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RESULTS OF THE URUGUAY ROUND
TRADE NEGOTIATIONS

TUESDAY, FEBRUARY 8, 1984

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

.

The hearing was convened, pursuant to notice, at 12:13 p.m., in
room SD-215, Dirksen Senate Office Building, Hon. Daniel Patrick
Moynihan (chairman of the committee) presiding.

Present: Senators Baucus, Boren, Pryor, Riegle, Conrad, Pack-
wood, Roth, and Danforth.

[The press release announcing the hearing follows:)

{Press Release No. H-3, January 26, 1984)

FINANCE COMMITTEE ANNOUNCES URUGUAY ROUND HEARING; TRADE
REPRESENTATIVE KANTOR 70 TESTIFY

WASHINGTON, DC—Senator Daniel Patrick Moynihan (D-NY), Chairman of the
Senate Committee on Finance, announced today that the Committee has scheduled
a hearing on the results of the Uruguay Round trade negotiations.

The heariniwill begin at 10:00 a.m. on Tuesday, February 8, 1994, in room SD-
215 of the Dirksen Senate Office Buildi't}lg.

h United States Trade Representative Mickey Kantor will be the sole witness at the
earing.

“The Uruguay Rourd negotiations that concluded December 15 in Geneva pro-
duced a set of agreements more than 400 pages in length, covering a broad spec-
trum of complicated international trade issues. In addition, negotiations are con-
tinuing to finalize the specific, country-by-country commitments on tariffs and other
market access issues,” Senator Moynihan said.

“The Finance Committee looks forward to hearing from Ambassador Kantor con-
cerning both the agreements reached in Geneva and what more needs to be accom-
plished between now and April 15, as well as the administration’s views on the tim-
ing and process for implementation of those ements,” Senator Moynihan added.

sident Clinton notified the Congress on December 15, 1993 of his intention to
enter into the Uruguay Round ements. The agreements are scheduled to be
signed in Marrakech, Morocco on April 15, 1994.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK, CHAIRMAN, COMMITTEE
ON FINANCE

The CHAIRMAN. A very good morning to our distinguished wit-
ness and our welcome guests. We are a little late, as ycu can tell.
The Senate has been voting—is still voting—on a series of amend-
ments. There, in fact, I have to tell you, may be yet another on an-
other matter. It is not yet clear. )

We even 'so wanted to ,}iuSt get started. Senator Packwood is vot-
it we would just go ahead without him. He

:!vl:ilnow and has asked
ill be here very shortly.

(1)
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I think our opening statements might be as brief as is possible
as Ambassador Kantor has a press briefing on your recent visit to
Japan. Is that rIi{gAl::, sir?

bassador TOR. Yes, sir, Mr. Chairman. I appreciate that.
I apologize for the scheduling difficulties.

The CHAIRMAN. Well, we apologize for our schedule. Well, no,
there are no apologies required from anybody. Could you tell us
when you have to leave?

Ambassador KANTOR. Yes, sir, 1:00.

The CHAIRMAN. You have to leave at 1:00. Well, much of the
morning remains. [Laughter.]

Ambassador KANTOR. More time than I have information, Mr.
Chairman.

The CHAIRMAN. I have a statement, which I will place in the
record at this point. It simp]{ says our purpose this morning is to
begin our review of the results of the Uruguay Round of multilat-
eral trade negotiations under the GATT. I believe that this is a re-
view of work conducted under three Presidents and which you very
successfully concluded in my view in December. You are not quite
finished, however. We have market access negotiations still to
come.

Ambassador KANTOR. Yes, sir.

The CHAIRMAN, We have a meeting in Marrakech or April 15 to
sign the agreements. There are many things yet to be done. I place
my statement in the record.

[Td}ixe f)repared statement of Senator Moynihan appears in the ap-
pendix.

The CHAIRMAN. Senator Baucus, you are Chairmar of the Sub-
committee on Trade. Would you like to make a statement?

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAucus. Well, thank you, Mr. Chairman, justbriefty so
we can hear from the Ambassador.

I think it is important to note not only the number of years that
we have been working on this round, but second, the bipartisan na-
ture of our efforts. Two prior administrations, both Re{)ublican, two
prior USTR’s, Carla Hills, Clayton Yeutter, as well as Mickey
Kantor. This committee has extended fast-track negotiating author-
ity in the Round I think three times.

