on output, employment and profits in re-
lated industries; in the case of quotas, the effect on the current ac-
count balance and on the GNP.

Such a recommendation was approved by the House Ways and
Means Committee last year.

Second, in the same context, CWT respectfully suggests that the
Congress, as well, study and make public the various costs of a
major trade action before action is taken. Additional details on
these proposals are provided in the full text of our testimony.

These proposals are not intended to block grants of import
relief—these are needed to assure that decisions on relief measures
are taken in the light of a comprehensive evaluation of the likely
economic aftermath, and to enhance public awareness and suoport
of effective trade legislation.

We are hopeful that the 100th Congress will opt for the adoption
of thoughtful trade policies that will promote healthy economic
growth,

The CHAalrRMAN. Thank you.

Mr. Leibowitz of the National Foreign Trade Council.

[The prepared statement of Mr. A.W. Jessup follows:]
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TESTINONY ON COMPARING MAJOR TRADE BILLS
BEFORE THE SUBCOMRITTEE O TRADE
SENATE FINANCE COMMITTEE

[ am Alpheus W. Jessup, a Director of Consumers for World Trade.
Consumers for World trade (CWT) is a national, non-profit
organizaetion, established in 1978, concerned with the interest of
consumers in international trade policy. We believe a significant
threat to consumers would resuit if some of the proposals
contained in S. 490 and H.R, 3 were adopted by the Congress.

We believe that any comprehensive trade legislation should be
designed to expand trade globally, lower trade barriers in the
U.5. and other trading nations and strengthen the multinational
trade system. Efforts to reduce our trade deficit by trade
restrictive methods are shortsighted and are certain to worsen the
trade problems which the legislation is 1ntended to correct.
Futhermore, experience has shown that trade restrictive policies
are seldom temporary. Placing them 1n a statute assures tneir
perpetuation long after the alleged need.

The Cost of Protection

Whenever trade restrictions 3re 1mposed by the United States,
American consumers are subjected to artificially inflated prices.
Domestic prices are higher because of the easing of competition;
foreign prices rise to compensate for a smaller volume of sales,
and retail prices are higher because retailers base their profit
margin on the landed cost of goods.

Trade restrictions act as a hidden tax. The consuming public is
seldom aware of the reason for these inflated costs. There is no
label in a garment or tag on a product with an explanation.

Synce 1t 1s usually low-cost 1tems, the ones with which we have
the most diffrculty competing, upon which barriers are imposed, it
's low-income and fixed income individuals and unemployed workers
{who remain consumers even while they are not earning) who bear
the heaviest vconomic burden. Trade restrictions, therefore, dact
as a regressive tax, & concept which the Congress has long
rejected. It represents a 23% i1ncome tax surcharge on people
earning less than $10,000 a year, and a 3% tax on those earning
more than $60,000 a year ("the Consumer Cost of U.S. Trade
Restraints", Federal Reserve Bank of New York Quarterly Review,
Summer 1985)

American Consumers have been paying over $55 billion yearly more
then they should because of trade restrictions; $65 billion for
1986 only. (Hufbauer, Berliner, Elliott, Trade Protection in the
United States: 31 Case Studies, Institute of International
Economics, T1986)

Furthermore, consumers are robbed of discretionary income. Having
to pay more for the basic necessities such as food, clothing and
housing, they will forego purchasing other products. As a
consequence, an efficient, competitive industry will be harmed for
the sake of protecting an inefficient one. This is a serious
misallocation of resources.

Decision-making Authority

CWT opposes any proposal to weaken decision-making authority on
201 or 3Q1, 337 or any other case of the President or to transfer
that authority to USTR or any other body. According to present
law, tne President in making his decision to accept, alter or
reject an ITC recommendation for relief to an injured industry,
must take 1nto account a number of additional factors, such as:
the effectiveness of the proposed relief; competition;
international interests and the effect of the remedy on consumers.
This mandate to consider the interest of consumers did not exist
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before the Trade Act of 1974; it is the only time that the
consumer is mentioned in the entire law. The consumer interest
should be a major factor in the formulation and conduct of trade
policy, since the American public pays the ultimate price of trade
restrictive practices. All actions which affect consumers N
negatively, affect the jobs, industries and national economy as
well. This is why the mandate to consider the consumers' interest
can be neitner ignored nor eliminated. The President, the only
elected official with a national constituency, is the proper
person to fulf1ll that responsibility.

Automaticity

CWT opposes the call for mandatory relief or retaliation contained
in some of the proposals. This would weaken the President's
discretionary right to dispose of cases in a manaer which he deems
most favorable for the natyon as a whole. The President must be
allowed the flexibility necessary to carry out his constitutional
responsibility.

The fact that an i1ndustry may be harmed or threatened by imports,
particularly fairly-traded imports, does not justify automatic
relief at any cost. That cost may be substantial for other
industries, jobs, exgor?t markets and consumers,

No trade action should be taken 1n a vacuum, nor - an its effects
be contained. [f the relief entails tar1ffs, or cuantitative
restrictions, prices will be inflated. [f the product in question
is a component part of a U.S. manufactured product, that product
will be less competitive in the world market and tuo costly for
domestic consumption.

To the extent that automaticity proposals were prompted by the
President's rejection, in 1985, of quotas for imported non-rubber
footwear, it is a mistake to conclude that this indicated an
unavailability of import relief under the present statute. To the
contrary, this case demonstrated the justified application of
broad criteria 3s required by the Trade Act. In this i1nstance, the
President did not consider that the IT{'s trade-restrictive
remedy, based on past nistory, would be an effactive way to help
the industry. ln addition, ne felt that imposing quotas would
result in certain retaiiation by our trading partners and 1n a
huge cOSt tO0 consumers. -

This last concern was verified in an economic study prepared by
the Institute for lnternational Economics under the direction of
Dr. William R. Cline which indicated that reducing footwear
imports by 18 to 24 percent would have cost American consumers $2
bilVion annually in extra costs, increased prices by 13 percent
and decreased consumption by nearly 3 percent. Total consumer
costs would have been $10 billion or higher over a five year
period. The consumer cost per job created in the industry would
have been as high as $62,400. The ITC, itself, estimated a cost ot
approximately $50,000 per $14,000 a year job saved. The heaviest
part of this burden would have been forced upon low and fixed-
income consumers., These statistics certainly justify the
President's decision.

Unfortunate:y, there are occasions when the President has rejected
an 1TC proposal and opted for negotiated voluntary export
restraint (VER) arrangements which would afford compearable relief
to an 1njured industry. VYERsS do not take into account the
consumer interest. The recent cases of steel and automobiles are
clear examples. CWT opposes tiie use of VERs as a method of
quantitatively restricting imports without regard for the negative
effect of these restrictions on the national interest.



Trade Adjustment Assistance

Protection does save some jobs in the short-term. But it does not
come free and it is not cost effective to the national economy.
For example, in the automobile sector it costs $160,000 to protect
a $28,300 job; in steel, $110,000 for a $27,000 job; in textiles,
$42,000 for a $14,000 job and in footwear, $50,000 for a $14,000
job. (ITC Report and Council of Economic Advisors Unpublished
Report).

fFurthermore, protection does not guarantee job security. It is
evident that, in order to achieve competitiveness, American
industries will have to become less job intensive and focus their
resources on R and 0 and modernization.

Generally, CWT supports some form of temporary assistance to
workers in a non-competitive industry who have been displaced
because of imports. (Logic suggests Such assistance should be
available as well to workers displaced because of retaliation
against a U.S. industry and to those whose jobs were related to an
imported product which has been affected by a trade-limiting
action.) We believe that in developing an effective adjustment
assistance plan the emphasis should be on retraining and
relocating the worker, not on a direct subsidy to the industry.

CWT finds the proposal of tinking import relief to an adjustment
plan drawn up by representatives of labor, management, consumers
and communities worthy of serious consideration. [t raises
questions, however, on the ability to determine the type of
adjustment necessary to ensure competitiveness in an open market,
and how progress im implementing the plan is to be measured.
Should this proposal be adopted, the President should retain the
authority to determine whether the recommended relief is
compatible with the U.S. national economic interest.

Negotiating Authority

CWT strongly supports negotiating authority for a new round of
international talks. We have reached a critical time in our
trading system, when the multilateral conduct of trade as
established in the GATT has been undone by unilateral, bilateral
and regional trade actions. Clearly, Article I of the GATT has
been seriously weakened. In order to restore confidence in the
GATT as the best vehicle for the governance of international
commerce, it myst be strengthened and its coverage extended to
issues of present concern.

Although a list of general objectives would serve as useful
guidelines, it would be self-defeating to tie the hands of our
GATT negotiators with pre-conditions that would impede their
ability to deal with agenda items favorable to U.S. interests., The
satisfactory settlement of disputes over the agenda during the
preliminary ministerial meetings at Punta del Este is proof of the
need for flexibility.

“Fast track" procedures for approval of the agreements reached
during the Uruguay round will enhance the viability of our
negotiators. Consultations with Congress and the private sector,
as frequently as necessary, should be mandated.

Because this new round of international talks involves many new
and controversial issues, it is anticipated that the Uruguay round
will be prolonged. Therefore, Congressional approval of individual
agreements as they are reached would be appropriate and would
ensure faster implementation of the agreements.
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CWT Recommendations - Proposed Amendments to the Trade Act

As stated in the body of our testimony, the effect of trade
actions on consumers and other aspects of our national economy are
not visible enough to the pubiic and to policy makers.

We have followed escape clause and unfair trade practices cases
over the years, and have been very concerned that the economic
impact of trade remedies on consumers and on the nation as a whole
is considered only at the very last stage of the decision-making
process. By the time the President announces his decision, the
American public has been saturated with graphic stories of the
problems of the ailing industry and its workers. The effect of a
proposed remedy on the nation and its citizenry, however, is never
adequately publicized. Unlike an action taken by Ccngress, the
consumers' opportunity to make their views known before the
International Trade Commission (ITC) is limited and, unless an %
independent economic study has been prepared, consumers are denied
the information on which to present their side effectively. As a
result, there is little public awareness and reaction to such
trade actions and to their consequences.

1. CWT believes that the cost of a proposed remedy should be
researched and made public from the time the remedy nas been
selected up to the President's final deTefmination. In this
context, we are proposing an amendment to the Trade Act which
would require that the ITC prepare and publish an analysis of the
economic impact of the duty or import restriction under
consideration.

The analysis could include broader issues which the President is
mandated to consider. For example:

An estimate of the cost to consumers of the restrictions.

An estimate of the effect on prices, pre-tax revenues, and
jobs in the industry(ies) to be protected.

An estimate of the effect on output, employment and profits
in related industries, taking into account the effect on
production costs and the international competitive position
of these other industries. The estimates should take into
separate account the effects of possible retaliatory trade
actions by our trading partners,

In the case of quotas or other quantitative restraints, an
estimate of the effect on the current balance of the U.S.
payments account.

An estimate of the net impact on the GNP.

The remedies proposed to afford relief to an import injured
industry have an impact going far beyond the protected sector. [f
the products involved are 1nputs for other industries, such as
steel and copper, prices and competitive positions in tnose
industries are affected. If the products are for final
consumption, such as shoes, the position of retailers is worsened.
At the end of the line, whatever the products concerned, the
income of consumers is reduced. Beyond that, since import
protection is a decision to forego efficiency gains from
competition and trade, the national economy loses.

The broader consequences.of protection are not adequately
recognized in trade laws. Section 202c of the Trade Act of 1974
directs the President to take some of the secondary considerations
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into account when deciding upon escape clause relief. It does not
cover the full range of the adverse effects of protection, nor
does it require that the full findings be made public.

Techniques for assessing relative costs and benefits of import
relief have been improved in recent years. When such assessments
have been made, the basis for decision-making has been notably
broadened. The proposal herein is to make the cost-benefit
assessment a standard practice in the consideration of claims for
protection. It would not prevent grants of import relief but it
would assure that decisions about them would be taken in the light
of a comprehensive evaluation of their likely economic aftermath.
This recommendation was approved by the Ways and Means Committee
last year. .

2. CHT also proposes that the Congress, before acting on any
major trade legislation, publicize the broader costs of such an
action. We cannot emphasize enough how important it is for the
consumer to understand the broader effects of international
actions. We believe strongly that responsible public awareness
would result in a more effective conduct of our country's trade
policy.

Conclusion

There is no such thing as a perfect statute. However, there are
infinite dangers in attempting to revise 1aws so that they meet
the needs and interests of everyone affected without endangering
the national interest. CWT belteves that the principal
shortcoming of the international trading system is that the
domestic import relief laws are accepted not as a rule of conduct
for U.S. trade policy but as a means of protecting domestic
producers from foreign competition or as a means of threatening
our trading partners so as to achieve export market expansion. In
trying to solve trade problems, we believe it is more efficient
to place the emphasis on carrots as well as sticks. In many
cases, tne waving of the stick, of itself, is trade distorting.
Sections 201 and 301, when wused judiciously, have generally
worked as designed. We should be asking ourselves if our trade
practices, albeit better than some otners, would stand up to the
requirements of our own laws.

At a time when strong protectionist sentiment is endangering our
country's open trade posture, it is essential for Congress and
the Administration to strive for thoughful trade policies aimed
toward a global liberalizdtion of markets rather than the closing
of U.S. doors to foreign products. Such policies recognize the
fact that a healthy trading system cannot be achieved if the
largest trading nation abandons the principles of open
multilateral trade in favor of the quick-fixes of protectionism.
Protectionism is not an effective solution. It has been tried
many times and has failed, at a heavy cost to all concerned,
especially the American consumer.
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CWT RECOMMENDATIONS

An amendment to the Trade Act of 1974, requiring that the
International Trade Commission (ITC) prepare and publish an
analysis of the economic impact of the duty or import
restriction considered on consumers, other industries, exports
and the national economy.

The President should retain final decision-making authority.

The President's discrettonary authority should not be
weakened by requirements for automatic relief or retaliation.

Workers displaced by imports or by trade-restrictive actions
should be given temporary assistance in retraining and
relocation,

The linkage of import relief to an industry adjustment plan
should be considered, as long as the President retains final
decision-making authority.

Negotiating authority for a new GATT round should be given,.
Negotiators must be allowed sufficient flexibility. Fast track
procedure for approval should be adopted. Individual
agreements should be approved by Congress as they are reached.

The U.S. must not abandon the principles of an open
multinational trading system for protectionist policies which
are ineffective and costly to consumers.

Consumers for World Trade (CWT) is a national, non-profit

membership organization estaclished in 1978. CWT supports .
expanded foreign trade to nelp promote healthy economic growtn;

provide choices in the marketplace for consumers; and counteract
inflationary price increases. CWT believes in the importance of

increasing productivity tnrohgn the efficient utilization of human

and capital resources. CWT conducts its educational programs to

xeep American consumers informed of their stake in international

trade policy and speaks out for the interest of consumers when

trade polify is being formulated.

L3222 03222482

Alpheus W. Jessup
Director
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STATEMENT OF LEWIS E. LEIBOWITZ, NATIONAL FOREIGN
TRADE COUNCIL, INC., WASHINGTON, DC

Mr. LEisowitz. Thank you, Mr. Chairman.

My name is Lewis Leibowitz. I am a member of the National For-
eign Trade Council Trade Committee, and chairman of the Coun-
cil’s Trade Remedies Working Group. I am appearing this morning
on behalf of the National Foreign Trade Council, an association of
over 500 U.S. firms engaged in international trade and investment.

Council members account for more than 70 percent of U.S. ex-
ports, and approximately 70 percent of U.S. direct investment
abroad. The Council welcomes this opportunity to comment on pro-
posals in Congress aimed at strengthening the U.S. trading posi-
tion.

It is no exaggeration to state that our standard of living and the
economic health of the nation are at risk, unless the U.S,, together
with its trading partners, can bring about a progressive reduction
in the U.S. trade deficit.

We can enumerate the causes of the current unprecedented
trade deficit, which has been done quite often before, such as dis-
parities in growth rates of major trading nations; the federal
budget deficit; the strength of the dollar; the inability of some U.S.
industries to meet competition; Third World debt; and various
forms of governmental interventions in trade.

Some of these problems require multilateral solutions, but there
are others which can be addressed by Congress. So, Congress has
an opportunity this year to make a constructive contribution to the
betterment of the U.S. trade position through legislation which will
open, rather than close, international markets.

The National Foreign Trade Council has prepared a set of legis-
lative recommendations, and a copy is attached to my testimony.

You have asked that testimony focus on the major legislative
proposals before the Congress now. We believe this can only be
done in light of the clear criteria which we have for desirable and
undesirable actions. And I would like to articulate a couple of each.

With respect to desirable actions, the NFTC supports a number
of proposals embodied in these bills.

First, reduction of the federal budget deficit. It is crucial to re-
storing the U.S. merchandise trade balance that our federal fiscal
deficit be reduced, because it sustains relatively high interest rates,
which in turn, keep the value of our currency and the prices of our
exports high.

Second, strengthening international trading rules. We strongly
support authority for U.S. negotiators in the Uruguay round of
multilaterial trade negotiations under the GATT. We also recom-
mend that our negotiators have maximum flexibility under this au-
thority, and not be constrained by overly-detailed negotiating objec-
tives.

Third, we need Federal policies that do not unnecessarily harm
our trade position. Accordingly, we support the creation of a coordi-
nating unit in the White House to advise the President on the
impact of domestic and international policies on the ability of U.S.
companies to compete internationally.
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Fourth, the competitiveness of U.S. industry must be enhanced
through a stronger national commitment to educational excellence,
more effective incentives for research and development, the- re-
quirement of a competitiveness impact statement for Federal pro-
grams, and improved worker retraining programs financed out of
general revenues.

In particular, we strongly support proposals to amend provisions
in the tax code on the allocation of research and development ex-
penses, so as to eliminate incentives to locate R&D facilities
abroad.

Intellectual property rights are another area where improvement
is necessary and feasible. Such rights should be strengthened by,
among other things, removing from Section 337 of the Tariff Act,
the requirement to prove injury to a domestic U.S. industry in
most cases, and removing the requirement for an efficiently and
economically operated industry in all intellectual property cases.

Next, unnecessary and counterproductive export controls must
be reduced. Consideration should also be given to stricter limita-
tions on the exercise of foreign policy export controls. Such controls
have rarely achieved their objectives and have caused U.S. suppli-
ers to lose major export markets.

I turn now to the more contentious issue of how the United
States should proceed against other nations which trade unfairly.
Mandatory retaliation as a feature of our traditional discretionary
trade laws exposes us to the risk of major trade conflicts. In par-
ticular, we strongly oppose Congressman Gephardt’'s proposal for
retaliation against countries maintaining large bilateral trade sur-
pluses with the United States.

Section 301 of the 1974 Trade Act must be maintained as a nego-
tiation, not a retaliation statute.

With respect to section 201, we favor legislation calling for a vig-
orous analysis of the likely risks and benefits of temporary import
relief on petitioning industries and other affected sectors.

The legislation you are considering contains a number of provi-
sions, some of which we have previously discussed, which we feel
would have counterproductive results. Those are included in my
testimony, and in the interest of time, I will skip them.

Finally, we oppose legislation which addresses specific sectors.
We believe that it is important that the Administration pursue
trade negotiations and make trade policy based on the overall in-
terest of U.S. producers and consumers, rather than based on meas-
ures to accommodate the most vocal industries.

Finally, we oppose the House Energy and Commerce Committee
proposals to restrict foreign acquisition of domestic firms, unless
clear national security grounds exist.

We are very grateful for the opportunity to share our views with
the committee, and would like to commend to you the National
Foreign Trade Council legislative proposals.

Thank you.

The CHAIRMAN. Pleased to have Mr. Oswald, who is the Director
of Economic Research for the AFL-CIO. Mr. Oswald.

[The prepared statement of Mr. Lewis E. Leibowitz follows:)
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4/7/87
NATIONAL POREIGN TRADE COUNCIL, INC.

TRADE LEGISLATION PROPOSAL

INTRODUCTION

The persisting deficit in trade of U.S. goods and services has greatly
increased the probability that the Congress will pass trade legislation in 1987.
The debate over trade law has broadened to include macroeconomic and social
policies which affect the ability of the United States to compete in inter-
national commerce. Because this debate in which the nation is now engaged raises
a great many fundamental issues about our economic structure, the National
Foreign Trade Council presents herewith its recommendations for legislation
which would address some of the causes of present imbalances while preserving
the open international economic system which permits market forces to provide
the benefits of competition and efficient allocation of resources. Included are
proposals for changes in current trade laws which would help to reduce our trade
deficit, as well as broader proposals, which could be embodied in a "sense of
Congress®™ resolution, focusing on some of the structural factors which contri-
bute to the country's trade and current account deficits,

These proposals have been developed for the consideration of the 100th
Congress by the NFTC International Trade Committee and its Working Group on
Trade Legislation.

I. INTERNATIONAL_TRADE COMPETLTIVENESS

Purpose - The competitiveness proposals set forth below are an integral
and essential part of the overall purpose of the NFTC's recommendations for a
1987 trade bill -- to strengthen trade-related laws where needed and to provide
a supportive environment to improve U.S. industry's ability to compete abroad
and in the U.S. on an equitable basis. Som~ of the recommendations address the
economic and human conseguences of following a free trade policy, such as worker
dislocation., Others address broader cancerns such as the structural deficien-
cies of the existing public policy apparatus which permit the development of
domestic policies with little or no consideration of their impact on industry's
ability to compete in world markets. Overall, the recommendations reflect the
inescapable truth that the economic health of the !.S. depends on the ability of
U.S. industry to meet international competition,

Sense of Congress Resclution - It is recommended that trade legislation
adopted by Congress include a preamble, or sense of Congress Resolution stating
the following: .

© The United States should pursue a combination of fiscai policy and mone-~
tary policy that will lower the cost of capital by (1) promoting a higher rate
of savings, (2) reducing the drain on savings caused by federal borrowing due to
a persistent budget deficit and (3) reforming further the tax system to encour-
age savings and long-term investments.

o The Administration should pursue multilateral negotiation among our
trading partners to create conditions for greater exchange rate stability at
sustainable levels within an open system of trade and capital movements. There
should be better coordination of domestic economic policies of the major
countries in order to promote greater discipline and symmetry in the adjustment
process,

o International trade promotion should be one of the highest priorities in
our national trade policy with the President supporting joint public and private
sector efforts to remove foreign barriers to U.S. exports and overseas invest-
ment.

o The Pederal government, along with industry, labor and academia, should
accelerate support and funding of basic education programs, especially in math,
science and foreign languages -- a necessity to improve the ability of the U.S.
workforce  to remain competitive. \

Legislative Recommendations -

A. Competitiveness ImQaE§_§5ggggqq£ - A competitiveness impact statement
should be prepared by the relevant fedcral department or agency for all major
legislative and executive branch proposals, to focud attention on the impact on
our trade competitiveness of disparate domestic and international policies. WNo

private right of action would be created by this proposal.

8. Promoting Exports & Foreign Direct Investment -

1. A coordinating unit should be established within the White House to
advise the Presldent on the impact of domestic and international policies,
including exchange rates, credit, debt and taxation on the ability of 0.S, com-
panies to export and pursue growth strategies that include foreign direct
investment. .

2. Adequate and competitive export financing should be provided
through Eximbank and other relevant institutions. This should include an
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aggressive mixed credit program to combat unfair foreign government export sub-
sidies with the ultimate goal of multilaterally eliminating mixed credit.

3, Export promotion programs administered by the Department of Com-
merce should be strengthened and expanded, especially those designed to provide
U.S. business with critical information about foreign markets. State Department
and Department of Commerce Foreign Commercial Service support for U.S. firms in
U.S. embassies abroad should also be strengthened.

4. U.S. aid programs should be rcviewed to determine how they further
U.S. foreign economic policy goals.

5. Export control statutes should be amended so that foreign policy
controls on exports should apply only when all practical diplomatic sanctions
have been exhausted, only if export controls are likely to achieve stated goals,
only if applied multilaterally, and only if the validity of pre-existing
contracts is recognized and the controls are not applied extraterritorially.

6. Necessary funding for the Multilateral Investment Guarantee Agency
and multilateral development banks should be provided, and OPIC and MIGA should
provide reinsurance facilities to the private political risk sector.

7. The Foreign Corrupt Practices Act should be clarified by replacing
the current reason-to-know standard with a prohibition on domestic concerns
directing or authorizing expressly, or by a course of conduct, bribery by means
of a third party. The title of the act should be changed to the "Business Prac-
tices Act" to remove the implication of wrongdoing embodied in the current title.

C. Research and Development -

1. Federal R&D expenditures to support multidisciplinary basic science
and technology centers should be given higher priority but should be subjected
to more rigorous review procedures.

2. Commercial applications of techndlogy should be increased by per-
mitting federal contractors to acquire ownership of software, engineering
drawings and other technical data developed under government contracts in
exchange for royalty-free use by the government.

3. Programs designed to disseminate new technology to the private sec-
tor should be developed by each government agency participating in federally
sponsored R&D activities.

D. Antitrust Reform - Because corporate merygers can contribute to the abil-
ity of U.S. industry to meet changing compctitive conditions, Section 7 of the
Clayton Act relating to mergers should be amended: (1) to clarify the substan-
tive standard for the requisite anticompetitive harm; (2) to clarify the
required level of certainty by imposing a requiremcnt that there be "significant
probability" that a merger will have anticompetitive effects before it can be
deemed illegal; and (3) by delineating specific factors that must be considered
in assessing the legality of a merger. Othcr changes should include detrebling
of antitrust damages, a claim reduction provision, and removing excessive
restrictions on interlocking directorates.

E. Retraining and Worker Dislocation -

1. The current federal unemployment insurance system should be
replaced with one using general funds that would permit converting benefits into
employment and retraining vouchers.

2. A federal grant program should be established for up to 50% of the
cost of upgrading, retraining and educating workers whosc jobs are at risk
because of skill obsolescence or adjustments that employers undertake to enhance
their competitiveness,

F. Foreign Income Tax Provisions Regarding R&D -

1. U.S. tax rules should be amended to provide reliatle long-term
incentives to research and development in the United States by making the three-
year R&D credit permanent and determined by a fixed instecad of moving three-year
period -- the fixed period being indexed annually for inflation.

2. Tax rules on apportioning the location of R&D expense should be
amended so that they will not serve as an incentive to locate R&D abroad.

G. Export Trading Companies - The Export Trading Company Act should be
amended to clarify the requirement that a bank-affiliated ETC must be prin-
cipally engaged in facilitating U.S. trade. It is recommended that an Export
Trading Company over a period of 3 years be required to generate more revenue
from exporting or facilitating U.S. cxports than from importing into the United
States,

Therefore, earnings [rom 3rd country trade or other activities not
representing U.S. exports or imports should not be included in the ratio of U.S.
exports to U.S. imports.

II. GATT ROUND NEGOTIATING AUTHORITY

Purpose ~ The purpose of the recommendations which follow is to provide
negotiators with broad and flexible negotiating authority to obtain expanded
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opportunities for U.S. firms abroad and to strengthen international understan-
dings on what {s fair and unfair in international trade. To this end, several
policy objectives are set forth to provide guidance to our GATT round nego-
tiators without depriving them of the flexibility they need to be successful.
The subject of multilateral, regional and bilateral agreements is also addressed
to indicate a clear preference for the broadest possible agreement.

Trade negotiating authority should be conferred in a manner which will
allow U.S. trade negotiators to complete their task within a time frame con-
sistent with Congressional needs for a GATT round which moves as quickly as
possible toward its conclusion.

Finally, frequent consultation with the private sector is recommended to
ensure that the desires and needs of the U.,S. business community are taken into
account fully and comprehensively.

Legislative Recommendations -

A. Objectives for the Next GATT Round - Authority for the new GATT Round
of Negotiations should contain the following objectives:

1. extension of GATT rules to cover services, investment and intellec-
tual property rights;

2. strengthening of existing GATT rules regarding dispute settlement,
safequards and trade in agricultural commodities;

3. strengthening of existing GATT codes on subsidies, antidumping
laws, and government procurement; and developing definitions and disciplines
regarding the negative effects of certain practices, including natural resource
subsidies, targeting upstream subsidies and downstream dumping;

4. expansion of competitive opportunities for U.S. exports in all
foreign markets, including developing countries and newly industrialized
countries;

S. greater coordination, consistency and cooperation between inter-
national trade and monetary systems and institutions;

6. clarification and strengthening of GATT Article XVII on State
Trading.

B. Regional and Bilateral Agqreements - The bill should specify that while
the foreqoing objectives are to be achieved by multilateral agreements,
authority to negotiate regional or bilateral agreements should also be con-
ferred. Such agreements should normally be open to other countries willing to

accept the same commitments, so as not to undermine the multilateral system.

C. Trade Negotiating Authority -

1. Non-Tariff Authority - Section 102 of the Trade Act of 1974 should
be amended to provide non-tariff negotiating authority for four years from
January 1, 1987 until January 1, 1991. This extension of authority should in-
clude multilateral, regional and bilateral agreements. The U.S. Trade Repre-
sentative should be required to submit annual reports to the Senate Finance and
House Ways & Means Committees advising them of the progress of the negotiations.
This negotiating authority would be extended automatically for an additional
one-year period beyond January 1, 1991, if{, no later than January 1, 1990, the
USTR submits reports to the Senate Finance and House Ways & Means Committees
indicating that sufficient progress has been made to justify continuation of the
negotiations.

Specific non-tariff barrier agrecments should be submitted to Congress
for no-amendment, "fast track" consideration under the procedures of § 151 of
the Trade Act of 1974. The availability of those procedures should be extended
along with the negotiating authority and for such time beyoand as may be required
for consideration of any agreement reached pursuant to that negotiating authority.

2. Tariff Agqreement Authority - The President's authority under § 101
of the Trade Act of 1974 to negotiate tariff reduction agreements and proclaim
the results should be restored. This authority should be extended until January
1, 1991. The same requirement of annual reports to Congress for non-tariff
negotiating authority should be applicable here as well. Extension of the
authority for an additional one-year pcriod should be also available on the same
basis as for non-tariff negotiating authority.

D. Private Sector Consultation - The USTR should be statutorily required
to consult with private sector advisory committees reqularly on the negotiations.

I1[. INTELLECTUAL PROPERTY

Purpose - The violation of intellectual property rights constitutes a threat
to U.S. competitiveness, to the owners of those rights and to the system of
international trade. Without reasonable assurance that the fruits of innovation
will be allowed to produce an economic return there will be fewer new products
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and services and less political tolerance of economic adjustment problems bet-
ween countries. Present law should be improved in the manner set forth below.

Legislative Recommendations - Section 337 of the Tariff Act of 1930 should
be amended as follows:

A. Injury Test - The requirement to prove injury should be eliminated for
intellectual property law violations,.

Explanation - In the area of intellectual property it is difficult and
time consuming to show that an owner lost employment or specific sales or suf-
fered from threat of injury due to an infringement.

B. Economic and Efficient Industry Test - The requirement that a U.S.
industry be “"economically and efficiently operated” should be deleted in cases
involving Federal intellectual property law on products from countries where
protection of intellectual property is not equivalent to that provided by the
United States.

Explanation - Deletion of this requirement will encourage movement by
U.S. trading partners toward satisfactory protection of intellectual property
rights,

C. Existence of an Industry - For foreign holders of U.S. patents, the
requirement of proof that an "industry™ exists should be deleted provided that
the country of nationality of the patent holder provides comparable protection
to U.S. patents,

Explanation - This provision vould conform to the practices of many of
our trading partners and provide additional incentive for adherence to inter-
national standards of intellectual property protection.

0. Expansion of Industry Pefinition - Section 337 should be amended to

expand the definition of industry to include a university or research cor-
poration which engages in licensing of intellectual property rights.

Explanation - This amendment would encourage potential intellectual
property pirates to seek license agrecments.
E. Time Limits for Temporary Exclusion Orders - The ITC should rule on
temporary exclusions within 90 days after initiation of the investigation (150
days for complicated cases). .

Explanation - This change would prevent a U.S. company from being
injured by a surge In imports pricr to a final decision and would reduce uncer-

tainty for all parties in the process which now has no time limits.

F. Cease and Desist Ordcrs - Section 337 should be clarified to permit

cease and desist orders to be used in addition to, or in lieu of, exclusion
orders.

Explanation - Exclusion orders, which bar goods of a particular
description from the market, can be a scvere penalty because they can inadver-
teatly block imports of fairly-traded goods. Cease and desist orders offer
another, more flexible tool for dealing with violations because they prohibit
only the unfair conduct and do not affect Fairly-traded goods.

G. Seizure and Forfeiture - The ITC should be authorized to order seizure
and forfeiture of goods imported in violation of Section 337.

Explanation - With the delays inherent in litigation, a U.S. industry
can be substantially injured by infringing goods imported prior to administra-
tive action. Moreover, violators should not be allowed to gain the economic
benefits from their action,

H. Process Patents - Unauthorized importation of products produced abroad
by a process that {s patented in the U.S. should be designated as unfair prac-
tices under Section 337.

Explanation - Other major industrialized countries protect against this
form of unfair competition,

I. Default Provisions - The ITC should be allowed to issue default
judgments.

L Explanation - Under current law, if a defendant refuses to appear, the
plaintiff has no access to discovery against the absent defendant but is
nonetheless required to prove his entire case.
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J. Implementation of § 337 Orders - The ITC rather than Customs should be
required to determine whether imported products, which are similar to but may
not infringe the patents considered in the original § 337 proceeding that
resulted in an exclusion order, in fact do infringe on intellectual property
rights adjudicated in the initial proceeding.

Explanation - The ITC presently does not decide whether products im-
ported after entry of an exclusion order are in fact subject to exclusion. This
leaves the Customs Service to decide potentially complex patent infringement
issues. The ITC, with much greater expertise in these matters, should decide
these question, thus ensuring due process for importers and complainants alike.

V.  EXPORT CONTROLS

Purpose - Present excessive and unilateral export licensing requirements
under the Export Administration Act produce anticompetitive effects (or many
businesses attempting to market products in foreign markets. Foreign purchasers
of U.S. high technology products obscrve that tim2 intervals to receive proper
export authorizatlion from the U.S. Governmernt are far greater than those of
other governments. These intervals can be reduced by decontrolling low tech-
nology items, providing a license frec zone for COCOM destinations, establishing
new de minimus limits for re-exports of parts and components, redefining foreign
availability determinations, and removing statutory restraints prohibiting bulk
licensing to the People‘'s Republic of China (PRC).

Legislative Recommendations -

A, Export of Low Technology Items - U.S. licensing requirements should be
climinated for exports to non-controlled countries of goods with performance
characteristics so low that the goods may be cxported to controlled countries

upon notification to COCOM.

Explanation - The cxtension of the G-COM procedure, established by the
Export Administration Amendments Act of 1985, to all frec world destinations
would reduce the licensing requirements and time dolays resulting for U.S. busi-
nesses.

B. ke-Export Controls - The U.S. liceasing requirement should be elimi-
nated for ce-export of goods to or (rom cuuntries participating with the U.S. in
COCOM and other countries maintaining comparable controls pursuant to Section SK
of the Export Administration Act of 1979. Also, re-export requirements should
be eliminated for U.S. parts and components falling under de minimus limits.

Explanation - The elimination of thesc .S, requirements will eanhance
U.S. abilities to export products to countries which participate with the U.S.
ar COCOM. The present cequircments, which are largely unenforceable, continue
to offend and irritate U.S. allies. The rstablishment of certain de mini-mus
values should thwart efforts to "de-Amcricanize® fore.gn products since foreign
manufactucrers may export products that incorporate U.S. origin parts and compo-
nents below the de minimus limits.

C. Foreign Availability - Congressional intent with regard to the defini-
tion of “available in fact to controlled countries®™ should be clarified to
include availability in Western countries in which there are no restrictions on
exports to the Soviet Bloc or in which those restrictions are ineffective.

Explanation - This clarification of Congressional intent will result in
significant increases in the decontrol of qgoods based on foreign availability.
Such decontrol of goods will eliminate the licensing requirement that presently
exists,

D. Distribution Licenses for Exports to the PRC - Statutory prohibitions
on the use of a distribution license for exports to the People's Republic of
China should be removed.

te
€

Explanation - Becausc China is still listerd 1n Section 620(f) of the
Foreign Assistance Act of 1961, issuance of a distribution license authorizing
multiple exports of goods to approved users is currently precluded. Eliminating
this statutory prohibition will allow a large volume of licensing applications
for exports to the PRC to be processed quickly and efficiently.

V. SECTION 301 OF THK TRADE ACT OF 1984
Purpose - Section 301 provides authority (or the President to seck the eli-
mination of unfair barriers to U.S. trade and investment through negotiation and
if necessary retallation by restricting access to the U.S. market.

It authorizes the President (1) to enforce U.S. rights under international
trade agreements and (2) to respond to forcign practices not covered by inter-
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national agreementas but which are unreasonable or discriminatory and restrict
U.S. exports.

Legislative Recommendations -
A. Transfer of Authority - The USTR should be authorized to make the
determination as to unfairness in 301 cases.

The USTR should recommend to the President, when an affirmative
*unfairness® decision is made, the appropriate U.S. response.

In cases where international bodirs have concluded that an unfair practice
exists, the President should be authorized to delegate to the USTR the authority
to decide and implement a retaliatory trade action.

Explanation ~ Current law is ambiguous as to whether the President or
the USTR decides whether an action is "unfair" under the 301 statute., Tt is
important in 301 cases that the President rctain final authority, failing nego-
tiations, to decide to retaliate after weighing different national interests,
particularly when there is not international consensus on the illegality of the
barrier involved.

B, Investlyations - The USTR should issue a determination regarding
"unfairness® and issue a recommendation for relief within six months of the ini-
tiation of the investigation unless the USTR notifies the Congress that special
circumstances require additional time of up to three months.

Explanration - Prescnt law allows for a nine-month period in most cases

but many of these investigations involve practices which are already well-
documented and therefore a shorter period is appropriate.

C. Required Action - The President or the USTR should be required to act
within 15 months from the date of initiation (or 12 months in the case of an
affirmative GATT panel ruling) against 301 abuses found by the USTR to be
unfair. They should be required either to necgotiate the satisfactory elimina-
tion of such practices or retaliate unless the President reports to Congress on
the reasons why agreement has not been reached and why it would not be in the
national interest to retaliate.

In the case of an unresolved dispute, no retaliation would be required or
authorized to continue if a GATT panel found that for a product or service
covered by the GATT there has been no unfair practice or that no trade agreement
benefits have been denied.

Explanation - Present law allows the President to postpone resolution
of a case indefinitely where negotations are unsuccessful. The proposed change
would not require retaliation but would require a timely explanation to Congress
on why the dispute had not becn resolved and if no retaliatory action was taken,
why this is in the national interest.

D. Additional Remedies - The President should be empowered to direct any

U.S. federal department or agency to review its policies and programs which
involved or have impact upon a country whosc practices have been determined to
be unfair and to make recommendations to the President as to what measures might

be taken.

Authority to institute trade actions to offsct or eliminate injury from
unfair trade practices should include denial of GSP benefits; authority to enter
into trade liberalizing bilateral or regional agreements; and appropriation of
funds to offset violations of export financing agrecments.

Explanation - Present law does not encourage the President to use the
multiple forms of leverage afforded by U.S. ecconomic and political power to
resolve trade cases., Since 301 issues oftea involve policy questions which go
beyond traditional notions of trade policy, a wider arsenal of U.S, measures

should be available to the President for usc at his discretion.

VI. SECTION_201

Purpose - Section 201 of the Tradé” Act of 1974 allows U.S. industries
which are scriously injured by increasing imports of a product to obtain tem-
porary import relief in the form of quotas and tariffs aqainst all imports of
that product from all countries, even though no unfair or illegal trade prac-
tices are involved. The purpose of Section 201 relief is to provide time for
the U.S. industry to adjust to increased international competition.

Despite disagreements over particular cases, Section 201 generally has
worked as intended. Since the standards werc last eased in 1974, the ITC has
found import-induced injury in 33 of the 56 cases, somc form of import relief
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has been atforded i{n 14 cases, and in several other investigations the domestic
industry has gained import relief through related measures. Amendments to Sec-
tion 201 should be considered with caution, because 201 provides for import
restrictions on fairly traded goods, and U.S, trading partners are entitled to
restrict their imports of U.S. products in response to American trade restraints
imposed under Section 201.

The following proposals are intended to improve Section 201 by (1) ensuring
that import relief granted in a 201 investigation effectively assists injured
industries in adjusting to international competition; (2) disciplining Presiden-
tial decisions to grant or deny import relief; and (3) expanding the President's

options in fashioning relief for injured industries. At the same time, these
proposals preserve essential Presidential decision-making and discretion and
maintain the traditional and important distinction between fair and unfair com-
petition, .

lLegislative Recommendations -

A. Increasing Focus on Industry Adjustments - Section 201 procedures
should be amended to increase consideration of the likely effectiveness of
inport relief in fostering an industry's adjustment to import competition and to
make import relief contingent upon continuing adjustment efforts. Specifically,
each petitioner should be required to submit a detailed adjustment plan with its
petition. The petition should include a provision for an orderly transfer of
capital out of industry. The ITC should conduct a hearing and issue a finding
regarding the probable effectiveness of industry adjustment efforts; the Presi-
dent should be required to evaluate the probable effectiveness of adjustment
plans in determining the relief he will grant; and industry should be required
to undertake specific adjustment efforts as a condition of receiving relief.

The President should be required to monitor the industry's achievement of

ad justment goals once relief has been granted, and be empowered to terminate or
modify relief if agreecd actions are not taken; the ITC should conduct annual
follow-up reports on the industry's adjustment efforts; and the ITC should eva-
luate the effectiveness of import relief and the adjustment plan after their
tecmination.

Explanation - The purpose of temporary import relief under Section 201
is to provide time for a U.S. industry to adjust to new international com-
petitive conditions. Yet, present 201 procedures do not always ensure that
import relief actually facilitates this adjustment, As a result, industries
receiving import relief frequently have not used the relief period to improve
their competitive position. These proposals would increase the focus on ad-
justment in 201 cases by requiring an industry requesting relief to develop spe-
cific plans for facilitating adjustment, requiring the ITC and the President to
analyze the likely effectiveness of industry adjustment efforts, making the
granting and continuation of relief contingent upon industry adjustment efforts,
and analyzing the success of 201 relief each year and once it has expired.

B. Disciplining Presidential De ns - The President should be permitted
to reject the ITC's recommended import relief or fashion alternative relief only
when the costs to other sectors of the U.S. economy of granting relief outweigh
the benefits of relief to the petitioning domestic industry. In addition, if
the President denies relief or grants less relief than was recommended by the
ITC, he should be reguired to present to Congress a detailed report enumerating
specific reasons and findings.

Explanation - Under present 201 law, thy Plesident may deny or modify
the ITC's recommended relief if it is not in the "national economic interest,”
and his brief report to Congress frequently provides little explanation of the
decision. This absence of a detailed explanation has led industries denied
relief to complain that the President has excessive discretion and may deny
relief for any reason.. The proposed amendment would discipline the President's
remedy decision by requiring him to make a specific and detailed determination
that the costs of relief to the economy outweigh the benefits, while preserving
his discretion to balance competing interests and determine the overall U.S.
economic interest.

C. Adjustment Assistance Program - An adjustment assistance program should

be available to all dislocated workers and should be funded from general revenues.

Explanation - Such a program is an integral part of a smooth trade ad-
justment process and as such deserves priority attention.

D, Automatic Adjustment Assistance - For workers dislocated by import com-
petition, the President should be required to grant adjustment assistance to
workers after an affirmative ITC injury detcrmination, whether or not he chooses
to grant import relief.

Explanation - Under present law, the President has the discretion to
grant or deny adjustment assistance to workers and firms as part of his relief
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package. The proposed amendment recognizes that the ITC's determination that
the industry is being injured by imports in itself indicates a need for adjust-
ment assistance for workers, regardless of whether the President determines that
import restrictions also are in the national economic interest,

In the alternative, the ITC should be authorized to recommend import
relief andfo: adjustment assistance to the President after an affirmative injury
determination.

Under existing Section 201 procedures, the ITC must choose between
import relief or adjustment assistance, even though both may be appropriate in a
specific case. The proposed amendment would expand the TITC's ability to fashion
a relief package which best addresses the needs of each particular industry.

E. Expanding Relief Options - The President should be authorized to imple-
ment additional rellef options, such as limited antitrust exemptions to allow
mergers in special cases, or multilateral negotiations.