This committee has held over 20 hearings on the Round. But the
first important point for us all to remember it has been very bipar-
tisan. It is not just a throw away phrase that we often use around
here, but, in fact, it has been very bipartisan, as have trade issues
generally. NAFTA, for example, certainly in the Senate—this com-
mittee and the Senate—was very much bipartisan. )

Second, it is important to note that there are major advances in
this proposed agreement. That is, the Round will generate at least
$270 billion a year in additional GDP. Those are OECD estimates.
Everybody has an estimate, but I think those are pretty good.

The United States economy will increase by at least $65 billion
a year as a consequence of the Round. I think it is on balance a
good agreement.
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I might say, too, that we have to do more yet on market access
as you have referred to, Mr. Chairman. I am particularly concerned
about the Japanese, who still have tariffs that are much too high
for processed forest products and for nonferrous metals. If we can
get tho_se down to where they should be, it is a tremendous job op-
portunity for America.

In addition, I would like to remind the administration of its cam-
aign promise to extend Super 301. I ask the administration to fol-
owup, make good on that promise. I have some concerns about the

green lighting of some industrial research and development provi-
sions, that is subsidies. I know Senator Danforth has some of those
same concerns and questions about those. But in summation I
think it is important for us to remember the bipartisan, cooperative
effort that this committee has undertaken in order to achieve good
results. I commend the Ambassador for his very hard work in what
by in large is a good agreement.

Ambassador TOR. Thank you.

The CHAIRMAN. Thank you.

May I also, and I am sure the committee will want to join me
in welcoming Ambassador Schmidt, who is the actual negotiator
and has all the wounds I am sure to show for it. I note as well that
one of the questions we have to ask in the context of Senator Bau-
cus’ proposition is that we expect this agreement will bring about
a large increase in trade between our various countries. That will
mean an increase in wealth but also a decrease in tariffs.

Ambassador KANTOR. Yes, sir.

The CHAIRMAN. We are going to have find $11 billion or there-
abouts to deal with this. It i1s not, in fact, an expenditure; whatever
loss in terms of revenue directly from one particular tariff, this set
of tariffs, the general revenues will increase. It is a complexity for
which I know you will have some resolution for us.

Senator Danforth has been very much involved in trade matters
for 18 years in the Senate now and has some strong views on this
agreement. Senator Danforth, would you like to make a statement?

OPENING STATEMENT OF HON. JOHN C. DANFORTH, A U.S.
SENATOR FROM MISSOURI

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

I am concerned that the green lighting of certain subsidies under
this agreement puts our government squarely on the horns of a di-
lemma and that there is no good answer to that dilemma.

When subsidies are green lighted, when they are permissible
without countervailing duties, thep it seems to me that our choices
are really only two. One choice is not to match the rest of the world
in subsidies. In that case Airbus becomes the model for sector after
sector, whether it is pharmaceuticals, high-definition television, or
whatever the sector is.

Subsidies will be done by the rest of the world. They will not be
by our country and we will simply lose out as we have with Airbus.

The other side of the dilemma, the other alternative, is that we
decide that we are going to get into this business of providing sub-
sidies. And if the answer is that we are going to get into subsidies
then I think we better face that before we agree to this GATT

agreement.
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Where is the money going to be? What industries are we going
to subsidize? Who is going to make the decision as to what indus-
tries are going to be subsidized?

I am not trying to cause trouble by raising this question. I have
raised it privately with Ambassador Kantor ever since I guess De-
cember and have continued to do it on the telephone and in person
and continue to do it right now.

But I hope, Mr. Chairman—and we have raised it in the back
room a few weeks or so ago—I do hope we can have at least a pub-
lic meeting on the subject because it really is a matter of great
public concern. If we do not match the rest of the world in sub-
sidies, we are going to lose major sectors of this economy. And if
we do try to match them, we have a real problem in deciding where
the money is going to come from and what we are going to do.

The CHAIRMAN. And which.

Senator DANFORTH. And which, yes.