—~Explanation - Under present Section 201, the President is authorized to
impose duties or import restrictions and grant adjustment assistance to indus-
tries which have been injured by increasing imports. The proposed amendment
would allow the President to take other actions either instead of or in addition
to these existing remedies., 1In some cases, limited antitrust exemptions may be
appropriate to permit the restructuring of an injured U.S. industry.

F. Duration of Relief -~ An industry should be prohibited from receiving
import relief during more than two separate periods, and the sole objective of
relief during the second period should be for the orderly transfer of resources
out of the industry. Import relief in a second case should not exceed the
relief granted in the first case.

Explanation - Present law allows an industry to receive relief for up
to five years, with a possible extension of three additional years. After a
two-year lapse, an industry may file once again for relief, with no limit on the
number of times relief may be granted. This allows Section 201 to become a
method for the permanent protection of an inefficient industry, rather than a
temporary adjustment mechanism. For example, 13 of the 56 Section 201 investi-
gations have involved industries which were the subject of prior investigations.
The proposed amendment (which would imposc a thirteen-year cap on import relief)
would place additional pressure on injured industries to use the relief period
for adjustment.

VII. ANTIDUMPING AND COUNTERVAILING DUTY LAWS

Purpose - The antidumping and countervailing duty laws provide for the
imposition of special duties to offset dumping (selling merchandise within the
United States at less than its "fair value") and subsidization of merchandise
from abroad sold or likely to be sold in the United States. The revisions pro-
posed herein serve the broad purposes of improving and refining existing
legislation, with a view to ensuring timeliness and certainty of standards in
administrative proceedings, reducing opportunities for evasion, and addressing
the complex question of non-market economy imports.

Legislative Recommendations -

A. Reviews - Present law, 19 U.S.C. § 1675(a}, should be amended to
trequire the International Trade Administration to complete requested administra-
tive reviews of outstanding antidumping and contervailing duty orders within a
twelve-month period.

Explanation - Present law directs that the International Trade Adminis-
tration ("ITA ") upon reguest, "shall review, at least once during each twelve-
month period beginning on the anniversary of the date of publication of a
countervailing or antidumping duty order, the amount of the net subsidy or anti-
dumping duty." The Court of International Trade, however, has held that the
twelve-month limit for publishing review results is directory only. This change
would ciarify that the present statutory time period is not directory, but man-
datory and would help to redress delays suffered both by petitioners and respon-

- dents, '

B. Review of Data for Revocation of Countervailing or Antidumping Duty
Orders - Present law, 19 U.S.C. § 1675(c), should be amended to provide expli-
citly that the ITA must review, in its decision whether or not to revoke an
outstanding order, the respondents' imports during the periods leading to and
concluding with the date of publication of "ITA's tentative determination to
revoke.
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Explanation - Lack of specificity about the time period or data to be
reviewed provides a loophole which can politicize the process. The mandatory
time limit for completing Section 751 reviews, proposal A, supra, together with
a finite period for review triggered by ITA's tentative revocation determina-
tion, provide a timely and straightforward revocation procedure upon which peti-
tioners and respondents may reasonably rely.

C. Determination of Foreign Market Value - When applying a constructed
value analysis under Section 773(e), ITA should be required to allocate to
general expenses and profit actual costs or that percentage of costs which is
usual and ordinary in the custom of the industry under investigation.

Explanation - The amendment would help to counteract the unpredicta-
bility inherent in the choice of a product of a similar class or kind as the
basis for constructed value. Present law, 19 U.S.C. § 16727b(e)(1)(B) (i, ii),
requires that in determining foreign market value ("FMV") under a constructed
value analysis, the ITA shall use an amount for general expenses and profit,
equal to the amount usually reflected in sales of the same class or kind of
merchandise made by producers in the cxporting country, except that a minimum of
10% of cost must be used for general expenses, and a minimum of 8% of costs and
expenses must be used for profit., This change would prevent the artificial
inflation of FMV in cases where a foreign industrial sector does not customarily
operate with an expense margin as high as 108 or a profit margin as high as 8%.
As the customary percentage wculd generally be applied, the proposal would
reserve the 8% and 10% rules for instances where no better information is
available.

In addition, the proposal would inciude in the computation of FMV under the
constructed value approach in Section 773(c¢), direct and indirect expenses
related to sales of the goods which are actually attributable to sales of the
products for export, in order to take into account any applicable differences in
the circumstances of sale in the exporter's domestic market and the export
market.

D. Non-Market Economy Dumping _and Subsidies - Section 773(c) of the Tariff
Act of 1930 should be amended to provide dumping criteria for non-market econo-
mies (NME) allowing for the possibility of market-based industries or sectors
within such economies. An exporting country's products would be subject to this
provision when the ITA finds that the industry mects the statutory criteria.
Any market-based sectors would be evaluated under normal antidumping procedures.

For NME sectors, ITA would de*ermine a weighted average price for the same
prcduct imported to the U.S. from market economies in arm's length transactions.
This would be the presumptive measure of FMV. However, the NME respondent would
have the opportunity to estabtish that it is the lowest cost producer of the
product. 1In cases where there are no other imports of the same product, ITA
would determine a weighted average of .S, domestic prices based on Department
of Commerce data, or in the absence of such data, based on best information
available.

For the same reasons cited above, tho proposal would specify that the coun-
tervailing duty provisions in Section 303 of the Tariff Act of 1930, 19 U.S.C. §
1303, do not apply to imports from non-market economies. Accordingly, the new
proviaions dealing with non-market economy imports would apply to cases that
would previously have arisen under the antidumping or countervailing duty provi-
sions.

By the same token, any market-based sectors would be valuated under normal
antidumping and countervailing duty procedures.

Explanation - The usc of the current canstructed value/surrogate coun-
try approach to apply dumping methodology to non-market economy imports has re-
sulteu in inequitable, often random and unpredictable results, since the realis-
tic calculation of dumping margins requires analysis of free-market prices, as
opposed to the artificially set prices which are typical of non-market economies.

E. Countervailable Subsidies - Section 771(S), 19 U.S.C. § 1677(S5), should
be clarified to ensure that the specificity test (i.e., whether a domestic sub-
sidy is provided to a specific group of enterprises or industries as opposed to
being more widely available) is applied to any domestic subsidy. The ITA should
examine each case to determine whether as a matter of fact the benefit in ques-
tion is specific to a group of enterprises or industries or to an enterprise or
industry. The amendment would codify ITA practice and confirm the commitment to
the specificity test derived from the GATT Subsidies Code, which represents the
only standard agreed upon between the 1).S. and its trading partners for distin-
guishing countervailable subsidies from noncountervailable subsidies. It would
be impracticable to administer any subsidies regulation if such a specificity
test is not applied in order to exclude subsidies of broad application (e.g.
road building, schools, certain tax treatment, etc.).
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Explanation - Under the present definition of "subsidy® in this section
the requirement that a domestic subsidy be provided to a specific group of
enterprises or industries, as opposed to being more widely available, is
expressed only in applicatinon to four types of domestic subsidies given as an
illustrative list. Since the ITA may determine that other types of domestic
subsidies exist, the question arises whether these other subsidies must also
meet the specificity test.

P. Upstream Subsidies -
1. Section 771-A, in its opening clause, should be amended to make
clear that the specificity test contained in Section 771(5)B also reaches
upstream subsidies,

Explanation - This amendment would codify current ITA practice, uphold
the GATT standard and help to identify out of the mass of domestic upstream sub-
sidies which should be remedied.

2. Section 771-A(a) also should be amended to require that the com-
petitive benefit bestowed by a subsidized input on the final exported merchan-
digse meets the specificity test.

clear that the specificity test on upstream subsidies must be applied in a two-
tier test where both the initial impact and the competitive benefit to the final
exported merchandise are sector or industry-specific.

Explanation ~ This amendment would codify current ITA practice and make

G, Persistent Dumping and Subsidy Practices - The ITC should be allowed to
make accelerated injury determinations using simplified and reduced information
requirements in petitions initiating investigations when,

1. the ITC has reached an affirmative preliminary or final determina-
tion of injury in an antidumping or subsidy case within the preceding year;
2. the prior finding covers the same product as the new investiga-

tion;

3. the initiating petition certifies that there are no changes of cir-
cumstances in the relevant industry that would negate the validity of the prior
investigation's findings;

4. in the case of a new investigation of imports from a country not
covered in the prior investigation, the cumulative effect of these additional
imports is more than de minimus.

Explanation - Persistent or "hit and run” dumping and subsidy practices
are potentially troublesome and should be discouraged because they may defeat
the ability of U.S. law to remedy dumping or subsidy practices.

k. Diversionary Dumping - In cases of diversionary dumping, i.e., when
imports already subject to an antidumping order in the U.S. enter the U.S.
market in the form of inputs into other products sold at less than fair value,
the ITA should be allowed to calculate fair market value (FMV) of the import
according to the actual price paid for the input. TIf this data is unavailable,
the "MV determined under the prior antidumping investigation for the input would
serve as the "best information available.”®

Explanation - This proposal would avoid circumvention of existing anti-
dumping orders without unfairly penalizing exports which are manufactured with
inputs acquired at fair market value by giving manufacturers a chance to show
such costs. Also, this change would conform to GATT obligations to link dumping
duties to actual injury caused by dumped products.

I. Material Injury or Threat of Material Injury - The ITC should consider,
to the extent possible, the size of a net subsidy or dunping margin as a factor
in causing or threatening material injury in order to assess correctly the
impact of imports, Consideration of this factor does not create a presumption
that injury is directly proportional to the size of a net subsidy or margin.

The question of an exporting country's domestic trade policies other than such
subsidies or margins, such as export targeting, is beyond the scope of this pro-
vision and would be examined exclusively in the context of Section 301 investi-
gations.

Explanavion -~ This refinement of the, statulory language is necessary
because existing law and legislative history (simply require analysis of
material injury “by reason of imports"™ without specifically requiring the ITC to
trace the effect of any subsidy or- dumping margin. The amendment would resolve
differences in ITC interpretation of the statute.
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STATEMENT OF RUDY OSWALD, DIRECTOR, ECONOMIC
RESEARCH DEPARTMENT, AFL-CIO, WASHINGTON. DC

Mr. OswALDp. Thank you, Mr. Chairman. I am happy to be able to
present to you some of the comments of the AFL-CIO on this trade
crisis that the country faces today.

As you know, the trade deficit has increased from $40 billion in
1980—quadrupled to $170 billion last year--and has changed from
an oil deficit to a manufacturing deficit. Manufacturing, which was
in surplus in 1980, was in deficit by some $145 billion in 1986. And
today, some 2 million less manufacturing workers are employed
than in 1979,

As one looks at the trade deficit, one becomes impressed that 75
percent of that trade deficit is accounted for by just six countries:
by Japan, Canada, West Germany, South Korea, Taiwan, and Italy.
It is those six countries that account for three-fourths of all the
trade deficit that the country is plagued with.

The AFL-CIO as urged the adoption of a comprehensive program
to address the Nation’s trade problems and reduce the trade deficit.
Such a comprehensive program must contain an effective mecha-
nism to truly reduce the trade deficit. In addition, the AFL-CIO be-
lieves that worker rights must be incorporated into U.S. trade law.
Changes in trade law that provide timely and predictable relief to
workers and industries injured by imports and that address new
foreign discriminatory commercial practices are features that long
should have been incorporated into the Trade Act. Legislation is

. also required to deal with the problems of specific industries devas-
tated by trade.

This morning, Mr. Chairman, I would like to focus on just two
bills that are before your committee, because I think that they are
often misunderstood and I think are important elements of any
trade legislation.

First, I would like to deal with S. 499 by Senator Riegle, which
would provide a mechanism by which the President could negoti-
ate; and if he cannot negotiate, that he has some weapon in his
pocket that would require some sort of action that the country
would take if agreement cannot be reached.

Most other negotiations always have a mechanism that can be
used if agreement can’t be reached, and we believe that S. 499 pro-
vides that sort of mechanism.

Under the current arrangements, unfair trade practices are in-
vestigated arid negotiated about, and finally retaliated against one
by one. As soon as one unfair practice is dealt with, another crops
up and takes its place. The result is seen in the growing trade defi-
cits with our major trading partners. The one-by-one approach is
not working in dealing with these major trading deficits.

One just needs to remember the Aluminum Bats dispute, where
it took six years to reach an agreement with Japan over their
unfair limitations on the importation of U.S.-made aluminum bats.
A comprehensive approach is necessary, and that is what we be-
lieve the Riegle-Gephardt provisions are all about.

I would like to just emphasize that it docs not require balanced
bilateral trade. Indeed, it allows a country to export 75 percent
more goods to the United States than it imports. It is only for coun-
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tries above that level that it would require an annual 10 percent
reduction in their trade surplus with the United States. It doesn’t
require the imposition of an import sureharge, because it provides
the President with a wide range of alternatives: he may withdraw
benefits denied from trade agreements; he may assess quantitative
law restrictions; he may negotiate orderly marketing agreements;
or he may take other administrative actions or propose legislation.

It does not tie the President’s hands in negotiations. As a matter
of fact, it enhances his ability to negotiate. And if circumstances
warrant, the President may waive application of the provision. In
fact, sanctions may never be utilized at all because of changes in
exchange rates, acceptance of more U.S. exports, or that the negoti-
ations themselves are acceptable and reduce the U.S. trade deficit
or that the unfair trade practices are eliminated. It is just an in-
surance policy.

Let me just take a minute to talk about the need for worker
rights provisions. Currently, those provisions are in certain parts of
U.S. law and have been part of U.S. law historically going back to
1890 when the McKinley Tariff Act prohibited imports manufac-
tured by convict labor.

The enactment of worker rights does not impose U.S. standards
around the world. It just makes worker rights the same as other
rights that are generally considered capital rights under the cur-
rent law.

As we are currently negotiating in GATT for the inclusion of an
intellectual property rights clause which would take the provisions
of the international property rights organization and apply them.
And where we already have in U.S. law the violation of copyright
as being an unfair trade practice, so too we think that worker
rights need to be included under the current law as an unfair prac-
tice, and needs also to be included into the negotiations—into the
GATT negotiations currently going on in the Uruguay round.

Mr. Chairman, because of time, I emphasized these two items, be-
cause I think they are important elements in the comprehensive
trade legislation that this committee, we believe, must bring for-
ward in order to deal with the major trade deficit.

The CHAIRMAN. Thank you very much, Mr. Oswald. Our next
witness, Mr. Frank Fenton, who is the cochairman of the Trade
Reform Action Coalition. Would you proceed, sir?

[The prepared statement of Mr. Rudolph Oswald follows:]
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Mr. Chairman, members of the Committee, I appreciate this opportunity to present
the views of the AFL-CIO on trade legislation currently being considered by the Congress.
America's trade crisis, now the focal point of legislative activity, is evidence that the
nation’s massive trade deficit presents a clear and present danger to the domestic economy.

The figures are stark. U.S. trade deficits the last few years have been the largest ever
recorded by any country and in 1986 reached $170 billion. This is more than four times
higher than the 1980 level. For manufactured goods alone, America has gone from a surplus
of $17 billion in 1980 to a deficit of $145 billion in 1986. In agriculture, the strong $23
billion surplus in 1980 was reduced to just $# billion last year. Overall, imports into the U.S,
increased 51 percent during this period while incredibly, U.S. exports dropped by 2 percent.
Perhaps even more startling, 75 percent of America's massive trade imbalance in 1986 was
accounted for by just six countries--Japan, Canada, Taiwan, West Germany, South Korea,
and Italy.

No sector of the economy has been left unscathed. Mines are closing, manufacturing
communities are devastated, and escalating numbers of farm famities have been driven off
their land. For the first time in our history, we have a generation of Americans who cannot
reasonably expect to do as well as their parents did. The sharp decline of the U.S.
international economic position, spurred by foreign government practices and the absence of
a strong and predictable U.S. trade policy, has contributed significantly to their fate.

These realities make the work of this Committee truly urgent. The AFL-CIO urges
the adoption of a comprehensive program to address this nation's trade problems and reduce
the trade deficit. Such a comprehensive program must contain an effective mechanism to
truly reduce the trade deficit. In addition, the AFL-CIO believes that worker rights must be
incorporated into U.S. trade law. Changes in trade law that provide timely and predictable
relief to workers and industries injured by imports and that address new foreign
discriminatory commerical practices are features that long should have been incorporated
into the Trade Act. Legislation is also required to deal with the problems of specitic

industries devastated by trade.

Trade Deficit Reduction

Central to any legislation that hopes to improve the U.S. trade position are measures
that address head-on the problems of excessive and unwarranted bilateral trade surpluses. I

want to commend Senator Riegle for identifying this area as a vital component of needed



55

trade legislation. Adoption of his bill, $.499, the Trade Deficit Reduction and Market
Access Act of 1987, together with its counterpart in the House, authored by Congressman
Gephardt is essential if trade reform legislation is to have any meaning.

Trade is an area made for buzz words: "free trade," "fair trade,” "negotiations,"
"retaliation,"” "mercantilism," and, of course, the latest addition, "competitiveness." But no
word in the trade lexicon obscures an issue more thoroughly than "protectionism." The term
"protectionism" is used for scapegoating--not for an analysis of the issues. 5.499 and the
amendment to be offered by Congressman Gephardt in the House have been labeled as
"protectionist." One result of this unfortunate and incorrect labeling is that the media,
Administration trade officials, and even some members of Congress feel little need to
understand this most essential trade deficit reduction provision.

The Administration itself acknowledges that Japan, Germany, and Taiwan need to
drastically increase their purchase of American products and reduce their trade surpluses.
Negotiations to this end are going on continually. It is, at best, naive to believe that the
nation's major trading partners will change their policies toward trade--policies that have
been successful--simply because the U.S. asks them to do so. All too frequently, access to
the U.S. market is viewed as a divine right, while restrictions on American exports are
merely appropriate expressions of their national interest. It is clear that negotiations,
without the prospect of some ultimat: penalty fail. The U:S. has been negotiating with
Japan for years and U.S. exports tc that market are not substantially higher than they were
six years ago. Germany to date has been unwilling to expand its economy or, for example,
open its market to American telecommunication products. Taiwan asserts it needs special
privileges because it's a developing country.

Currently unfair trade practices are investigated and negotiated about, and finally
retaliated against one by one. As soon as one unfair practice is dealt with, another crops up
and takes its place. The result is seen in growing trade deficits with major trading partners.
The one-by-one case approach is not working in dealing with these major deficit countries.
A comprehensive approach is necessary, and that is what the Riegle-Gephardt provisions are
all about.

S.499 and the Gephardt Amendment add a new part to Section 301 of the Trade Act to
deal in a comprehensive manner with countries that utilize unfair trade practices to
maintain excessive trade surpluses with the United States. It is a recognition that the
barrier-by-barrier, product-by-product approach to unfair trade practices has been

unsuccessful. It involves a five-step procedure:
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Step I: The International Trade Commission, in any year that the U.S. trade deficit
exceeded 1.5 percent of GNP ($63 billion in 1986) would be required to make a
determination as to whether any "major U.S. trading parnter" (countries with more than $7
billion in trade with U.S.) maintains an "excessive trade surplus” (ratio of U.S, imports to
U.S. exports of 175 percent and a surplus of over $3 billion).

Stepll:  Within 30 days of this finding, the U.S, Trade Representative must
determine whether any "excessive surplus” country maintains a pattern of un'u‘stifiable,

unreasonable, or discriminatory trade policies or practices that contribute to that surplus.

Step IlI:  If this is determined, the country in question would be required to reduce its
surplus 10 percent from the 1986 levei by 1988; and a 10 percent reduction from the 1988
level by 1989, and so on. If a country ended its unfair trade practices or fell below aay of
the numerical standards noted above, the process would stop.

SteplV:  Following the identification of a country, a negotiating period is provided in
the hope of reaching an agreement that would eliminate the unfair trade practices or
increase imports from the U.S., or limit exports to the U.S. that would achieve the surplus
reduction goals.

Step V:  If negotiations are unsuccessful, the President would be required to take
action to achieve the surplus reduction goal. If necessary, this step would take place in
1989.

As under existing law, he may withdraw benefits denied from trade agreements, assess
duties, impose quantitative restrictions, negotiate orderly marketing agreements, take
administrative action or propose legislation.

The President may waive applications of this provision if he determines that a country
has balance of payments problems or debt problems or if enforcement would cause
substantial harm to the U.S. economy. These waivers, however, may be overturned by
Congress on a "fast track" basis.

What separates S.499 from other legislative proposals is that it provides tangible and
identifiable results. By so doing, it strengthens the hand of U.S. negotiators and provides
the Congress and the American people with the ability to measure progess in reducing
excessive trade surplus. The amendment provides ample negotiation time to eliminate
unfair trade practices that are an essential condition for its implementation.

If major trading partners remove their unfair trade barriers and practices, there will
be no retaliation under $.499. If they do not, the Congress would require the President

beginning in 1989 to reduce their excess trade surpluses by 10 percent per year. Simply
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stated, S.499 is a Congressional mandate requiring Presidential action to meet legitimate
and realistic trade deficit reduction goals.

It does not require balanced bilateral trade. Indeed it allows a country to export 75
percent more goods to the U.S. than it imports. For countries above that level, an annual 10
percent reduction in their trade surplus with the U.S. is hardly draconian. Further, it does
not require the imposition of an import surcharge. The President is provided with a wide
range of actions to utilize if they prove necessary. It does not tie the President’s hands in
making trade policy decisions. If circumstances warrant, the President may waive
application of the provision. In fact, sanctions may not be utilized at all. If exchange rate
shifts, acceptance of more U.S. exports, and negotiations prove successful in appropriately
reducing the U.S. trade deficit or unfair trade practices are removed, no sanction would
come into play. Looked at in this light, Senator Riegle's bill is merely an insurance policy,
but one that we believe is absolutely essential.

The bill is the "stick in the closet” that U.S. trade policy so sorely lacks. It puts
backbone and most importantly, predictability in a trade policy that has been notable mostly
for bluster, negotiations, broken promises, press releases, and as a result, massive trade
deficits. Given the present and future economic consequences of the U.S. trade deficit, the
Congress should require specific and concrete goals for trade deficit reduction. S.499
accomplishes this in a prudent way. Though responsibly addressing the problem of both
unfair trade practices and excessive surpluses, problems on which there are general
agreement, trade deficit reduction provisions have garnered considerable criticism from
many quarters, the Administration in particular, as being protectionist and a latter-day
version of Smoot-Hawley. It is nei;her, and is the only reasonable and effective method of
insuring that the trading system will survive.

Worker Rights and Trade
- In addition to trade deficit reduction, the AFL-CIO believes that effective trade

refc. m legistation must include provisions that make the denial of internationally recognized

workers rights an actionable practice under U.S. trade law. S.498, introduced by Senator
Riegle, would accomplish this needed reform.

Linking worker rights to international trade is not a new idea. Its roots stretch back
into the nineteenth century in both Europe and the United States. The earliest congressional
attention to the issue came in 1890, when the McKinley Tariff prohibited imports
manufactured by convict labor.

In 1947, the drafters of the International Trade Organization recognized a common
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interest "in the achievement and maintenance of fair labor standards." The Havana
statement founding the GATT also recognized worker concerns.

Since 1983, the U.S. government has applied a labor standard to four trade or
investment laws: in 1983, to the Caribbean Basin Initiative; in 1984, to the Generalized
System of Preferences; in 1985, to the Anti-Apartheid sanctior;s against South Africa and to
the operations of the Overseas Private Investment Corporation.

Currently, U.S. trade remedy law and the General Agreement on Tariffs and Trade
spell out rules against capital subsidies and dumping in order to promote fair competition.
But there are no comparable safeguards against the violation of workers' rights. Anything
goes. Now competition at any cost--as far as workers are concerned--is condoned in world
trade.

Trade is not and should not be viewed as an end in itself. Fair competition in world
trade should renounce labor repression. It should be structured by rule and in practice to
improve living standards of workers as well as to benefit consumers and manufacturers.

The enactment of a worker rights provision would provide incentives for improving
labor standards in developing countries and for safeguarding at least a minimum level of
respect for worker rights. The U.S. cannot afford to tolerate a trading system that pits
American workers in brutal competition with the lowest international common denominator
of worker rights. In too many circumstances international trade can become an excuse for
depressing working standards and denying worker rights. With decent labor standards,
however, trade can help develop human resources and promote democratic economic
development.

Ignoring foreign sweatshops costs American jobs and limits economic growth. The
ability to sell in America, the world's greatest consumer market, is a powerful source of
influence that ought to be used to spread the benefits of trade within countries as well as
among them. It is just as true overseas as it is in America that extending to working people
the tools with which to raise their standards of living creates demand. In trade this means
more demand for American exports, which creates more American jobs.

The enactment of worker rights provisions as contained in 5.499 do not impose U.S.
labor standards on the rest of the trading world. Nor can they be construed as a minimum
wage for the world. Rather, they prod trading nations to respect fundamental,
internationally recognized worker rights adopted by representatives of workers, employers,

and governments after long and careful debate in the International Labor Organization.
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They are defined in 5.499, as they are in GSP and OPIC, as the right of association; the
right to organize and bargain collectively; the prohibition of use of any form of forced or
compulsory labor; a minimum age for the employment of children; and acceptable conditions
of work with respect to minimum wages, hours of work, and occupational safety and health.

As has been the case with services and investment, the adoption of these provisions
will strengthen the position of America's negotiators going into a new round multilateral
trade negotiations. What is the sense of merely sending nego!iato}s back to GATT with only
general instructions on worker rights, when such instructions have been in U.S. law since
1974 without results. This past negotiating effort has failed, in large part, because other
trading nations do not see credible evidence that the U.S. is serious enough on this issue to
include it in its own trade law,

Finally, current trade law specifically defines three unreasonable and unfair trade
practices--the denial of market access; the denial of the opportunity to establish a business
in a foreign country; and the failure to protect copyrights, patents, and other intellectual
property rights. The AFL-CIO believes that the denial of basic worker rights should be
added to that list. Not doing so would clearly state to the trading world that the U.S. cares
deeply about the counterfeiting of American-made videotape cassettes, but does not care,
for example, about children being sold into slavery or forced into factory work 15 hours a
day, seven days a week.

We believe that strengthening worker rights in relation to trade is, for America, far
more important than the already established defense of rights of property or multinational
capital.

For all these reasons, the AFL-CIO strongly supports S.498 and 5.499, and urges their

enactment.

83-001 0 - 88 - 3
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STATEMENT OF FRANK FENTON, COCHAIRMAN, TRADE REFORM
ACTION COALITION {TRAC] AND VICE PRESIDENT, INTERNA-
TIONAL TRADE AND ECONOMICS, AMERICAN IRON & STEEL IN-
STITUTE, WASHINGTON, DC

Mr. FENTON. Thank you, Mr. Chairman. This testimony is being
presented on behalf of the Trade Reform Action Coalition. TRAC,
Mr. Chairman, is probably the largest private sector coalition ever
formed to work for stronger U.S. trade laws. Founded almost 4
years ago, our member organizations employ over 5 million people
and represent over $300 billion in annual sales. Industries repre-
sented in this coalition include automotive parts, chemicals, fiber/
textiles/apparel, footwear, furniture, leather goods, metalworking,
nonferrous metals, and steel and steel distribution.

TRAC believes that we are now at the most critical juncture ever
in the history of our post-war international trade policy. At stake
are the key elements in American leadership: our economic
strength, and therefore our political and military strength; our
living standards, which have been in decline and must now begin
to rise again; and our technological strength, which is the key to
raising living standards, and on which our world leadership rests.

Successive administrations over at least the last quarter of a cen-
tury have followed a very strange mixture of trade policies. There
has been blind faith in free trade, which may have existed in the
Garden of Eden but has survived almost nowhere among today’s
political economies. There has been a naive belief in our ability to
convert other governments to the ways of market-based economies,
when the trend since World War II has been in precisely the oppo-
site direction. And there has been a delusion that America’s eco-
nomic strength is inexhaustible and that economic concessions can
be made for purely political reasons without draining that strength
away over tims.

The results of these trade policies are before us: we are now the
world’s largest debtor nation; we have a $170 billion trade deficit;
and there has been massive damage to our country’s manufactur-
ing base. Only last week, the Bureau of Labor Statistics reported
that during the more than 4 years of the current economic recov-
ery, only about half of the 1.8 million durable goods manufacturing
jobs that were lost during the recession have been regained.

Obviously, the Federal budget deficit and exchange rate swings
are important factors in our international economic problems. But
TRAC believes that the trade component of our overall economic
policy must now be addressed as one of the first orders of business.
We therefore applaud the introduction, by you, Mr. Chairman, and
by Senator Danforth, of S. 490, the Omnibus Trade Act of 1987,
Senator Heinz’ introduction of trade legislation, and the major con-
tributions to the debate made by Senators Moynihan, Mitchell, and
others. And of course we greatly appreciate the fact that S. 490 al-
ready includes a number of TRAC-supported provisions.

Given the history of failure of previous U.S. trade policies, TRAC
believes that this time we must have a national consensus on a na-
tional trade policy. We therefore very strongly support, as an es-
sential first step, development of agreement between the adminis-
tration and Congress on specific trade policy goals: an action plan,
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if you will, against which our trade negotiators’ performance can
be measured.

The proposal in S. 490 for a Statement on Trade Policy which
Congress is to approve for fast-track authority, seems to us a thor-
oughly appropriate and desirable procedure. It will provide a bipar-
tisan and truly national consensus on trade policy; it will provide
negotiating leverage for the administration; and it will provide
something that we have never had—predictability in our trade
policy that our trade partners can understand.

TRAC believes that the trade policy goals the Administration
should set should cover not only the promotion of U.S. exports, but
strong defenses against unfair and disruptive trade practices in the
U.S. market. It is in this context, and as one key element, that we
urge improvements in U.S. trade laws.

It is equally important that the Congress set some limits on
tariff-cutting authority for import-sensitive U.S..industries. This is
needed, in our view, to ensure that the positive effects of trade law
reform are not undercut by injurious tariff cuts.

On the specifics of trade law reform—the full details of which,
Mr. Chairman, we have provided in written testimony to the com-
mittee—we particularly stress that U.S. dumping law must now ad-
dress diversionary dumping; it must provide compensation to the
victims of unfair trade; it must recognize that no U.S. trade law is
being effectively applied to non-market economies, and that our
subsidy law is not being applied to them at all. We must also recog-
nize that the so-called escape clause, section 201, does not provide
adequate relief, and it does not effectively promote industry adjust-
ment.

The CHAIRMAN. Mr. Fenton, I must ask you to summarize.

Mr. FENTON. Yes sir. I think, Mr. Chairman, in view of the fact
that we have supplied you full written testimony, I would cease at
this point.

The CHAIRMAN. We will take it in its entirety.

[The prepared statement of Mr. Frank Fenton follows:]
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- STATEMENT OF FRANK FENTOR

ON BEHALF OF THE

TRADE REFORM ACTION COALITION

The Trade Reform Action Coalition (TRAC) appreciates this opportunity
to submit written testimony on trade and competitiveness legislation to the
Senate Finance Committee.

TRAC is probably the largest private sector coalition ever formed for
the purpose of promoting stronger U.S. trade laws. Ffounded some three and
one-half years ago, TRAC includes member organizations that employ over 5
million people and represent well over $300 billfon in annual sales
(membership 1ist attached). Industries represented include automotive parts,
chemicals, fibers/texti‘es/apparel, footwear, furniture, leather goods,
metalworking, non-ferrous metals, steel and steel distribution.

TRAC members believe that we are today at the most critical juncture
ever in the postwar history of U.S. trade policy, and that the U.S. now
requires the strongest possible trade bill 1f we are to reverse the long years
of continuing decline in America's world trade position. At stake immediately

. are U.S. 1iving standards and our economic strength as a nation. At stake
ultimately are our political/military strength and the capacity for
technological dynamism in our society.

Now that the United States ha: become the world's largest debtor
nation, we think the time is past for 'ousiness as usual." In other words, we
must drop our blind faith in free trade theory; we must drop our naive belief
in our ability to convert other governments to the practice of market
economics; we must stop making international trade concessions for perceived
political or military gains; and we must start to defend U.S. ecc omic
interests every bit as vigorously as do our major foreign competitors.

We in TRAC believe that America's deepening trade crisis can only be
resotved by looking at our trade competitiveness problem in its entirety.
This means not only promoting U.S. exports by strengthening our export
industries and opening up worltd markets, but also ensuring against unfair
trade and market disruption in the world's largest and most open market -- the
U.S. market. It {s in this context that we urge substantial improvements to
U.S. trade taws.

Our member organizations recognize that the record $170 billion U.S.
trade deficit in 1986 cannot be reduced by changes in the trade laws alone,
but 1t is essential to strengthen substantially U.S. trade statutes in any
Congressional effort this year to restore América's international
competitiveness. It 1s equally critical that the Congress set some 1imits on
tariff-cutting authority for import-sensitive U.S. industries. This is needed
to ensure that the positive effects of trade law reform are not undermined by
injurious tariff cuts.

0f particular concern to TRAC is the massive damage caused to the

domestic manufacturing base by the skyrocketing U.S. trade deficit. While the
federal budget deficit is clearly part of the problem, so too are the
increasingly important role played by foreign mercantilist trade policies; the
overvalued U.S. dollar against the currencies of non-Japanese and European
competitors; the general lack of coherence and predfctability in U.S. trade
policy; and the American tendency always to be "reasonable" {{.e., to yfeld
too quickly and too generously) in trade negotiations with foreign competitors.

Because the causes of our record trade deficits are complex, TRAC
members beljeve that no trade legisiation can provide a total solution to our
trade crisfs. At the same time, mere tinkering with past approaches will not
solve this crisis. We need redoubled defenses against unfair and disruptive
trade -- because U.S. manufacturers can no longer afford to 1gnore the problem
of fnadequate trade laws and trade law enforcement.
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In particular, we can no longer afford to ignore the fact that U.S.
dumping law fails to address diversionary dumping and provides no compensation
to the victims of unfair trade; that no U.S. trade law is being effectively
applied to non-market economies and that our subsidy law is not being applied
at all; that the U.S. "escape clause" (Section 201) neither provides adequate
relief nor promotes industry adjustment; that our Section 232 {s not
addressing national security trade threats in a timely enough fashion; and
that Section 301 s not being used effectively to deal with foreign industrial
targeting and state-owned enterprises.

The Trade Reform Action Coalition is committed to the goal of
correcting these and other trade law deficiencies as a necessary component of
advancing U.S. international competitiveness. While we would urge that the
Finance Committee go further in the direction of the strongest possible bill
than it has so far in the Omnibus Trade Act of 1987 {S. 490}, we commend
Senators Bentsen and Danforth -- first, for recognizing that U.S. trade laws
are in need of substantial reform, and second, for including in S. 490 a
number of provisions strongly supported by TRAC.

It is especially important to TRAC that the Finance Committee has
decided to include dumping and subsidy law (AD/CVD) reform -- and diversionary
dumping in particular -- in this year's trade bill. These statutes are our
main 1ine of defense against unfair trade in the U.S. market, and they are
potentially the most useful of all ©.S. trade Taws. Since many of the AD/CVD
reforms supported by TRAC are included in S. 439 (sponsored by Senator Heinz},
we are particularly grateful to Senator Heinz. We urge that the Committee
include all of these provisions in S. 490, as well as an effective private
right of action to enforce the dumping laws and S. 770 (application of CVD law
to non-market economies, sponsored by Senator Glenn),

. In addition to recommending that S. 490 include more in the way of
dumping and subsidy law reform, we must mention two concerns we have in the
way S. 490 treats Section 201 reform and trade negotiating authority. First,
in the area of 201 reform, we support the concept of requiring that adjustment
take place, but we strongly oppose giving the International Trade Commission
the right to pick "winners and losers" through the provision of relief
necessary for "the orderly transition of resources to other productive
purposes” -- and we think very few indust.ies would ever risk such a finding.
Second, in the area of trade negotiating authority, we prefer the approach
used in S, 490 to that contained in either S. 636 (Administration bil1) or
H.R, 3 {House bi11), but we think thecre should be further safeguards on
tariff-cutting authority for industries that are import--sensitive.

In the general area of trade policy, we strongly support all those in
the Committee who see the need for closer Admininistration consultations with
Congress on trade matters. This is vital if we are ever to develop a more
effective and more predictable U.S. trade policy. In that regard, S. 490's
requirement of an Administration "Statement on Trade Policy" acceptable to the
Congress (fn exchange for fast-track negotfating authority) seems to us to be
a thoroughly appropriate procedure.

what we must set about working toward immediately is a national
consensus on a national trade policy. Clearly, U.S. industries must bear the
primary responsibility to improve their own competitiveness -- to reduce
costs, increase productivity and improve product quality. However, government
also has a key role -- to pravide a consistent policy environment that allows
for self-help efforts to succeed and to ensure that vital U.S. industries are
not sacrificed on the aitar of an economic theory not practiced by others.

We refer here not only to the academicians' pure free trade theory,
but also to unreaiistic notions of "competitiveness." It is preposterous to
think that any U.S. industry will ever be able to compete against 15-cent an
hour labor, regardless of how lean and mean it gets and how technologically
advanced its equipment. It is time instead to look at competitiveness in a
broader context, one that recognizes that: (1) kev U.S. manufacturing
industries are worth saving; and (2) foreign mercantiiism and unfair trade
practices cannot be allowed to destroy our manufacturing base.

It is also time to 1cok more carefully at what the U.S.trade deficit
is composed of and stop pretending that this deficit can ever be eliminated by
the promises of foreign governments to open up their markets to U.S. exports.
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The only way for the Congress to deal seriously with our trade crisis is to
address both the export and import sides of the ledger simultaneously.

The Senate Finance Committee is to be commended for trying to develop
a bill that, in Chairman Bentsen's words, is "tough but fair." TRAC, for its
part, is committed to working closely with the Committee to achieve such trade
legislation this session. What follows is a summary version of TRAC's 1987
legislative priorities. We thank the Committee for considering these
recommendations as it moves to mark-up on S.490,

TRAC's Proposals for Omnibus Trade Legislationl/

To restore U.S. international competitiveness, eliminate our massive
trade deficits and revitalize the U.S. manufacturing base, we need to correct
the many flaws in Sections 201 (injury) and 301 (unfaii trade practices) of
the Trade Act of 1974; insert strict time lines in Section 232 (national
security) of the Trade Expansion Act of 1962; and limit tariff-cutting authority
with respect to import-sensitive products. Yet, if American industry is to be
competitive in the U.S, market, it must also have effective tools to deal with
the market distortions caused by dumped and subsidized imports. Without fair
trade in the U.S. market, we will not be able to solve our "big picture" trade
problem. Therefore, the omnibus trade bill that passes the Senate this year
must include key dumping and subsidy law changes.

I. Oumping and Subsidy Law Issues

1. DIVERSION. This problem occurs when duniped or subsidized products
are used as raw materials or components in so-called "downstream"
products. Two areas of primary concern relate to "diversionary
dumping" (addressed in H.R. 3, S. 439 and S. 490) and "upstream
subsidies" {addressed in S. 439). Examples of "diversionary dumping"
ozcur if Peruvian yarn, subject to a dumping finding, is incorporated
into sweaters (from Peru or elsewhere) that are sold in the United
States; or ‘f dumped French steel, subject to a quota Arrangement, is
incorporated into British machinery that is then exported to the
U.S. An example of "upstream subsidies" occurs when subsidized
8razilian steel is incorporated into a Brazilian farm implement that
is sold in the United States. Current practice, however, is not to
extend the upstream subsidy law across national boundaries, e.g.,
when subsidized French or Italian steel is used in a German machine
tool that is sold in the United States.

Solution: Legislation to:

- provide the right to redress the injury that occurs when imported
products contain dumped components (at present, only subsidized
companents are partially covered by U.S. trade law.);

- permit the International Trade Commission to monitor and, if
warranted, the Commerce Department to investigate imports of
products that contain components or raw materials subject to (a)
targe antidumping or subsidy duties or (b) a quota arrangement;

- enlarge the third-country application of current upstream subsidy
law from subsidies paid by a customs union to subsidies paid or
authorized by a customs union or its members; and

< address the unfair trade practice that occurs when foreign
producers charge one price for raw materials used in products
consumed domestically, and another (lower) price for raw materials
used in products that are exported.

A While not all TRAC-related groups agree necessarily with each detail of
every proposal, all support the basic thrust of TRAC's recommendations.
In addition, many TRAC-related groups support other generic trade law
reform proposals not specifically addressed by TRAC (e.g., strengthening
U.S. protection of intellectual property rights).
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2. INJURY DETERMINATIONS.2/ The International Trade Commissfon (ITC)
s required to foliow the statutory guidelines set down by
Congress in determining whether there has been material injury to
3 domestic industry. Recently, however, some Commissioners have
used extraneous factors in determining injury. These have no
basis n law and flout Congressional intent. Another key problem
is “cumulation.” The 1984 Trade and Tariff Act allowed for
cumulation, the combining of unfairly traded (dumped and
subsidized) imports from several countries to determine if, in
aggregate, they injure a domestic industry and thus require
. remedies to offset t37 unfair trade practices. However, as
recognized in H.R. 32/ and S. 439, the ITC has tended to
interpret this provision more restrictively than Congress
intended. The result has been denfal of relief to industries
injured by unfairly traded imports.

Solution: Legislation to:

- preclude the ITC from looking at extraneous factors such as
predatory pricing and margin analysis; require the ITC to take
into account the conditions of competition in the exporting
country (e.g., closed home market); and require the ITC to
explain its analysis of each factor it considers, when
determining whether material injury to a domestic industry has
occurred,

- require the ITC to assess the combined impact of unfairly
traded imports on a domestic industry. Such imports would be
combined whether dumped or subsidized; irrespective of their
geographic distribution in the U.S.; whether or not they are
from countries that have signed the GATT Subsidies Code; and
whether they are under investigation, are covered dy
quantitative restraint (QR) Arrangements or by recent (within
12 month) orders or suspension agreements that do not involve
QRs. 1In addition, cumulation would be mandatory in threat of
material injury determinations.

3. PRIVATE DAMAGES. As recognized in H.R. 3 as introduced and in
. N a domestic producer is injured by dumping, it

currently has no effective private damages remedy to compensate
it fully for the injury that has occurred. Current law only
provides relief for injury from future imports, which is not a
sufficfent deterrent to predatory dumping. Also, as recognized
in 5.361, current law provides no opportunity to recover for
customs violations, including fraud.

Solution: Legislation to create effective damages remedies that
wouTd permit domestic producers to receive compensation for the full
extent of injury caused by dumping and customs fraud.

4. SUBSIDIES CODE COMMITMENTS: In the past, when the U.S. has
accepted commitments by foreign governments to eliminate
subsidies (and the U.S. has granted the benefit of an "injury
test"), there have been instances where such commitments either
have not been honored or have been ineffective.

Solution: Legislation that would essertially codify existing
KdminTstration practice by réquiring both strong foreign

A third issue related to injury determinations -- involving products
where price {s the predominant market factor -- {s dealt with under
*miscellaneous amendments.”

One aspect of H.R. 3 that TRAC strongly opposes, however, is
the idea of exempting "negligible fmports" from the cumulation
process. This runs directly contrary to the 1ngic of
cumulation and would potentially gut the cumulation provision

passed in 1984,
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government subsidy commitments and full compliance. This would
ensure that all biltateral subsidies agreements itnclude at least
the elements of:

- phase out -- the commitment to eliminate all export
subsidies in a specified period of time;

- standstill -- the commitment not to increase or add new
export subsidies; and

- provisional application -- the understanding that the injury
test will be revoked following violation of the agreement.

DEFINITION OF SUBSIDY. Under current law, duties to offset
omestic subsidies provided by foreign governments can only be
applied against loans that are inconsistent with commercial
considerations and against the provision of goods or services
on preferentfal terms.

Solution: As recognized in H.R. 3 and S. 439, it should be
possible to apply offsetting duties against subsidized imports,
whether they have benefited from loans that are inconsistent
with commercial considerations or from loans made on
preferential terms; 1ikewise, countervailing duties should
apply not only against gcods or services provided on favorable
terms, but also against goods or services that are offered on
terms inconsistent with commercial considerations.

NON-MARKET ECONOMY (NME) IMPORTS. Present dumping law
procedure against non-market economies is too unpredictable;
present countervailing duty law has been interpreted as not
applying to imports from non-market economies; and Section 406
{NME market disruption) has been a totally ineffective statute.