The CHAIRMAN. Senator, you are absolutely right; and you
have—I know Senator Packwood would instantly join me in saying
we will have as many hearings as is required until we are satisfied
that we have learned what there is to know and we have heard the
answers to your questions and other person’s questions, your ques-
t:iog_s,‘7 Senator Packwood, from the administration.

ir?

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON

Senator PACKWOOD. Mr. Ambassador, I apologize. I did not know
a vote was going on. I got caught some place. It is my fault for get-
ting back late. You know the problems. I do not need to repeat
them—new foreign markets for financial service institutions, and
the agricultural subsidies, and the restrictions on U.S. film. So I
will address myself to two others—the Japanese and forest prod-
ucts(.i because they have only gone to apparently 50 percent on
wood.

They are willing to go to zero on paper. Europe is willing to go
to zero on paper and wood, but unless I am incorrect, Europe may
condition that upon Japan going to zero on wood and condition all
the rest of their agreement on it. I do not know. Perhaps you can
enlighten me on that. I hope that is not the case.

Needless to say, coming from a principal wood producing State,
we are delighted with paper and delighted with what we have, but
would hate to see Europe retrench on it.

Then lastly on the revenue loss, and I have a letter for you that
I will send down from Senators Dole and I, and Domenici and Dan-
forth, we want to pay for this, all the revenue loss. We are already
going to go off budget for the California disaster and it is an argu-
ment as to whether we are going to go off budget or not on the in-
surance premiums on health through an employer. Those seem like
a tax no matter how you may name it.

We would just hate to say, well, here is one more coming along
that we will not bother to submit our budget rules to. So I will send
this letter down to you and I would appreciate your looking at it.

Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you. I wonder if we might not put the let-
tt;)r 1;1 the record at this point so we know what we are talking
about.

Senator PACKWOOD. Good. Thank you.

[The letter appears in the appendix.]

The CHAIRMAN. Senator Roth?

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE

Senator ROTH. Well, thank you, Mr. Chairman. I have a state-
ment, a brilliant statement, of course, that I would ask to be en-
tered as if read.

The CHAIRMAN. Without objection.

Senator ROTH. But I do want to emphasize a few points of par-
ticular concern and interest to my State as well as a number of
others. I had the opportunity to discuss these privately with Am-
bassador Kantor while waiting for this meeting to start.

I handed the Ambassador a letter on poultry which was signed
by a total of 20 different Senators. My concern is, Mr. Chairman,
that Canada has a very strict quota on the importation of poultry.
Under our Free Trade Agreement it was agreed that no new tariffs
would be imposed by the countries that are party to it.

However, under GATT they are supposed to “tariffy” non-tariff
barriers on agriculture, such as quotes.

The CHAIRMAN. Tariffication.

Senator ROTH. Tariffication of quota. So what we are worried
about is that when Canada does that on poultry it will end up with
a 280 or 300 percent tariff that will effectively stop increased ac-
cess to that market. I point out that we only sell now roughly $90
million in poultry exports to Canada. That could go as high as $700
million of there were no trade barriers. So we are not talking about
peanuts. My concern is, what are we going to do about to stop this.

The other area of interest is the harmonization of tariffs impact-
ing on chemicals. That is an area where we have a favorable trade
balance. What worries me is that to increase that balance in the
future it is important that we have access to developing country
markets.

What has happened, however, is that America is cutting its
chemical tariffs very substantially but we do not see that happen-
ing in many of the developing countries like India, Brazil, Argen-
tina, Thailand, Indonesia, and Venezuela. These are matters of real
concern to my people back home.

The CHAIRMAN. Thank you.

I am going to ask Senator Conrad and Senator Riegle if they
would indulge our arrangements and give rather brief statements
because Ambassador Kantor has said he has to leave by 1:00.

Senator Conrad, sir.

Senator CONRAD. Well, I will forego my opportunity completely in
the interest of having a change to hear from Ambassador Kantor.

The CHAIRMAN. You are very generous, sir.

Senator Riegle?
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OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A U.S.
SENATOR FROM MICHIGAN

Senator RIEGLE. I will take only 30 seconds, Mr. Chairman. I
want to emphasize the urfency of pressing hard in the discussions
with the Japanese. Our bilateral deficit this year with them will be
about $60 billion in their favor. That is about $5 billion a month
leaving our economy and going to theirs.