Solution: Amendments to:

- provide, in NME dumping caseé, for an artificial pricing
benchmark (the weighted average of free market producer
prices including U.S. producers) and an alternative approach
(at petiticner's request) using factors of production;

- clarify explicitly in U.S. subsidy law that it applies to all
countries, i.e., that non-market economy countries can and do
subsidize their exports to the U.S.; and

- 1improve Section 406 (as a complement, not replacement, for
other NME import remedies) by (1) reducing the injury
causation standard {to "increasing" imports that are an
"{mportant” cause of injury); (2) reducing discretion; and
(3) transferring decision-making authority from the President
to USTR.

MISCELLANEOUS AMENDMENTS. A number of additional problems continue
to reduce the effectiveness of these laws,

Solution: Legislation to:

~ ensure that the Commerce Department does not use improper
adjustments when calculating dumping margins;

- clarify that the U.S. government is not exempt from paying
penalty duties when it imports dumped and subsidized products;

- create a better way for determining injury in cases involving
products where price {not product differentiation) is the
most important market factor; and

- permit recovery of attorney/consultant fees in successful
trade cases.
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Section 201 Escape Clause Issues

Section 201, the so-called “escape clause", has not been effective to
provide relief or to promote adjustment.

Solution: Amendments to:

- reduce the injury causation standard from "substantial cause"
to “"cause”;

- clarify that the term "cause" does not exclude relief in
situations where other factors contribute significantly to

injury;
- require that industry adjustment (not phase-out) take place,
but 1imit the ability of the President to disregard the

recommendations of the ITC for relief;

- strike the language in current law that urges that import
;e1ief1after three years be phased down "to the extent
easible";

- give the President authority to increase (as well as reduce)
the level of relief to recipient industries; and

- ensure that any additional Presidential retief options --
such as unfair trade filings, antitrust exemptions or
multilateral negotiations -- supplement, and not replace,
existing 201 remedies unless requested by the petitioner.

Section 232 (Natfonal Security Trade Case) Issues

Section 232 currently lacks any requirement that the President make a
decision within a specified period of time. This discourages Section
232 petitions and is potentially harmful to U.S. national security.

Solution: Legislation to impose a strict time deadline on

Presidential responses in Section 232 cases following an
affirmative decision by the Secretary of Commerce.

Section 301 Issues

Section 301 has historically failed to address promptly foreign

- government acts, policies and practices that are unreasonable,

discriminatory or burdensome to U.S. commerce.

Solution: Amendments to:

- clarify that Section 301 applies to state enterprises that
sell goods and services on terms inconsistent with commercial
considerations;

- establish a separate track for foreign industrial targeting;

- make the toleration by foreign governments ol systematic
anti-competitive activities by private firms (e.g.,cartels)
an actionable offense;

- permit disclosure of confidential business information under
administrative protective orders; and

- require USTR to send out questionnaires to foreign
governments and verify all int--matfon received.

Tariff-Cutting Authority

U.S. manufacturing industries are today much worse off than they were
before the last round of multilateral trade negotfations (the Tokyo
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Round), which concluded 1n 1979. Nevertheless, the U.S. {s now embarked
on a major new round of trade negotfations, where it is expected that the
price to be paid for opening up developing country markets to U.S.
exports, services and investments will be further U.S. tariff cuts on

manufactured goods.

Solution: Legislation that would allow the President to enter
Tnto a new trade round with authority to negotifate tariff
reductions, but language that would 1imit the scope of such
authority to those products currently eligible for duty-free
treatment under the Generalized System of Preferences (GSP).
This would ensure that tariff-cutting authority does no further
damage to import-sensitive U.S. manufacturing industries. In
addition, because there are probably many products currently
eligible for GSP that are also import-sensitive, there should be
strict 1imits set on tariff cuts for these products as well.

* * *

Trade Policy and Competitiveness Issues

The U.S. can no longer afford to treat trade and competitiveness
policy as disconnected from other vital policy concerns, because our
deepening trade crisfs is a threat to U.S. national security as well as to
our standard of living, Because this crisis has hit our manufacturing
sector the hardest, we need to state clearly that, if America s to be a
world-class economic power well into the 21st century, we cannot be simply
a service economy. While TRAC, at this time, is not making specific
legislative proposals in the area of trade and competitiveness policy, we
think it is critical that the Congress deal with the following:

- The eroding ¥.S. manufacturing base;

- The central role of the U.S. manufacturing trade deficit in our
overall trade deficit;

- The need to preserve vital U,S. industries, not debate "free
trade” versus "protectionism”;

- The fact that U.S. trade deficits are comprised of two parts --
sluggish U.S. exports and rapidly rising U.S. impor¥s;

- The exchange rate imbalance that continues with key U.S. trading
competitors outside of Western Europe and Japan;

- The size of the federal budget deficit and its relationship to
the U.S. trade deficit;

- The ability of the U.S. Customs service to enforce its rules and
regulations;

- The need to review in a comprehensive way U.S. laws, policies
and procedures in regard to foreign trade zones and subzones;

- The impact on our internatfonal comﬁetitiveness of U.S. tax
laws, anti-trust rules ang environmental regulations;

- The unnecessary controls that continue to limit U.S. export
opportunities;

- The fact that the world in 1987 {with pervasive state ownership,
control and financing of industry) is very different from what
it was 1n 1947 when the GATT was founded; and

- The probability that the Uruguay Round of new GATT negotfations
will not be a panacea for our growing trade crisis.
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The CHAIRMAN. Let me say that the order of arrival of the Sena-
tors for the purpose of questioning is: Moynihan, Packwood, Riegle,
Rockefeller, Danforth, and Bradley.

Mr. Oliver, I really think you made an amazing statement: “Our
trade deficit is therefore a reflection of our economic strength,
rather than an evidence of weakness.” I thought Don Regan had
gone home. [Laughter.]

The CHAIRMAN. That is the kind of statement that he used to
make about the high dollar as a sign of the strength of America,
and we should not do anything to change it.

The problem we have here is that most economists tell us that
the trade deficit cut our GNP by 40 percent. They tell us that by
the early 1990's we will owe foreigners over $1 trillion in debt.
That capital is not being invested just in productive capacity in
this country. Much of it is because of the consumer binge that we
have been unable to satisfy with domestic production. We are lucky
the Japanese are buying our short-term securities. But they expect
to be paid back. That burden is for us and for our kids. I think it is
important to recognize what the trade deficit is and to try to turn
it around.

I think it is important that we keep our people in manufacturing
jobs and be competitive and productive. It is a many-facted prob-
lem. Competitiveness is part of it. Not doing enough in this country
is part of it. Closed markets abroad are part of it.

What we want to do with this piece of legislation is to open up
world trade. The entire world prospered by the growth of trade
through the 1970's. We have seen it go flat in the 1980’s. If it
wasn’t for the deficit in this country, it would be down by 75 per-
cent.

You referred to the mandatory retaliation provisions under sec-
tion 301. I think countries that make agreements ought to live up
to them. And I think the assurance of retaliation when they violate
those agreements is an incentive for them to live up to them. They
must understand that we are serious about the agreements.

I see Senator Bradley here. You recall his comments at a recent
hearing. [Laughter.]

The CHAIRMAN. He said why wouldn’t you maximize efficiency if
a country knew there would be mandatory retaliation. You then
would not have lengthy delays in the political process. Now, Mr.
Oliver, would you comment on that. [Laughter.]

Mr. OLiver. Senator, let me make a few comments and I will
make any other comments you would like on what you have said
and what some of the points are.

My understanding is that American manufacturing is not, that
we are not in the process of deindustrializing, that our manufactur-
ing industry is strong, as my prepared testimony states.

The CHAIRMAN. I didn’t say the United States was deindustrializ-
ing, but go ahead. ’

Mr. OLiver. But, I would say in addition to that, that while I
think it is important that we in America remain competitive, it
isn’t necessarily true that we continue to manufacture everything
that we may have manufactured in the past. God didn’t make
America to manufacture everything that it manufactured in the
past. And if it turns out that other countries can make, for exam-
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ple, portable typewriters more cheaply than America can, then it
seems to me the consumers of America should have the chance to
buy a cheaper, and from looking at the typewriters in front of us,
smaller if they want, typewriters, rather than having to buy type-
writers manufactured in the State of New York, which is where I
was born and grew up.

I look at this from a consumer point of view, and it does seem to
me that consumers benefit from having cheaper products, whether
they have manufactured them here or not.

The CHAIRMAN. World trade, open trade, and not closed markets
to our products or to their products. That is what we ought to be
pushing toward.

Mr. OLivER. I am in favor of world trade, definitely, Senator.

The CHAIRMAN. Let me say, because my time is expiring, Mr.
Oliver, I think we have to take another look at workers rights, and
I am sure we will on this committee as we follow the course of this
legislation.

Senator Moynihan is here.

Senator MoyNIHAN. Thank you, Mr. Chairman. I would like to
join with you in your sentiments and not, in any way, be unfriend-
ly to the chairman, Mr. Oliver. But, haven’t we been going through
too many situations such as with these two typewriters. There is a
firm that operates about 30 miles from where I live—they produced
the first electrical typewriters—and they have managed to do it
very well.

But they are faced with unfair competition—the Japanese put a
$2 chip in their machines to circumvent antidumping duties.

There are going to be consequences, and our trading partners are
going to have to learn what they are. That is why Senator Chafee
and I have sponsored the section 301 provisions of S. 490.

Mr. Fenton, what in your judgment have we, as it were in this
committee, done wrong? I mean, of our past trade policies, what
has done the most damage to American industry as you would
judge it to the degree you can point to policies that have caused
damage?

Mr. FENTON. I would say, Senator, that the single factor of
modern international life that American trade policy has totally
failed to grasp, has been the progressive and persistent growth of
government management and government intervention in foreign
economies. It has happened on the largest scale with the most im-
portant basic industries: steel, mining, and other basic industries.

And the takeover essentially by foreign governments—not neces-
sarily the ownership—but the management of those industries, has
created trade problems which no Administration, seemingly, and
no provisions have been able effectively to address. -

Senator MOYNIHAN. Are you basically saying that the policies
that assume a market won’t work in situations where the economic
outcomes are negotiated and planned?

Mr. FENTON. Precisely. You cannot try to run a market economy
in the United States, when all the rest of your trading partners—at
least in the key industries that we are concerned with here—are
essentially government managed and are fenced off.

Senator MoyNIHAN. This is not a category that applies to asser-
tively non-market economies. Mr. Oswald observed that 75 percent
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of our trade deficit is accounted by Japan, Canada, Taiwan, West
Germany, South Korea, and Italy. All of these are very close to or
arenmarket economies, and yet your concern applies to them as
well.

Mr. FEnTON. I think my.assertion, Senator, is that they may look
like market economies, but in respect to the ownership and con-
duct of the business of some of these basic industries—steel being
the one I know best—they are not market economies.

Senator MoyNIHAN. They are not.

Mr. FENTON. It is possible, in terms of particular industrial sec-
tors, to operate as a non-market economy. I would say that has
been the case for all of those industries in Europe, which are run
by many of their governments, and by the Japanese. And we
cannot treat them as if they were market economy industries.

Senator MoyNi1HAN. To be viably a market economy and not con-
duct your day.

Mr. FENTON. Yes. It was assumed they were when the GATT was
written in 1948.

Senator MoYNIHAN. And most of them probably were in 1948,

Mr. FENTON. And they probably were. But there has been a proc-
ess of mutation in the last 40 years.

Senator MoyNIHAN. One further question, then, which this com-
mittee has to think about, and we do. The dollar has, we clearly
would put it, soared in the early 1980’s at a great disadvantage to
U.S. trade. Now it is coming down. Quite seriously, won’t that re-
solve a great many problems, or do you think not?

Mr. FENTON. I don’t think so, Senator.

Senator MoYNIHAN. Why?

Mr. FEnNTON. I think there is too little predictability. The forces
that affect exchange rates are so unpredictable, I cannot see how
{elying simply on the falling cheap dollar will solve our trade prob-
ems.

Senator MoyNiHAN. You would suggest the averages have come
down, and can go up again.

Mr. FENTON. Indeed. You, yourself, have pointed out that one of
our problems is foreign management of currencies, like the Korean
won and the Taiwanese currency. This is not, in fact, a market
economy with respect to exchange rates either.

genator MoynNIiHAN. One of the things we trade are currencies
today.

Mr. FENTON. Precisely.

Senator MOYNIHAN. And governments very much control curren-
cies in some of these countries.

Mr. FENTON. Indeed.

Senator MoYNIHAN. I am sure that is a new eleraent in the
whole trade world—the management of exchange rates—as a gov-
ernment practice with respect to trade.

I thank you, Mr. Fenton. Thank you all very much.

The CHAIRMAN. Senator Packwood.

Senator Packwoobp. Mr. Fenton, let me follow up in response to
Senator Moynihan’s question. You said the biggest change had
been the government management of industries overseas. Am 1
concluding from that that you are suggesting that the government
management is more efficient than our market management?



73

Mr. FENTON. No, quite the reverse. Let me take the case of the
Japanese steel industry. In the building up after World War II of
the Japanese steel industry, government management channeled
funds on a preferential basis to the Japanese steel producers, and
they ended by grossly overbuilding the Japanese steel industry,
which now has something in the order of 50 or 60 million tons of
surplus capacity. Those acts of management by the Japanese Gov-
ernment were not in the interest of the Japanese taxpayer. I would
not recommend that as a model for us at all.

Senator Packwoob. Then I'm not quite sure what your answer
was concluding your response to Senator Moynihan. Maybe I mis-
understood the question or the answer. This has been a major
factor—the government management. But in the one you have de-
cided, apparently it is not a serious problem for the United States.

Mr. FEnTON. The problem is the trade problem, Senator. Having
overbuilt their industry, and having an effective fencing off of their
own market, they channeled all of the surplus production, typically
at incremental prices, to the U.S. market, and dumped that steel to
the great detriment of domestic steel producers.

Senator PAckwoob. All right.

It is not just the management, it is the willingness to dump
money into it at a loss, and to subsidize it at a loss. In that case, we
could just as easily do that to industries in a market economy as
we could in a managed economy. If we wanted to dump steel over-
seas, we could have it produced by our market companies and then
subsidize the overseas dumping of it.

Mr. FENTON. If you could enter those markets.

Senator PAckwoob. Yes, I understand. It is not as much the gov-
ernment management of it as it is the willingness to commit funds,
even at a loss, if necessary.

Mr. FENTON. Precisely.

Senator Packwoop. All right. Now let me ask Mr. Oliver a
couple of questions, and I want to see if Mr. Oswald agrees with his
figures. '

Mr. Oliver, you say on page 4 of your statement, “Manufacturing
output is at an all time peak.” Is that correct?

Mr. OLIVER. I believe so, Senator.

Senator PAckwoob. Do you agree with that, Mr. Oswald? :

Mr. OswaLp. The output in certain industry sectors is at a peak,
while in many other manufacturing sectors they are substantially
lower from where they were 5 years ago, or 7 years ago.

Senator Packwoob. You are just speaking generically of the
entire manufacturing sector, I think.

N{{r. OswaLp. The general sector total output is at an all time
peak.

Senator Packwoob. All right. Second, manufacturing productivi-
ty grew at an annual rate of 3.8 percent between 1981 and 1986. Do
you agree with that, Mr. Oswald?

Mr. OswaLb. Yes sir. I believe that number is correct.

Senator PAckwoobn. As opposed to 1.5 percent between 1973 and
1981, and 2.6 percent on average between 1948 and 1986. Do those
sound correct to you?

Mr. OswaLp. The numbers sound correct. I would not use, neces-
sarily, those beginning and ending points.
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Senator PaAckwoob. All right, but they are roughly correct.

Mr. OswaLp. But they are roughly correct.

Senator Packwoobn. Now, let's talk about employment—Mr. Oli-
ver's statement doesn’t have the employment figures—but I am
trying to remember. Employment in manufacturing——

Mr. OswaALp. In my statement, I had indicated that it is down by
2 million.

Senator PAckwoob. From 1979.

Mr. OswALp. From 1979.

Senator PaAckwoob. Right, which was our high year.

Mr. OswaLp. Which was our high year.

Senator Packwoop. But by and large, manufacturing employ-
ment total is not far off of where it was 30 years ago, is it?

Mr. OswaLD. Total employment would be up from 30 years ago,
but is a much smaller percentage of total employment.

Senator Packwoon. Right. Now, that is because of the growth of
the service sector and the jobs in other areas. Manufacturing has
roughly help its own in employment, roughly, but tremendous
growth accured in the service sector.

Mr. OswaLDp. But there have been studies by the Commerce De-
partment that have indicated that our trade deficit last year ac-
counted for the loss of approximately 2% million jobs directly.
There is a rough rule of thumb that the Commerce Department
views as far as exports—and that is that every $1 billion of exports
calls for something like 22,000 to 25,000 jobs. On that basis, $170
billion trade deficit, or $145 billion in manufactured goods, because
I think it applies better on manufacturing, would account for a job
loss of—over 4 million jobs—in terms of the level of that trade defi-
cit.

Senator Packwoob. Now Japan has immense trade surpluses;
Germany has trade surpluses. In reference to the same period of
time we are talking about, has their manufacturing employment
gone up or down?

Mr. OswaLb. I think it has remained relatively stable or a very
slight decrease—nowhere near the size of the decrease in the
United States.

Senator PAckwoob. I thought we had just agreed that manufac-
turing employment was about the same over the 30 years.

Mr. OswALD. No.

Senator Packwoob. I realize it is down from 1979, but over a
longﬁr period of time, it is about where it was 25 years ago, as I
recall.

Mr. OswaLp. Well, 25 years ago is a long period of time and
output has increased substantially. That even goes back prior to
the 1975 recession. U.S. employment is below the 1973 levels in
manufacturing. The impact has been largely, with the increased
output that Mr. Oliver talked about, one would expect employment
to be up substantially. The reason it is not up substantially is es-
sentially because of trade. Part of the reason that it has not been
up more has been the productivity that you talked about, but it has
been the trade impact that has caused the decline from where it
would be otherwise.

Senator PAckwoob. Mr. Chairman, my time is up. I will just con-
clude with a statement. What I have discovered, finally, after get-



75

ting my research completed, is that neither Japan nor Germany
have done any better in manufacturing employment. It has de-
clined as a percentage of their total employment. Even though they
are running trade surpluses and exporting manufacturing goods,
their manufacturing sector is not growing. It may or may not be
attributed to trade surpluses or trade deficits or imports or exports.
But, whatever it is, what is happening in the United States has
been mirrored in Japan, in Germany, and other industrialized
countries.

The CHAIRMAN. Thank you, Senator Packwood.

Once again, the sequence of arrival is Moynihan, Packwood,
Riegle, Rockefeller, Danforth, Bradley, and Daschle. Senator
Riegle.

Senator RieGLE. Thank you, Mr. Chairman. First of all, Mr.
Oswald, I want to thank you particularly for your statement today,
which I think is very helpful to us. And I would ask to include in
the context of my comments a summary that you gave us on S. 499,
the deficit reduction provision that I am offering, which tracks
with the Gephardt provision in the House. I thought your descrip-
tion was particularly useful. I would also ask that a statement
along the same lines made by former Secretary of State Henry Kis-
singer, made in an op ed feature in the Washington Post in Octo-
ber of 1985 along these same lines, which I think particularly the
Senator from New York would find interesting.

[The information follows:]
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Such an approach would obhge Japan to put s con-
sensus system into the scrvice of an agreed objective
inttead of using it as a roadblock in individual negotia-
tions, While this proposal runs counter to the rules of
present-trading arrangements among nations, it would
be undertaken in an effort to preserve a multilateral
system broadly based on comparative advantage.

In negotiating target trade balances the United
States should take into account two factors: a) the cru-
cial importance of good political relations with Japan
and b) the degree to which Japan increases its contn-

* bution to international security and progress.

I do not agree with thase who are urging Japan to
make that contribution in the military field. 1t requires
an extraordinary imperviousness to history to believe
that Japan would rearm substantially to share burdens
defined in America and to achieve purposes originated
across Jhe Pacific. If even part of Japan's 2eal in the
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the profoundest anxiety would result in Chma, Korea
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multilateral institutions devoted to glabal economic
growth. In establishing the limit of an acceptable trade
imbalance, the United States should give heavy weight
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1t is to be hoped that the measures descnbed here woit
be onetime, interim steps cn the road toward an overhaul
of global economic atrangements. But they are necessary
before trade frictions sbde into poltcal confrontaticn A
nendship essential to world peace requires more suste-
nance than endless bickering over oranges and commury-
calons equipment. In the end it can only be enhanced by
ma.-or collaborative enterprise in great causes
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Senator RIEGLE. Where Kissinger at that time, in an exposition
on trade, calls for an approach that is precisely what I will be of-
fering in the way of this deficit reduction amendment. But he
argues that when you have these huge bilaterial deficits over a
period of time, that the thing to do is to set a deficit reduction goal,
allow that trading partner the latitude within that to make the ad-
justments that are the most suitable ones to make to bring those
overall deficits down; and I thought it was a very solid intellectual
rationale for the approach that we are here offering, and which I
think is really quite a moderate approach. We are not trying in a
severe way to correct this problem overnight. It still would allow a
country to export 75 percent more goods to the United States than
it imports from the United States, and the annual 10 percent re-
duction levels are hardly severe in terms of the level of trade sur-
plus that we now see the Japanese and others enjoying with the
United States.

Let me ask you, with respect to the worker rights area, do you
have some illustrations of some of the most distressing conditions
that we find around the world that are now being built into this
trade deficit, and there is something that we ought to both under-
stand and be in a position to try to put some constructive pressure
on the change? And if so, would you give me some of those exam-
ples.

Mr. OswaLb. Senator Riegle, on a daily basis, one sees in Chile
that trade union workers are denied the right to strike, the right to
form unions. In South Korea big publicity was given to recent
changes in labor legislation, but in spite of that legislation, unions
still only can represent workers at one work place, not at more
than one work place; and in terms of repression, at union meetings,
secret police presence is very common.

In Nicaragua, just last month, the seamen’s union leader was ar-
rested by the security forces, and he was only released after heavy
international pressure was exerted in their behalf, but he still
cannot return to his union.

And in South Africa, one continues to see the denial of African
workers their basic rights if they are black in terms of even partici-
pating in that society. There are numerous other examples that we
presented to the governn.2nt under the GSP legislation, where they
held extensive hearings on this issue. And I would be happy to
make them part of the record.

Senator RieGLE. Thank you. I would like as long a list as you can
provide of specifics that will help the committee understand that
problem.

[The information follows:]
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EXAMPLES OF RECENT WORKERS' RIGHTS VIOLATIONS

1. In Turkey, 264 trade union leaders were sentenced
in December to terms of 1 to 15 years in prison.

Twenty seven trade union affiliates were dissolved,
their property and assets forfeited to the state.

On March 25th, Turkish police prevented a demonstration
by 700 national and local union leaders who were
protesting restrictions on workers' rights.

2. That very day {March 25th) on another continent,
Chilean security services and police broke up a
demonstration for trade union rights and democracy

by the National Workers Command (CNT). Demonstrators
were tear-gassed and union leaders severely beaten.
—- -

3. 1In South Africa, hundreds of striking transpbrt
workers were dismissed from their jobs after they
struck in February, demanding that the "homeland"
government of Bophuthatswana recognize their union.
A number of union leaders were arrested.

4. In South Korea, recent changes in labor legislation
still prevent workers from determining the structure

of their own organizations and unions are unable

to represent workers in more than one workplace

in the same locality. Repression of trade unionists
continues as does a heavy secret police presence

at union meetings.

5. In Nicaragua, union leaders from the Seamen's
Union were arrested in February by Sandinista security
forces. Released after international pressure was
exerted in their behalf, they have nonetheless been
stripped of their trade union posts.
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Senator RieGLE. Mr. Fenton, let me move to you. On page 3 of
your testimony, you are very frank in saying that U.S. industr,
will never be able to compete against 15-cent-an-hour labor abroad,
however, regardless of how lean and mean it gets and how techno-
logically advanced, and I think you are exactly right on that.

I would like to ask you to have the TRAC organization take a
look at our workers rights provision in this trade bill. I don’t know
if you have had a chance to try to reach an executive judgment as
to where you might be on it, but it might very well be something
that you would want to support. And if so, that would be a very
helpful development.

Mr. FENTON. We would be very happy to do that, Senator.

Senator RieGLE. Thank you.

Now, let me just say, Mr. Oliver, I was astonished, as the chair-
man was, by your comments earlier. And we have had a lot of
economists—I think probably most economists in the country—
coming before this committee and other committees in the Senate,
very much concerned about these trade imbalances. And what they
universally say is that there are two enc -esults that we are likely
to see some short number of years up the road with these massive
trade imbalances in our debtor nation status.

One is either a rapid inflation that will drive up the value of our
currency in an inflated sense in an effort to try to dig out from this
debtor’s hole that we are now in, and going deeper in each day. We
are adding new international debt at the rate of $1 billion every
2% days.

Or, and perhaps even in conjunction with a rapid inflation, that
we would have a sharply lower standard of living. Now, I just have
to tell you, and you can get these yourself, but they come from
economists across the spectrum in the United States—they all are
very frank to say that there is a major adjustment coming. They
don’t know whether it is 2, 4, or 6 years down the road, but there
are going to be major negative shocks for this country if we can'’t
turn these trade dynamics around.

And if you don’t take the time to understand those arguments
and to understand the long-run implications, I think you do a great

" disservice to this country, and I think you set us up for conse-
quences that you won’t be around to deal with—you will be off in
some other job.

But the country, I think, will find itself in terrible difficulty, and
I think you have some responsibility to think longer term.

The CHAIRMAN. Thank you. I think we have to move on. We have
run over our time.

Mr. OLIVER. Senator, may I respond? May I make one comment?

The CHaIrMAN. If vou will keep it short, because we have run
over our time. Go ahead.

Mr. Ouiver. Thank you. I will be less than a minute. As you
know, Senator, I am sure there are economists who don’t agree
with your statement. And if you did not have Herb Stein here or
Milton Friedman, I suspect that you did not get ancother point of
view. Those economists, and I am sure others, and I would be
happy to supply names, would disagree with the points you are
making.

Thank you, Mr. Chairman.



81

The CHAIRMAN. All right. Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr. Chairman. I have just one
question for Mr. Oswald and Mr. Oliver. More or less every time
that we get into a discussion of this sort, somebody talks about pro-
tectionism. And what is always brought up is Smoot-Hawley. And
we have all been on numerous panels and groups where it is point-
ed out that neither Smoot nor Hawley was reelected [laughter] and
it is always a dire circumstance. The fact of the matter is, I have
never really heard anybody particularly debate Smoot-Hawley in
front of this Committee. I have only been on for a few months, so
that may not be surprising. But, I would like your view—Mr.
Oliver refers to it twice in his testimony. It is my understanding
that the 1920’s and 1930’s were a bit different than the late 1970’s
and 1980’s. My impression of what we are trying to do in this bill is
to lower barriers elsewhere, not to surround ourselves by an enor-
mous brick wall, but, still, Smoot-Hawley is always brought up. 1
would like your reaction in the present circumstance when you
hear the Smoot-Hawley argument used with respect to congression-
al legislation. And I would like to have Mr. Oliver, if he would, re-
spond to your argument. Mr. Oswald.

Mr. OswaLDp. Senator, first of all, Smoot-Hawley was not the
cause of the Great Depression. There were many other factors.
There was the excessive speculation, Wall Street blow up, the prob-
lems in the 1920’s in terms of income distribution with the great
majority of people having less income, and thus, not being able to
buy what they were able to produce; the collapse of banking, and a
number of other things.

But what people fail to see in today’s proposals, in terms of trade
proposals, is that they are not aimed at establishing a huge wall
prevent imports from coming in. They are all aimed at trying to
reduce walls elsewhere. | think when people talk of the Riegle-Gep-
hardt bill as being protectionist they are incorrect. They are not
aimed at putting a barrier around the United States. They are
aimed at getting rid of foreign unfair trade practices, and are out-
wardly aimed. And Senator Moynihan had indicated earlier that
we have fluctuating exchange rates today, which are substantially
different than the gold-based exchange rates of the 1920’s. So that
the elements today are substantially different than they were in
the 1920’s, and the proposals are not designed to build a unilaterial
tariff wall to provide an advantage for the United States, but to
remove unfair practices abroad and to reduce the substantial U.S.
deficit that exists and burdens the whole international trading
mechanism today.

Senator ROCKEFELLER. Mr. Oliver.

Mr. OuIvER. Senator, several years ago, Jude Runisky wrote a
book called ‘“The Way the World Works'' and it is about 250, 350
pages long. And in that book, he makes the arguments concerning
the relationship between Smoot-Hawley and the great depression,
and I am certainly wise enough not to attempt to summarize that
volume. I can say that I thought it was generally accepted, accept-
ed wisdom, if you will, that the Smoot-Hawley Act was causally re-
lated to the depression, if it was not the only cause.

In terms of today, it does seem to me that there is some general-
ly accepted wisdom that protectionism, massive protectionism at
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any rate, would lead to if not a depression of the nature of the
1930’s, at least certainly a downturning in our economy. Obviously,
one of the ways that the Japanese, for example, can invest in the
United States—United States government securities or corporate
securities—is because they have the funds that we send over there
to buy their goods. So that if we are not able to buy Japanese
goods, they will not have the funds to invest in this country. I
think that is a relationship that all of us understand.

I am certainly in favor and encourage opening trade leads, reduc-
ing trade barriers, so that we have world trade. And to the extent
that is once going on, I obviously applaude that. Nevertheless, I do
detect sentiment designed toward creating barriers, and barriers
hurt American consumers, because they——

Senator ROCKEFELLER. Is there any other public policy interest
which is as important, or, perhaps, more important, than simply
the lowest possible price for a product that the government should
take into consideration?

Mr. OLIveRr. There are surely similar national security interests,
but I really cannot speak to those interests, because that is not——

Senator RockkFELLER. Could you venture?

Mr. OLiver. That is not my concern.

Senator ROCKEFELLER. But as a government official, do any other
public interest concerns occur to you, in terms of setting policy
other than the lowest possible price on a product?

Mr. OLiver. Well, it is not really the lowest possible price. What
it is in economic terms is the best mix of prices and quality and
availability and capabilities, and a whole variety of things that con-
sumers want.

Senator RockKEFELLER. But you make great, great mention in
your testimony about the lowest possible price.

Mr. OLiver. Well, that is true certainly to some extent. ‘“‘Lowest
Price” is also used as a metaphor for consumer desires, which is a
price quality mix and, as I say, a variety of other things. Price
alone is too narrow sometimes—consumers, for example, will pay
more if they get a product that lasts longer. In that case, they
offset price with durability. But, in a sense, we use price as a meta-
phor of what it is that consumers, rather than, for example, what
labor, wants.

Senator RoCKEFELLER. I see. My time is up.

The CHAIRMAN. Without objection, we will introduce into the
record the statement of Senator Heinz at the beginning of these
hearings. Now I would like to yield to Senator Danforth, who has
shown great leadership on this issue, and has a long continuing in-
terest in it.

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

Gentlamen, I would like to ask anyone who cares to answer the
question, what we do about the Japan problem, as illustrated by
three components of that problem. It is said that a high Japanese
official said to representatives of the United States that we don’t
care how good your supercomputers are. We won’t buy them. Just
forget about it. We are not going to buy them. Consai Airport, $8
billion project, Americans build airports all over this country and
all over the world. It is said that the position of the airport author-
ity is Americans just are not going to participate in building this
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airport. American engineers, American co’ .truction companies—
don’t bother to bid on it, forget about it. You are not going to be
part of this.

Japan is about to make a decision on a new attack fighter. They
could buy the state of the art in the United States from either of
two producers—best in the world. Japan does not make anything
like it, does not have the capability, would have to buy the technol-
ogy to make their own. It would cost them 2% times as much to
produce their own as it would to buy them off the shelf in the
United States. Their position, we fear, is going to be—please don’t
gother us with trying to sell us your product. We are not going to

uy it.

Now these are not oranges or grapefruit or beef. These are state
of the art items, very big ticket items, and the position of Japan
is—no, we are just not going to buy it. Qur business, our job is to
sell, not to buy.

Now, what suggestions do you have for dealing with that prob-
lem. Mr. Fenton.

Mr. FENTON. Senator, I think all of us who have followed the
problem in Japan, some of us at least have come to only one con-
clusion. Accepting the fact their economic practices, their mercan-
tilism, their buying culture are different from the rest of the world.
I am perfectly prepared to accept all of that. And therefore, the
only way to deal with the trade imbalances, I think, is to manage
that trade with Japan. I think we have to sit down with them as a
special case. And using the reciprocity approach that you yourself
used when you introduced a bill sometime ago to that effect, we
simply have to work out an equitable trade balance. It will be
straightforward, managed trade, horse trading, if you will. But I
think it is the only way to deal with that persistent problem of
Japanese imbalance.

Senator DANFORTH. Anything other than the Gephardt, or in ad-
dition to the Gephardt bill, Mr. Oswald?

Mr. OswALD. Mr. Danforth, we have been meeting with Japanese
for many years, and we did not originally support a notion that
this was an across-the-board problem. And I think the reason that
we did come to the conclusion to support the Riegle-Gephardt ap-
proach was that your example is three—one could make that ex-
ample 53, and continue.

And it just seems that you can’t get at the problem at one by one
by one, and we are not trying to find fault with the current trade
negotiator, the previous trade negotiator, or the one before him, or
Mr. Strauss, Democrat or Republican. I just don’t think that we
have, currently, or will have under S. 490 the weapons to negotiate
the deal with the problems that you describe, unless something like
S. 499 is included as an overall mechanism.

Senator DANFORTH. Anbody else? Mr. Leibowitz.

Mr. LEiBowitz. Yes, Senator. I think that these three examples
indicate, if you analyze how they could be handled under current
law, that there are many tools available now in legislation, and
many more tools that are in some of the constructive legislation
that has been proposed in the House and Senate, and that the Na-
tional Foreign Trade Council supports.
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. The problem has been a reluctance to use that authority in the
past, and I think we are seeing in recent weeks that that will is
changing. I think that there are the tools that exist now to deal
with that problem.

Senator DANFORTH. I must disagree. I think if the Japanese don’t
want to do business with us, they will just not do business with us.
And by the time we remove one unfair trade practice, there will be
10 others that crop up to take its place. The end result is going to
be no sale. And that is their policy. Their basic policy—and I am
not talking about the Prime Minister, he might want to do busi-
ness—but it permeates the country. The basic policy is no sale. Qur
culture does not include buying things. And I think maybe we
should adopt some of their culture on a selective basis. Mr. Oliver.

Mr. OLiveEr. Senator, the attractiveness to me of the Gramm-
Kemp bill is that it tends to open up Japanese markets, or the
market in whatever country you are talking about, without at the
same time harming the American consumer. As I understand it, it
would, under the Gramm-Kemp bill, one would try to negotiate a
free trade area with say Korea, and if Korea were disposed to pro-
vide the same products that Japan would provide, then we would
have a free trade area with Korea which would benefit the Ameri-
can consumer. At the time, it would disadvantage the Japanese if
they did not open up their markets in a way that we found attrac-
tive.

So that it is a way of dealing with the Japanese in a way that
benefits the consuming public, instead of disadvantages it.

Sena?tor DaANFoORTH. It doesn’t do much for our workers, though,
does it?

The CHAIRMAN. With Senator Bradley.

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

Could each of you tell me what, in your view, is the most effec-
tive leverage that we have over the Japanese and the Germans to
get them to reduce the bilateral deficit.

Mr. FENTON. Senator, market access.

Senator BRADLEY. So you say a much tighter market access to
the United States.

Mr. FEnNTON. To the United States. That is the biggest bargaining
chip that our trade negotiators have, and to the best of my knowl-
edge has not been used as fully and as forcefully as it could be.

Senator BRADLEY. And how would you control that?

Mr. FENTON. I'm not sure I understand the question?

Senator BrRabpLEY. How would you control market access? Do you
say to country X, you can’t send widgets and digits unless you——

Mr. FENnTON. I don’t think it needs to be totally mechanical. I
think it can be governed by the rule of reasoning. Are they effi-
cient producers? Does the economy need these things? It would be
a flexible and pragmatic approach. But the name of the game
would be market access.

Senator BRADLEY. And the Government would determine that.

Mr. FENTON. And the Government would determine that. If the
proposal in S. 490 goes through, the statement of trade policy, that
might be written in advance to that policy.

Senator BRaDLEY. Other people on the panel? Mr. Oswald.
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Mr. OswaLp. Senator Bradley, the only way that we can get
market access is to somehow, if they don’t take our goods, if they
put up limitations, we can’t just ship them in, because there is no
way that you can force that entry. It is only when they do that re-
fusal, our only weapon is a sort of restriction on their access to the
U.S. market. And I think that is where it comes to establishing a
quid pro quo in terms of the arrangements.

Senator BRADLEY. So you are saying pretty much what Mr.
Fenton said, except you emphasize U.S. reciprocity.

Mr. OswaLp. One needs to have some sort of weapon, because if
they don’t take it, you cannot just say, hey, please take it.

Senator BRADLEY. Mr. Leibowitz.

Mr. LeiBowitz. I agree that market access is probably the most
effective lever, it is so effective that it is frightening to use it, par-
ticularly lightly or excessively. And that is what concerns us pri-
marily. I think the premise of your question was, in part, that
Japan and Germany present similar problems. I think they don’t. I
think they are very different countries and very different econo-
mies. I think you have to look at the causes of each country's sur-
plus and try to address those causes. And I would use market
access as a last resort. I don't think it is unthinkable to use it, but
I would use it as a last resort.

Senator BrabpLEY. All right. We have market access, market
access with reciprocity, market access with reciprocity but different
approaches to each different country. Mr. Jessup.

Mr. Jessup. Senator, I would partially agree. I have argued with
my Japanese friends for some 20 years over the same issue that we
have been arguing about with them recently. This has always been
a problem. They have been very reluctant for cultural and other
reasons—and fearful, in economic security terms, especially their
own—about doing things. They have made some progress, but by
far not enough. We are not going to solve it overnight, in any
event. But I think it will require very tough bargaining about
market access, about reciprocity, about domestic economic prob-
lems in both countries. I think some of our own fiscal monetary
policies have certainly contributed to that.

Senator BrapLey. All right. Market access, market access with
reciprocity, market access with reciprocity differing from country
to country—all of the above, plus U.S. economic policy, domestic.

Mr. Jessup. Correct.

Senator BRADLEY. Mr. Oliver.

Mr. OLiveR. Senator, I would start, if I may, by questioning the
premise.

Senator BRADLEY. Just answer the question. [Laughter.]

I only have 10 seconds. You don’t have any answer.

Mr. OLiver. Well, I question the premise, which I think is mis-
taken, and I think it is a mistake to provide an answer to solve a
problem that does not exist. .

Senator BRADLEY. All right. Well that is a point of view. Now, I
noticed none of you said price. None of you said exchange rates. All
of you talked about a kind of negotiation between the United
States and the other country. It seems to me that we have been in
an enviable position and would have increasingly been an enviable
position of having Mr. Toyota call a meeting, and the finance min-
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ister, and saying open up your markets here, because if you don’t,
my profit margin, which has disappeared in the United States, our
biggest market in the last 6 months, has disappeared, and is going
to cut into our employment.

And, instead what the administration did was to try to assure
these countries that they would try to put a floor under the value
of the dollar. Now, don’t you think it was a colossal mistake to
have even attempted that? Mr. Fenton.

Mr. FENTON. Yes. I would agree. Yes.

Mr. LeiBowitz. I have no comment.

Mr. JEssur. No comment.

The CHAIRMAN. I would settle for that count if I were you. Sena-
tor Daschle.

Senator DascHLE. Thank you, Mr. Chairman. I would like to ask
the panel a question relating to something I asked last week of Mr.
Yeutter with regard to procedure, as is outlined in S. 490, and Pres-
idential negotiating authority.

As you know, S. 490 requires congressionally approved trade
policy statements as a conditional precedent for fast-track proce-
dures. How do you view that, each panel member?

Mr. FENTON. Senator, I, in my testimony, spoke very strongly in
favor of that provision. I think it will give negotiating leverage to
the USTR; I think it will make the American aim in these trade
negotiations totally predictable for the people we negotiate with;
and I think it will enable the establishment of a national trade
policy in which the Congress is linked with the Administration.
And it is a unitary effort that would go forward. So, I would sup-
port that.

Senator DascHLE. Thank you. Mr. Oswald.

Mr. OswaLrp. I think that in general the limitations on the fast
track is that it does not allow separate votes on various items. And
I think that—MTr. Fenton, in his formal testimony, talked about the
problem of import sensitive industries. There are problems that
follow the—Congress lists a whole series of objectives in terms of
straight negotiations. One may be achieved and another one not.
And the Congress may.not be able to well balance what is brought
before them. And I think the clear problem with the fast track is it
really, I think, negates some of the congressional oversight on
trade that is assigned to it in the Constitution.

Senator DascHLE. What you are saying is that you are opposed to
the fast track in concept, and as a result don’t believe that any con-
gressionally mandated statement or approved statement is neces-
sary, simply because you oppose fast track to begin with.

Mr. OswaLp. Because I think it does not provide enough of the
constitutionally required congressional oversight that is specifically
assigned on trade.

Senator DascHLE. That applies, obviously, that if you had fast
track, just by your statement, that some kind of a statement as is
suggested in S. 490 would be appropriate?

Mr. OswALD. Yes.

Senator DascHLE. All right. Mr. Leibowitz.

Mr. LeiBowitz. We don’t support the first fast track, which is
what I think you are referring to, the fast-track approval of negoti-
ating objectives. We think that the hallmark of these negotiations
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needs to be flexibility, and even a congressionally approved list of
negotiating objectives would not allow the United é)tat,es negotia-
tors to dictate terms to our trading partners. I think it is a pre-
scription for a very risky set of negotiations, and that is why we
don’t support it.

Senator DascHLE. I may ask you to elaborate on that, if you have
time. I am not sure I agree, but—Mr. Jessup?

Mr. Jessup. We at the Consumers for World Trade, the general
feeling is that general guidelines would be useful, but very specific
guidelines could be detrimental to negotiations. But, as regard to
fast track, we think a procedure for approval of agreements and
congressional approval of individual agreements as they are
reached would enhance the prospect of success of our negotiations.
But, obviously, we also feel that throughout that process, there
must be very continual consultation with the Congress and with
the private sector in order to make sure that this is all acceptable.

Senator DASCHLE. Are you suggesting that it be structured in a
way other than what S. 490 would now provide?

Mr. Jessup. I think S. 490 is a little too specific. I would prefer a
more flexible approach.

Senator DascHLE. Mr. Oliver, I think I already know your
answer, but what do you believe, first, of fast track, and second, of
a congressionally approved statement?

Mr. OLivEr. Senator, my only comment really is that I think
what is important is to preserve Presidential discretion in the
matter, because the President represents in a sense, or has closer
to heart, the interest of a wider segment of people, and therefore,
providing discretion for him is useful.

Senator DascHLE. Discretion is obviously very good, but how im-
portant is discretion if it is perceived that the President has no
support? In other words, what real weapon does he bring into nego-
tiations if it is not assumed, or believed, that he has the ability,
once negotiating a package, to come back to Congress and expect
the majority of the support of the Congress? Mr. Leibowitz, would
you wish to answer that?

Mr. LeiBowitz. Wéll, obviously if the President does not carefully
cultivate congressional support and brings back an agreement that
can’t be approved, that is an exercise in futility.

Senator DascHLE. But isn’t that what we are talking about?

Mr. LemBowitz. Well, I think that S. 490 provides a procedure
that may be aimed at insuring support in advance, but, of course,
the situation can change dramatically during the course of negotia-
tions. I don’t think it is insurance of support at all.

Senator DascHLE. Well, he doesn’t wish Congress farewell forever
whﬁn? he leaves. There is no reason why he couldn’t come back,
right?

Mr. LeiBowitz. There is no reason under current provisions that
he couldn’t come back and shouldn't come back. I mean, it should
be a continuous process.

Senator DascHLE. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman. I apologize not being
here for all of the witnesses’ testimony. Let me ask each of you a

question.
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If you could design the trade bill exactly as you wanted, and
have it passed, enacted into law, would that solve the trade deficit
problems of the United States? Mr. Fenton, yes or no?

Mr. FENTON. I am not willing to choose between those two, Sena-
tor. I think that it would have some effect over the long term, par-
ticularly in regard to the trade law changes that the Trade Reform
Action Coalition is proposing. But I think we probably need more
in the way of hands-on management of trade policy, the kind of
thing that I would like to see in the statement of intent.

Senator CHAFEE. All right. Fine. Mr. Oswald.

Mr. OswaLp. Would substantially reduce, but not eliminate. I
think one of the tests that Congress should have in passing a bill—
what would it do to the trade deficit.

Senator CHAFEE. The point I am driving at here is that there are
other factors that influence the trade deficit which have nothing to
do with what we do in this room in connection with the trade bill. I
believe there are, but I am curious as to what you think. I think
there are a host of factors that affect the trade deficit that have
nothing to do with the trade bill.

Mr. OswaLp. Exchange rates.

Senator CHAFEE. Pardon?

Mr. OswaLp. Exchange rates are clearly a factor of foreign debt
that Senator Bradley has talked about, are important elements
that impact on the trade deficit of many—— '

Senator CHAFEE. Some of our own laws in the United States.

Mr. OswaLp. Some of our own laws and general monetary ana
fiscal policies, in the United States and other countries.

Senator CHAFEE. Mr. Leibowitz.

Mr. LemsBowrirz. Senator Chafee, 1 certainly agree that there are
many other causes that Congress really can’t effectively deal with
for the trade deficit. I think the trade reform legislation can play
an important part in bringing it to a point where I would define
the problem as either solved or on the way to being solved.

Senator CHAFEE. Mr. Jessup.

Mr. Jessup. I would agree. There are many, many issues beyond
the trade legislation that are essential. I would only hope that as
you approach trade legislation that you do a balanced basis that
does not exacerbhate, rather than correct important issues.

Senator CHAFEE. Mr. Oliver.

Mr. OLiver. Because it doesn’t seem to me that we have estab-
lished that the trade deficit is a problem, I think that a bill——

Senator CHAFEE. Well, I understood that took place. You are a
lone voice, Mr. Oliver. [Laughter.]

Mr. OLiver. I appreciate being invited, because I think lone
voices are important. [Laughter.]

But, it might have been we have nothing on the pages that got
passed would probably be the best to deal with the deficit, which is
not to say that I think we shouldn’t make attempts to open up
marxets for American goods. And that is why I think that the
Gramm-Kemp bill is a useful bill, because it encourages, it per-
suades other countries to open up their market, and if they don't,
they suffer the consequences.

Senator CHAFEE. I think we all agree that one of the primary ob-
jectives should be opening foreign markets. I don’t think you will
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find any argument with that goal on this committee. As you know,
we have had testimony here that while there is a trade deficit of
$170 billion, perhaps $20 billion of it is because of unfair trade
practices by our trading partners. Say it is $30 billion. Actually $20
billion is the high side in the testimony we have received. But
make it $30 billion. That still leaves a $140 billion trade deficit.

Now, it is my belief that there are a whole variety of factors that
go into creating this trade deficit that have nothing to do with
trade policy. They are not all beyond our reach. In other words, it
is not something intangible and uncorrectible like the third world
debt, or the value of the dollar versus the Yen and so forth; that
we can’t correct. ,

I want to ask a quick question of Mr. Oswald. You have been
very strong in favor of the workers’' rights legislation and wish to
make that part of this bill. What do you do about the situation
with the Soviet Union and China? I suppose, there is no question
that a workers rights provision would prohibit us from buying from
both of those countries, would it not?

Mr. OswALD. Senator, it doesn’t necessarily prohibit any trade. It
would treat the trade there as the same as other unfair practices
are treated under Section 301. Currently, we do prohibit trade from
those countries if they are produced by slave labor, and there have
been allegations that certain products have been produced in some
of the goulags in the Soviet Union, and I think it is appropriate
that those be kept out of the United States. That is part of the
Trade Act since 1890, as a matter of fact, that we don’t use those.

Senator CHAFEE. Right, but going beyond the slave labor, I think
no one would say that in the Soviet Union or in China there is
“the minimum level of respect for workers rights.”

Mr. OswaLbp. That is correct.

Senator CHAFEE. So therefcre, goods from those countries would
be kept out, or violation of workers rights would be the basis for a
301 action to keep them out.

Mr. OswALD. It could become the basis for a 301 action.

Senator CHAFEE. And then, presumably, we would lose those
countries as markets for our goods?

Mr. OswaLp. I believe that the goods that they buy from us they
buy because of their master plan that needs those goods for their
own internal processes. -

Senator CHAFEE. And when they buy our wheat, they are not
able to get it someplace else?

Mr. OswaALp. That is the reason that they buy it. Not out of the
goodness of their heart.

Senator CHAFEE. Well, all right. Fine. Thank yoa, Mr. Chairman.

Senator MoyNIHAN. Mr. Oswald, if T could just interject here and
make a point in response to Senator Chafee’'s questions. Of the
three organizations at the League of Nations—the League, the
Royal Court, and the International Labor Organization—the one
that we were perhaps least likely ever to have joined was the ILO,
and that is the one we did join. The charter was drawn up by Samuel
Gompers, who was chairman of the Commission that drew up the
charter in Paris in 1919. The AFL was there. The AFL was there
in 1934 when President Roosevelt moved to join. And all over the
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world now there is a network of treaty obligations and conventions,
with respect to rights to organize and such.

I wonder if the AFL participants, so much a part of this tradi-
tion, could provide this committee with a list of the member nations
of the ILO which have signed the basic treaty of labor conventions
on the right to organize. We are not talking about the 8-hour day
or whatever, but those basic elemental organization rights. And in
your judgment, to what degree they are in compliance. Could you
do that?

Mr. OswaLp. We would be very happy to.

Senator MoyNIHAN. We would very much appreciate it, because
these are something we take seriously and ought to do. Senator
Baucus.

Senator Baucus. Thank you, Mr. Chairman. Gentlemen, I think
you all agree that one of the greatest problems we have in trade
today is with Japan. The trade deficit is very, very severe. I think
you will also agree that we have our view of what is causing the
trade deficit—we Americans—and Japan has its view of what is
causing the trade deficit. I think you will further agree that prob-
ably the truth is somewhere in between—that is, we Americans are
not totally correct in the ‘“American view” of the case of the Japa-
nese trade deficit, and neither is Japan totally correct in Japan’s
view of the causes of the trade deficit.

And, probably, if we are going to resolve the deficit, assuming we
want to, I believe we do, we should understand the deficit from a
Japanese point of view, and hopefully they can better understand
it from our point of view. So I would like to ask some of you how
you regard the deficit and what the causes are. I am beginning
first with Mr. Oswald. What do you think the best Japanese argu-
ment is for the trade deficit? The Japanese point of view. What do
t)}rou tl})ink the best Japanese argument is for the trade deficit with

apan’?

Mr. OswaLp. The Japanese, I think, just say that Americans
want Japanese goods. The problem is that what they refuse to see
is what Senator Danforth previously pointed out— —

Senator Baucus. I'm not talking about the problems. I want you
to put yourself in the shoes of the Japanese and articulate the
causes of the trade deficit from the Japanese point of view. I am
going to do the same with some of the so-called free traders here
from the other side. But, I am just trying to force ourselves as
Americans to see it from their point of view. That is not to say it is
correct, but at least see it from their point of view.

Mr. OswaLp. Their point of view is only that Americans want
Japanese goods, and Japanese buy other goods only to the extent
that they need those other goods; and they don’t need United
States goods, except for raw materials and they don’t need our
computers and our other things, because they will develop those
same products.

Senator Baucus. Are they concerned about the quality of Ameri-
can products?

Mr. OswaLp. I don’t think they basically are concerned about
quality of American products. I think it is not a question of when
they don’t accept American cut logs, it is not the quality of our
ability to cut to specifications. It is the notion that those logs can
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be cut in Japan and they don’t need cut logs. They don’t need ply-
wood, because they are able to do it themselves.

Senator Baucus. Do you think that they think American man-
agement labor relationships are not as productive or cooperative as
they could be?

Mr. OswaLp. I don’t think that has anything to do with why they
accept or don’t accept American goods.

Senator Baucus. We are addressing productivity and competi-
tiveness and being price-competitive with our goods in Japan. And
we are trying to address the quality and the price of the American
products in Japan. I am just asking from your—how do you think
the Japanese see the cause of the trade deficit?

Mr. OswaLp. They see that the Americans want Japanese goods
and that many Japanese don’t feel that they need U.S. goods, that
they will develop their own sources, and that they will produce
their own goods for their own citizens, except to the extent that
they need raw materials. And they need to trade for raw materials
and they are “my own country”’ dependent on many others for raw
materials.

Senator Baucus. Mr. Leibowitz, what do you think the best argu-
ment is for those who think that the country of Japan is unfair?
What is the best unfairness argument that you can come up with?

Mr. LEmBowiTz. You mean from the point of view of Japan or
from the point of view of the United States?

Senator Baucus. From the point of view of America, that Japan
is unfair.

Mr. Leisowitz. Of the United States. All right. This is an inter-
esting challenge.

Senator Baucus. That is why I asked it.

Mr. LeiBowitz. I think that the best American argument is that
Japan’s markets are entirely too closed. It is a vestige, I think, of
their post-war history, and the time has run out for gradual and
glacial change in that aspect, and the trade deficit needs to be re-
duced more quickly than the Japanese are willing to reduce it.
That is the primary thing. We must admit that Japanese goods
have earned their way into this market.

Senator Baucus. Whoa. You are slipping to the other side.

Mr. LEmBowiTtz. I am slipping to the other side.

Senator Baucus. That is right.

Mr. LEiBowitz. But I think the best American argument——

Senator Baucus. That is the point to this exercise, we are not
going to slip.

Mr. LEiBowitz. That is right.

Senator Baucus. We are not going to slip.

Mr. LeiBowitz. The best American argument is that Japanese
markets are too closed.

Senator Baucus. Now what do you think the validity of that
American view is, that is Japan is closed and does not provide
access. Is there any validity to that or not?

Mr. LeiBowitz. Certainly.

Senator Baucus. All right. Mr. Oswald, what validity do you
think there is to the Japanese view that American products could
be a little more price competitive and more attention should be
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paid to quality and management and employee relationships. Is
there any validity to that at all?

Mr. OswaLp. Not as the basis for the trade deficit. It may be a
question in terms of whether, I -think there is some validity in
terms for certain products, either quality or labor/management re-
lations, because I don’t think it explains any part of the trade defi-
cit.

Senator Baucus. I frankly think that both American and Japa-
nese views have validity. It is partly the point that Senator Chafee
was making. I don’t think that Japan’s side is pure by any stretch
of the imagination. I think Japan is much to closed for the modern
1980’s and the 1990’s. I also think that we Americans can do a lot
more to reduce the trade deficit. It has nothing to do with the
denial access to American products in other markets. It is both,

- and I suggest that it is as important as the trade bill, it is very

important. I think we have to toughen up our trade laws, because
we can’t get beat around anymore.

I also think we have to get tough on ourselves, or at least accept
the challenge of being more productive, creative, and innovative in
America so that we can sell products better overseas as well.
Thank you.

Senator MoYNIHAN. Senator Packwood.

Senator PAckwoon. Mr. Fenton, in your testimony you said it is
important to save “key” U.S. manufacturing industries from for-
eign mercantilism and unfair trade. How do you define a key in-
dustry?

Mr. FENTON. Any industry, like steel, which accounts for 90 per-
cent of the use of metal in this economy, for example.

Senator PAckwoob. Say that again.

Mr. FENTON. Ninety percent of the metal consumed in the U.S.
economy is steel.

Senator Packwoob. I understand that.

Mr. FENTON. By the number of its employees, which are now
sadly diminished, 150,000 employees we have in the steel industry,
and the amount of the capital investment that has been made in it.
All of those plants also have typically very long-lived capital cycles,
where you invest what is typically a very considerable amount of
money, in steel. You are making an investment that will normally
work in 15 to 20 years.

Senator PAckwoob. Are you suggesting—I didn’t realize this, and
I didn’t find it in your statement—that if an industry has heavy
capital investment and lots of employees, it is a key industry?

Mr. FENTON. It is one of the evidences to me that if they would
be able to make those investments and employ those people, it
(S:}early was at the time the industry was growing into a key one.

es.

Senator Packwoob. Say that again. It was at the time——

Mr. FEnTON. Industries may decline, they may grow, but if you
have an industry which is characterized by a very large amount of
capital investment and by a very large number of employees, I
would say that that is on the list of key industries.

Senator PAckwoob. And shall forever more be on the list.

Mr. FEnTON. I didn’t say that, Senator.
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Senator Packwoop. Well, then how do you identify when it
ceases to be key?

Mr. FENTON. I don’t think—I think to have a list of key indus-
tries and non-key industries, to me, is an oversimplification of the
categorization of industries and their place in the economy. The
major industries which have the biggest capital investments, the
largest number of employees, I would certainly say at any given
time are key. -

Senator PAckwoob. No matter what they manufacture.

Mr. FEnNTON. Well, if they didn’t manufacture something that
was needed, they would not be there. They are presumably produc-
ing goods which are utilized in the economy to justify the original
capital investment in them in the first place.

Senator PAckwoob. But those goods could be manufactured over-
seas and imported.

Mr. FENTON. True. Yes, that is perfectly true.

- Senator PACkwoobD. So, the standard is not solely that they have
a lot of capital and employees. They must have some utilitarian
value to the United States.

Mr. FENTON. Yes.

Senator PAckwoobp. And a value that we don’t want fulfilled by
imports, I take it.

Mr. FEnNTON. Well, the weighing of imports and whether they are
legitimate or not will depend on whether the conditions of compe-
tion between the relevant American industry and the foreign in-
dustry are equal. We have seen, particularly in steel, that is dra-
matically not the case and has not been so for at least a quarter of
a century.

Senator Packwoob. I hear your answer, but I'm not sure I under-
stand it, so I'm going to repeat it.

If there is heavy capital investment and large employment, that
is probably a very significant indicator of a key industry.

Mr. FENTON. Yes.

Senator PAckwoob. Regardless of what it makes. I have no more
questions, Mr. Chairman.

Senator MoyNIHAN. I would like to just ask one last question and -
again go down our panel. We hear a great deal about trade prac-
tices and the flow of goods back and forth. But what exchange
rates determine is the price. Is is not the case that exchange rates
determine the price at which goods are sold here, and which Amer-
ican goods are sold abroad? And so, isn’t price always the largest,
or almost always the largest determinant of success in sales? Let’s
see, Mr. Jessup, you are a respected and elder gentleman and
statesman in the Senate. :

Mr. Jessup. Price obviously is important, but I think today one of
our real problems has been the question of quality.

Senator MoYNIHAN. Price and quality.

Mr. Jessup. Price and quality.

Senator MOYNIHAN. Sure.

Mr. Jessup. Let me give you an example from New York State. I
will not bore you with the comments that my wife and I made
about a tgpewriter that came out of New York State some years
ago, which was a horror. I am pleased to see that the typewriter
company is now making a better machine. I do not believe that it
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may have made that choice if it had not had some competition, and
the competition from abroad.

And therefore, I think what we need is to be very careful in our
balance here that we don’t destroy some of the competitive forces
that are upon our economy.

Senator MoyNIHAN. True. ]

Mr. Jessupr. And that involves both price and quality.

Senator MoyNIHAN. But we have had testimony here from th
Kodak Co., when under this administration, the dollar appreciated
enormously in the aftermath of 1982 it cost them $1 billion in prof-
its. They are a perfectly competitive company, and they said they
can complete head to head with Japan. They have been in Japan
since the 1920’s, they manufacture there, they fight with Fuyji
there, but they can’t sell a roll of film in West Germany because
our exchange rate means our film costs 40 percent more than the
Japanese product.

Mr. Jessup. There is no question that price and exchange rates—
but the exchange rates are the result of a whole range of other fac-
tors. I just think today that billions of dollars that are traded in
the exchange, in money everyday.

Senator MoyNIHAN. They are not as much governmental deter-
mined as they were.

Mr. Jessup. Correct.

Senator MoyNIHAN. When we left gold and went to Bretton
Woods, and then left Bretton Woods ana gold, we got ourselves into
a world where we don’t have m: :h control over these matters, do
we? Mr. Fenton?

Mr. FENTON. Senator, there are cases in which prices do not re-
spond to exchange rates. We happen to be in the presence of the
case of Japanese steel. Despite the = 'n going from 230 or 240 yen
and falling off to 150 or less, the p: ces of Japanese steel in the
United States market have hardly responded at all.

Senator MoyNIHAN. No, wait. Now there is a very specific thing.
Let’s find that out. You can give us this information. You are with
the Iron and Steel Institute.

Mr. FENTON. Yes sir.

Senator MoyNiHAN. Now, here is an example. The exchange rate
has moved dramatically—I think it is a record low right now
against the yen—and yet the American dollar price of imported
Japanese steel has not changed. Does this mean that somebody is
breaking rules?

Mr. FENnTON. Or they are accepting either sharply reduced profits
or losses in order to retain market share.

Senator MoyNiHAN. Or they are being very good businessmen.
So, it doesn’t automatically mean that they are breaking the
rules—Mr. Oswald?

Mr. OswaLD. Senator, prices far from the only item, one can
show example after example—Senator Danforth gave three exam-
ples from Japan in terms of supercomputers, Konsai Airport, and
U.S. attack fighters—where it was not a matter of price. If it was a
matter of price, we should have been building all three of them be-
cause of our great advantage. In Brazil, you can’t sell a personal
computer, because they want to build their own personal computer.
In Europe, they are supporting the airbus, not because Boeing can’t
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make planes cheaper, but because they want to have an aerospace
industry.

In Italy, they only allow 2,200 Japanese cars to be imported and
not because other cars can’t be made cheaper. So, that in many
cases, the restrictions are not a matter of price, they are a matter
of public policy for those countries regardless of what the price is.

Senator MoyNIHAN. But we have heard that, about 20 percent of

our problem is restrictive trade practices. I would think the re-
mainder of the problem is heavily influenced by price and efficien-
cy.
Mr. OswaLp. But there has been no change in exchange rates,
for example, with Canada, where it used to be 1 to 1, but now there
is about a 30 percent difference. The Korean won has moved in the
opposite direction and the Taiwanese dollar has had practically no
change, or a very slight one.

Senator MoyNIHAN. But might I say that about four years ago,
we had a situation in which a well-known milling operation in
Minneapolis was found on the verge of bringing in enormous ship-
ments of Argentine wheat, because it was cheaper than the stuff
that grew in Iowa 60 miles away. And that was wholly a function
of the exchange rate.

Mr. OswaLb. Yes.

Senator MoyNiHAN. Well, gentlemen, you have been an extraor-
dinary panel. Don’t get up. Nobody move. Nobody in the room
move for two minutes.

I want to thank Mr. Oliver, who has come before this committee
with very strong views that are obviously not shared by the panel,
and not always shared by the committee, and has presented them
with good humor and good nature and quality and reference. And
it was a class act and we appreciate it.

Mr. Jessup, you have been a statesman devoted to this subject
for all of a lifetime, and we thank you for that as well as for your
testimony.

Mr. Leibowitz, this is a very fine appearance by a young man be-
ginning in a very honorable institution.

Mr. Oswald, what can we say more than that the AFL-CIO is
always welcome before this committee and has been in its one form
or another for more than a century. There have been times when it
has been more welcome than other times. [Laughter.]

Senator MoYNIHAN. And this may be one of those times. Mr.
Fenton, I think this is your first appearance before the Committee
of Finance, which is the oldest committee in the U.S. Senate. And
we very much welcome you, sir. You can’t help but have noticed
the number of questions which were addressed to you. And we
can’t help but to have noticed the clarity with which you respond-
ed, except when the question was so obscure as to preclude any-
thing more than a “well on the one hand and then on the other.”

Gentlemen, we thank you all, and I thank our guests and audi-
ence.

The hearing is adjourned.

[Whereupon, at 12:10 p.m., the hearing was concluded.]
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COMPARING MAJOR TRADE BILLS

WEDNESDAY, APRIL 8, 1987

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC.
The committee was convened, pursuant to notice, at 9 a.m. in
\ room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen

(chairman) presiding.

Present: Senators Bentsen, Baucus, Mitchell, Riegle, Rockefeller,
{))aschle, Packwood, Danforth, Chafee, Heinz, Wallop, and Duren-

erger.

[The press release announcing the hearing and the prepared
statements of Senators Bentsen and Heinz follow:]
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Press Release #11-34 (Revised)

PRESS _RELEASE
FOR IMMEDIATE RELEASE UNUTED STATES SENATE
Aprit 3, 1987 COMHITTEE ON FINANCE
SpD-205 Dirksen Senate Office
Building

Washington, D.C. 20510

FINANCE COMMITTER CHAIRMAN RENTSEN ANNOUNCES TIME CHANGE
FOR APRIL 8, 1987 TRADE HEARING

Washington, D.C. - Senator Lloyd Bentsen (D., Texas) ,
Chairman of the Senate Finance Committee, announced Friday that
the hearing to compare major trade bills, originally scheduled to
begin at 10:00 a.m. on Wednesday, April 8, 1987, will now begin

at 9:00 a.m. on the same day.

P.R. #H-34 (Revised)
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STATEMENT OF THE HONORABLE LLOYD BENTSEN
AT THE FINANCE COMMITTEE TRADE HEARING
WeDNESDAY, ApRiL 8, 1987

THIS 1S THE THIRD DAY OF HEARINGS COMPARING MAJOR TRADE
BILLS BEFORE THE CONGRESS. ON APRIL 2, WE HEARD FROM AMBASSADOR
YEUTTER. YESTERDAY WE HEARD FROM A DIVERSE PANEL OF WITNESSES.

AND TODAY WE HAVE A GREAT MANY WITNESSES TO HEAR FROM AS WELL.

ON EACH OF THESE DAYS, [ HAVE CHOSEN TO ADDRESS A MAJOR

ISSUE IN THE TRADE DEBATE THIS YEAR.

\

ON THE FIRST DAY, | DESCRIBED THE DEBATE ON ENFORCING
TRADE AGREEMENTS. THE HOUSE AND SENATE BILLS BOTH MANDATE
RATALIATION FOR FOREIGN VIOLATIONS OF TRADE AGREEMENTS; THE
ADMINISTRATION WANTS DISCRETION TO DO NOTHING ABOUT UNFAIR TRADE
PRACTICES, EVEN IF A FOREIGN GOVERNMENT VIOLATES A TRADE

AGREEMENT .

YESTERDAY, | DESCRIBED THE ISSUE ON NEGOTIATING
AUTHORITY. THE HOUSE AND THE SENATE WANT TO PARCEL OuUT
NEGOTIATING AUTHORITY CAREFULLY, TO ASSURE THAT THE EXECUTIVE

" BRANCH CONSULTS WITH THE CONGRESS ON TRADE FROM THE BEGINNING TO
THE END OF ANY TRADE NEGOTIATION. THE ADMINISTRATION WANTS TO BE
FREE TO NEGOTIATE FOR 10 YEARS WITHOUT ANY FORMAL CONGRESSIONAL
REVIEW OF THEIR NEGOTIATING STRATEGY. THEN, WHEN THE INK IS DRY
ON THE AGREEMENTS, THEY WANT US TO TAKE IT OR LEAVE IT WITH

RESPECT TO IMPLEMENTATION OF THOSE AGREEMENTS.
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ToDAY | WANT TO DISCUSS ANOTHER MAJOR AREA OF CONCERN,
IMPORT RELIEF FOR DOMESTIC INDUSTRIES SERIOUSLY INJURED BY

IMPORTS, THE SO-CALLED ESCAPE CLAUSE OR SECTION 201.

THE PURPOSE OF IMPORT RELIEF 15 -- OR SHOULD BE -~ TO
ENCOURAGE OUR INDUSTRIES SERICQUSLY INJURED BY IMPORTS TO [MPROVE

THEIR COMPETITIVENESS.

THE GATT PERMITS US TO PROTECT TEMPORARILY OUR DOMESTIC
INDUSTRIES. IT IS OUR GOVERNMENT’S RIGHT, UNDER THE GATT, To
ENCOURAGE THOSE INDUSTRIES THAT BENEFIT FROM TEMPORARY PROTECTION
TO USE THE PROTECTION AS A BREATHING SPACE IN WHICH THEY CAN PULL

THEMSELVES UP BY THEIR OWN BOOTSTRAPS.

THERE 1S DEEP CONCERN THAT THE ESCAPE CLAUSE, AS

WRITTEN, DISCOURAGES FIRMS FROM [MPROVING THEIR COMPETITIVENESS.

THE HOUSE AND THE SENATE WANT TO REWARD AMERICAN
INDUSTRIES THAT CAN SHNW THEY ARE READY TO TAKE THE STEPS
NECESSARY TO IMPROVE THEIR COMPETITIVENESS. I|INDER THE HOUSE AND
SENATE BILLS, DOMESTIC INDUSTRIES THAT MAKE SICH A SHOWING HAVE A
GREATER ASSURANCE OF IMPORT RELIEF. THE ADMINISTRATION, IN
CONTRAST, WANTS TO BE FREE TO TURN DOWN RELIEF FOR NOMESTIC
INDUSTRIES, EVEN IF THEY SHOW THEY CAN USE THE BREATHING SPACE OF

RELTEF FROM IMPORTS TO IMPROVE THEIR COMPETITIVENESS.

Now WE ARE INTERESTED TO HEAR THE VIEWS OF OUR WITNESSES

TODAY ON THESE ISSUES.
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SENATOR JOHN HEINZ M
COMMITTEE ON FINANCE

HEARING ON TRADE LEGISLATION 'k‘,i\ ffola. =<
APRIL 8, 1987 e D
OPENING STATEMENT (

Mr, Chairman, I am delighted to welcome Dexter Baker to the
Committee today. Dexter is a long-time friend and one of the
real leaders in manufacturing both in Pennsylvania and in the
nation as a whole. He is here representing the chemical
industry, which has a large stake in the outcome of any New Round
negotiations, particularly with respect to tariff reductions and
intellectual property issues. I know the ingustry is also
';encerned with intellectual property protection in the Canadian
free trade talks, and I intend to raise that issue when I am in
pttawa later this week.

Let me also particularly welcome our colleage Fritz
Hollings to the Commiftee. He and I have been on the same side
of many trade battles over the years, and I think he has made an
important contribution to the debate on several trade bills. He

has a new bill this year -- some of it quite familiar to me --

and I hope the Committee will give it every consideration.
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The CHAIRMAN. This hearing will come to order. It is 9:00 and
the hearings are scheduled to begin at this time. We have quite a
number of witnesses to be heard today; and I will ask that those
witnesses observe their time limitations. We will be quite strict on
time. (

This is the third day of hearings comparing the major trade bills
that are before the Congress. On April 2, we had Ambassador Yeut-
ter. Yesterday we had a diverse group of witnesses, talking about
the trade bill. On each of these days, what I have tried to do is
touch on one of the major subjects of discussion and debate on the
trade bill.

On the first day, we talked about enforcing trade agreements.
The House and the Senate both mandate retaliation when you
have a violation of a trade agreement with another country. What
the administration wants is to be able to do nothing if thev so
choose when there is an unfair trade practice, even if it is a viola-
tion of a trade agreement.

Yesterday, I described the issue on negotiating authority. Now,
the House and Senate bills want to parcel out very carefully the
President’s authority to negotiate trade agreements. I am not so
sure that the executive branch is going to consult with the Con-
gress during the period of negotiation on the trade agreement.
What the administration wants is to be free to negotiate for 10
years without any formal review by the Congress. What that
means is that you can have the agreement presented to us, once
the ink is dry, and it would be presented to us on a take it or leave
ith basis. To my way of thinking, that is really practicing brinkman-
ship. -

One of the things the administration should have when negotiat-
ing with our trading partners is the knowledge, and our trading
partners should know, that the Administration has been consulting
}Nith the Congress as they go, and that we are presenting a united
ront.

We are not talking about the Congress negotiating the agree-
ment. Obviously, we are not equipped, and should not be trying, to
do that. But we are talking about setting up parameters. We are
talking about agreeing upon objectives regarding trade.

Today, I want to talk about another major issue of concern, and
that is import relief for domestic industries that are seriously in-
jured by imports, the so-called “Escape Clause,” or Section 201 of
the Trade Act of 1974. The purpose of import relief is, or it should
be, to encourage our industries that are seriously injured by compe-
tition from abroad to improve their competitiveness. Now, the
GATT permits us to temporarily protect our domestic industries. It
is our Government’s right under the GATT to encourage those in-
dustries that benefit from temporary protection to use that protec-
tion as a breathing period when they can pull themselves up by
their own bootstraps; and by that, I mean make the kinds of cap-
ital investments that are necessary to modernize and improve their
productivity, bring about changes in relations between manage-
ment and labor—things that will help us handle the competition
from abroad, once that period of protection has passed.

There is deep concern that the escape clause, as it is now writ-
ten, discourages firms from improving their own competitiveness.
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The House and the Senate want to reward American industries
that can show that they are ready to take the stéps that are neces-
sary to improve competitiveness.

Now, under the House and the Senate bill, once they do that,
they have a greater assurance of getting some kind of relief. The
administration, in contrast, wants to be free to turn down relief for
domestic industries even if they show they can use that breathing
space to improve their competitiveness.

These are some of the issues [ want to see addressed today by the
witnesses that are appearing before us. I am very pleased this
morning to have as our lead off witness, a very distinguished
friend, Senator Levin from Illinois—I beg your pardon—from
Michigan.

Senator LEVIN. A Big 10 competitor of ours, Senator.

The CHAIRMAN. Please proceed.

STATEMENT OF HON. CARL M. LEVIN, U.S. SENATOR FROM THE
STATE OF MICHIGAN

Senator LEVIN. Thank you so much, Mr. Chairman. First, let me
congratulate you for what you are doing. It is a very long and
painstaking and, the way you do it, a very thorough process, and
we are very much in your debt. And my constituents are very
much in your debt and in this committee’s debt for the process that
youd are now following to try to produce some relief in the area of
trade.

The proposal which I am going to offer for the committee’s con-
sideration is more technically a 301 proposal; but for reasons I am
not 100 percent sure of, my staff thought it would be appropriate
for me to testify today, so I hope that that fits in with the commit-
tee’s plan.

The one thing that we must do—all of us in the Congress—MTr.
Chairman, is to produce something which our people will acknowl-
edge does the job. We cannot, I believe, produce a trade bill which
does not address the bottom line, which is American jobs, Ameri-
can competitiveness, the future of the American economy. And I
think, as a result—as you and I have discussed—that we must ad-
dress the trade deficit in a fairly direct way, at least in part of this
legislation.

And I would like to offer to the committee one proposal which
addresses unfair trade practices and does it in a way which both
cures those practices, addresses them directly, but also reduces the
great deficit in the process. Trying to reduce unfair trade practices,
to me, is not protectionism; it is pure common sense pragmatism.

You can’t allow other countries that have closed their doors to
your products to have access to your markets. It is that simple. We
should treat our trading partners no better than they treat us, not
because we don’t like them, but because they are economic com-
petitors of ours.

And I think we should finally decide that, when countries dis-
criminate against our products, we are going to treat them no
better than they treat us. That is the bottom line for me.

Mr. Chairman, we already have annually a National Trade Esti-
mate that is produced by the Office of the United States Trade
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Representative. The Congress requires the Trade Representative to
make these annual estimates. We already know, at least approxi-
mately, what these barriers, these discriminatory practices are;
and we already, in many cases at least, have an estimate of the
cost to American-businesses—and that means to American work-
ers—of those discriminatory practices abroad.

So, we already have the basic materials at hand which would
permit us to retaliate against countries that discriminate against
our goods. We already have the authority in the President to retali-
ate. That authority exists in section 301. What we don’t have is a
requirement that the President retaliate in a way which will
reduce the deficit with countries that have large trade surpluses
with us and which engage in discriminatory practices.

The proposal which I have offered, which I am modifying and
will offer in a modified form, requires that the President come up
with a plan to retaliate against countries which discriminate
against our products, and directly connects that required retalia-
tion to the estimates that we get annually from the Trade Repre-
sentative of the cost caused by discrimination against American
barriers.

What this proposal says is that, if any country for at least two
years has discriminated against American products, and if the
trade deficit with that country is at least $3 billion, the President
then must by April 1 give us a plan to reduce the deficit—and
those are the critical words—with that country by an amount
equal to the loss to American industry caused by discriminatory
barriers.

And what is unique about this proposal is that the amount of the
retaliation, the amount of the deficit reduction, is directly linked to
the dollars that are lost to American industry by the discriminato-
ry barriers which we face in those countries and which are identi-
fied in this annual estimate. ‘

It is that linkage which distinguishes this proposal. It is the pre-
cise dollar amount linkage which makes this proposal different
from some of the other proposals which this committee has before
it.

Mr. Chairman, in closing, let me say that some will say: “Are
you mad at the Japanese, or-are you mad at the Koreans?”’ And
my answer is: “Not at all. [ am mad at my own Government.”

People back home say you sound like you are angry because
other countries don't allow in American beef or don't allow in
American rice or put quotas on American citrus or discri:..inate
against Amerian auto parts; and that hurts me right where I live
back in Michigan. And the answer is that I am frankly disappoint-
ed with my own Government for not responding. I am not mad &t
other countries for taking advantage of our foolishness. I am mad
at us for being foolish and naive in this world.

And I think we have to end that in this trade bill; this bill that
you have introduced goes a long, long way to do that. I commend
you on it. I would urge that this committee take the next step,
which the American people will support because it is not protec-
tionist; it simply treats other countries the way they treat us in a
commercial, competitive world. It is the only way to get rid of those
trade barriers.
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Unless we connect those trade barriers in some way to deficit re-
duction, I think we will have done only part of the job. And again,
I thank the chairman for allowing me this opportunity and con-
gratulate him on all of the initiatives which he is taking in the
area of trade.

The CHAIRMAN. Senator Levin, we appreciate very much your
testimony. You have been a leader on this issue and have had a
great deal of interest in it.

You take it a step beyond our provision on section 301 by getting
to numbers in the national trade estimate. Let us take a look at it
and give that consideration. I think it is a valuable contribution.

Senator LEVIN. Thank you, Senator.

The CHAIRMAN. We are very appreciative of having you as our
lead off witness this morning.

Senator LEVIN. Thank you.

The CHAIRMAN. We have another distinguished Senator, Senator
Robert Graham from Florida, here this morning who, as Governor
of the State of Florida—a State with its full share of sea ports and
a great interest in trade—has been very much involved in the issue
before he arrived here. He is now carrying it on as the Senator
from Florida. We are very pleased to have you this morning.

[The prepared statement of Senator Levin follows:]
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Statement of Senator Carl Levin
Hearing of the Senate Committee on Finance

April 8, 1987

Mr. Chairman and members of the Committee, thank you
for the opportunity to testify at this Finance Committee
hearing on the future direction of our trade policy. 1
compliment the Committee for holding this series of
hearings, and particularly congratulate the distinguished
Chairman, Senator Bentsen, for the leadership he has shown

on the trade issue.

As this panel well knows, there..are no decisions more
important for the economic security of the United States
than those Congress will make over the next few months with
regard to trade legislation. And we had better make certain

"

that we -- and when I say "we," I include both Houses of
Congress and the Administratioa -- put together a trade bill
that does what we say it is going to do. America's workers,
farmers, and businesses expect us to produce legislation
that will enhance America's competitiveness in the

international marketplace, and reduce the enormous trade

deficits that are costing us jobs and profits.

I think most would agree on the broad goals we are
trying to reach--the question is, how best to get there?
Clearly, making improvements in the trade laws is one part
of the answer. The international trade environment is
vastly different today than it was in the three decades or
so after World War Two, and our trade laws should be
modified to take account of this new reality. The organiza-
tional structure wh}chvis supposed to implement our trade
laws has also become outdated. We need a more coordinated
trade policy. For that reason, I support consolidating the

various agencies and parts of agencies responsible for
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formulating and implementing trade policy into one
Department of Trade and Industry. The Goveranmental Affairs
Committee is working on its portion of the trﬁpe package
right now, and several of us on that Committee hope that we
will report out a measure containing a Department of Trade

and Industry proposal.

These changes are needed for the long-term goal of
keeping the United States competitive into the 21st century.
But in the near-term, we've got to address the havoc being
created by the biggest trade deficits in our nation's
history. It is my belief that to achieve this immediate
goal we needn't rely solely on new laws -- we've also got to

make existing laws work.

¥hat can we do within existing law to get our trade
deficit down from its currently disastrous levels? 1In my
view, there are three major contributing factors to our
trade deficits that it is possible to do something
significant about in the near-term: exchange rate
imbalances, the federal budget deficit, and the unfair trade
practices and policies of our trading partners. The first
two problems, of course, are closely related and 1 think
we've begun moving in the right direction on both of them,

although we still have a long way to go.

In the area of unfair trade, however, it seems to me
that our country hasn't even discovered the name of the
game. The name of the game is not protectionism -- it is

pragmatism and common sense.

Isn't it simple common sense that i1f the other guy
closes his doors to your products, you must pry those doors
open or else treat him the same way he treats you? How 1n

the name of our future -- or fairness -- can we tolerate a
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situation where a country says, "you cannot sell more than X
tons of this or Y tons of that or none at all of that
product to us'" ~~ while that same country has virtually free
access to our markets? It is this principal that the
Administration -- and I was also critical of the previous
Administration in this regard -- has not been vigorous in

pursuing.

Trade laws already in place give the President
authority to combat unfair foreign trade practices.
President Reagan gave a recent display of how this authority
can work in the semiconductor case. But I am concerned that
it wasn't until Congress was threatening to act and the
Japanese were clearly violating an agreement which had been
extremely difficult to get them to negotiate in the first
place that retaliatory action was taken by the President.

If our country is going to take action against unfair
traders only in order to pull the legislative rug out from
under Congress, we are going to sacrifice more of our
industry to foreign competition, and consign more of our

workers to the unemployment office.

There is nothing "protectionist' about taking strong
action against unfair trading practices before the practices
get out of control. We can already identify what these
practices are and what their trade-distorting impact is --
beginning in 1985, Congress required the Trade Representa-
tive to submit an annual report called the "National Trade
Estimates" which contains this information. W¥hy not use

this annual estimate of the cost of unfair foreign trade

practices and policies as a basis for actions aimed at

reducing bilateral trade deficits?

I am offering legislation to do exactly that. My bill

requires USTR to make a monetary estimate of how much more
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U.S. companies would be‘able to export were it not for the
unjustifiable, unreasonable, and discriminatory trade
practices of our trading partners. These estimates would
become deficit reduction goals for each country with which,
in each of the past two years, the U.S. has run a trade
deficit of at least $3 billion, and which, for the past two
years, has been identified in the National Trade Estimates
report as having unfair trade practices. Interested parties
would have an opportunity to challenge the deficit reduction
goals and the estimates on which they are based, and USTR
would have discretion to adjust the goals accordingly. By
April 1 of each year, the President would be required to
submit a plan explaining how he will achieve the deficit
reduction goals. The President can use the full range of
his existing authority to achieve the goals -~ authority to
negotiate agreements, authority to threaten retaliation, an&
authority to retaliate with tariffs or quotas 1if
negotiations fail.

In other words, this approach simply requires the
President to use existing authority to end this particular

source of our devastating trade deficits.

1 hope that the Finance Committee will give serious
consideration to this proposal and to proposals similar to
it. I fear that a trade bill without a provision that
alliows us to fight unfair trade practices in a direct and
forceful way -- by reducing our bilateral deficits with
countries engaging in unfair practices against us -- will
not have the results the American people expect. Yes, we
need competitive strategies for the 21st centq;y and beyond.
But we also need to get some fair play into our trade

relations right now.

Again, thank you for allowing me to share my thoughts

with you today.
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STATEMENT OF HON. BOB GRAHAM, U.S. SENATOR FROM THE
STATE OF FLORIDA

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

I would like to join in the comments of Senator Levin in express-
ing appreciation to you and to the members of this committee for
the leadership that you are providing on this central issue to
United States economic coi:petitiveness in the future. And I look
forwdard to participating in the debate as this process moves for-
ward.

Mr. Chairman, what I wanted to speak about today is a continu-
ation of the debate that we have already had. We have just fin-
ished a strenuous debate on the merits of continuing military aid
to the Nicaraguan Contras. What that debate highlighted is that,
despite our differences on the specific issue of the Contras, we as
members of the Senate seemed to come to agreement on two major
points: one, that we have an opportunity for a newly defined and
sustained relationship between this country and the countries of
the Caribbean Basin; and two, that we cannot base that new rela-
tionship on a single tactic.

A comprehensive, broad-based foreign policy must acknowledge
our historical, cultural, political, and economic ties as well as diplo-
matic and military options. The greatest problems of Central
America and the Caribbean region are economic. If we are to
broaden our agenda to address the real needs of these small na-
tions in our own hemisphere, we must help them to economic sta-
bility and development.

In our overall trade picture, the Central American Caribbean na-
tions are relatively small trading partners. The International
Trade Commission reports that the United States imports from the
countries in the Caribbean Basin Initiative amounted to less than 3
percent of our total imports in recent years.

All 23 countries cumulatively constitute less than one percent of
our trade deficit, but the limited preferential treatment we give to
these CBI nations is vitally important to them. The Trade Bill
raises the concern that our focus on the large trade issues that
exist among our major trading partners could lead to an inadvert-
ent sliding of Caribbean Basin partners.

~ Unintentional oversight of the impact of major trade legislation

on the fledgling and fragile economies in the Caribbean Basin
would be a costly mistake. The Caribbean Basin Initiative recog-
nized the importance of this region to the United States, recognized
the importance of stimulating economic growth through private
sector initiatives. ,

We need to be particularly sensitive, as we work on the larger
trade bill, to the needs of our neighbors to the south, to the contin-
ued viability of the Caribbean Basin Initiative.

There are some red flags to watch out for. One, accumulation.
CBI countries should be not counted in with other large-scale ex-
porters whose products unfairly impact United States manufactur-
ers and laborers. If we receive volumes of, for example, cut flowers
from a major exporter such as Colombia and decide to take action
to restrict the importation of cut flowers or to impose a greater
tariff on them, a CBI nation which sends us a fraction of those cut
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flowers and does not significantly affect the U.S. market should not
automatically lose market access.

Two, diversion or circumvention. A major objective of the CBI
was to encourage Caribbean Basin countries to diversify into proc-
essing industries and to attract investment from other industrial-
ized countries, as well as from the United States. It is important
for them to be free to develop these industries without having to be
concerned that the goods produced will be denied access to the U.S.
market because some of the foreign inputs used in producing them
are subject to some form of U.S. trade action.

I would urge this committee to consider imposing restrictions
solely on the originating country or to include language specifically
exempting CBI beneficiaries from such restrictions.

Three, Presidential waiver. As we tighten our trade laws, the
matter of Presidential waiver becomes more important. The CBI
was set up to advance our own regional goals through encouraging
progress and prosperity in the smalier democratic nations which
are our neighbors. Congress should mandate that effective imple-
mentation of the CBI is a key objective of U.S. policy. We can do
that by requiring the President to take the CBI into account in all
decisions which involve a waiver of U.S. trade laws.

In addition to these red flags, Mr. Chairman—red flags to which
we must he wary—we now have an opportunity to strengthen this
trade initiative and restate our own commitment to its success. We
can do that by reconsideration of duration. The CBI is 4 years old.
It was originally authorized for 12 years. To assist in achieving the
CBI'’s objectives, we should extend it in 1987 for an additional 12
years, that is to the year 1999.

A leading banker from the Caribbean Basin told me that he
makes equipment loans to CBI nations typically based on a 15- to
20-year repayment period. For that banker and for American inves-
tors looking to make long-term investments in manufacturing or in
other areas—such as travel or tourism—12 years is a reasonable se-
curity.

Mr. Chairman, I realize that no one is here intentionally to de-
velop an economic policy that would be counter to United States
interest in this important region. To the contrary, we all recognize
the importance of a comprehensive United States approach in the
Caribbean Basin. I appreciate the openness of the members of this
committee and staff to meet with parties interested in the Caribbe-
an Basin issue.

We look forward to sustaining that energy and interest in the op-
portunities that we and our Caribbean and Central American trad-
ing partners share. In that way, we will continue to send our in-
tended message of U.S. friendship and support to neighboring coun-
tries whose growing economic strength will enable them to be
gtrong for democracy and strong and stable allies for the United

tates.

Mr. Chairman, there are two leading members of the Caribbean
business community with us today. I would like to recognize Mr.
Hector Ladethma, who is president of Banco Populare in Puerto
Rico, 