I know they have been very stubborn and unforthcoming in these
talks. I just urge you to press very hard. It is not just an American
problem. I am told that their current account surplus this year for
the whole world will be about $130 billion, with half of that rough-
ly co:}ll\ins from us, out of our hides, I would hope you would press
very hard.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Riegle.

Ambassador Kantor?

STATEMENT OF HON. MICKEY KANTOR, U.S. TRADE REP-
RESENTATIVE, WASHINGTON, DC, ACCOMPANIED BY AMBAS-
SADOR SCHMIDT

Ambassador KANTOR. Thank you very much, Mr. Chairman. I
will l:f similarly brief if I could submit my entire statement for the
record.

The CHAIRMAN. Your entire statement would require until 4:00
this afternoon. So I think it will be just as well.

[Th?:li pr]epared statement of Ambassador Kantor appears in the
appendix.

f he CHAIRMAN. But do not be brief, tell us what you think we
need to know.

Ambassador KANTOR. I hope I will have the opportunity, and I
assume that I will, to come back and be even more detailed.

The CHAIRMAN. You most certainly will.

Ambassador KANTOR. Let me address just one question quickly
that Senator Packwood raised. The paper agreement in the Round
Agreement is not tied to the wood agreement or lack thereof. So,
therefore, the zero tariff phase-out on paper stands, regardless of
what happens in the wood sector.

Senator PACKWOOD. And there is no likelihood that the EC might
retrench on that if we do not go to zero?

Ambassador KANTOR. There is no indication that is going to hap-

en.
P Senator PACKwoOD. Thank you.

Ambassador KANTOR. Mr. Chairman and members of the
ommittee, I appreciate the chance to be here today to discuss the
successful conclusion after 7 long years of the Uruguay Round in-
volving 117 countries.

The administration believes that the Round, when implemented,
will justify the years of hard work and frequent disappointment
that has markec{ the 7-year negotiating history. It is the largest,
broadest trade agreement in history and is shaped to the strengths
of our economy.

The United States is uniquely positioned to benefit from the
Round and the new world trade system it will create. U.S. workers
will gain from significant new employment opportunities and addi-
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tional}tshigh-paying jobs associatcd with increased productions from
exports.

.S. companies will gain from significant opportunities to export
more agricultural prcducts, manufactured goods and services.

U.S. consumers will gain from greater access to a wider range of
lower priced, higher quality goods and services. As a nation we will
compete. We will not retreat and we will prosper.

This historic agreement will (1) cut foreign tariffs of manufac-
tured Eroducts by over one-third, the largest reduction in history.
It is about 37 percent worldwide. It protects the intellectual prop-
erty of U.S. industries such as pharmaceuticals, entertainment
products, and software from piracy in world markets.

It ensures open foreign markets for U.S. exporters of service,
such as accounting, advertising, computer services, tourism, engi-
neering and construction. It greatly expands export opportunities
for U.S. agricultural products by limiting the abiﬁty of foreign gov-
ernments to block exports through tariffs, quotas, subsidies and a
variety of other domestic policies and regulations.

It assures that developing countries live by the same trade rules
as developed countries. It creates an effective set of rules for
prompt settlement disputes, thus eliminating shortcomings in the
current system which allowed countries to drag out the process and
to block judgments they did not like.

We look forward to working with you and this committee this
spring as we prepare the legislation to implement the Round. We
hope the Congress will agree to ratify the Round as soon as pos-
sible, meaning in 1994.

Let me say, and let me reiterate, or at least ratify the statements
made by Senator Baucus, first, regarding the bipartisan nature of
how we have operated in trade. This has been true for many years
in the past, not only since I have been the U.S. Trade Representa-
tive, which the administration appreciates and it is certainly wel-
comed. We will continue to operate in that fashion.

Number two, no trade agreement of this size is the product of
one administration or one Trade Representative or one President.
This has spanned three Presidents and three Trade Representa-
tives.

And last, but certainly not least, this committee and this Con-

ess have been instrumental, including your involvement, Mr.

hairman, in Geneva with members from both sides of the aisle as
well as from the House and the Senate in making it clear to the
European Community and to others that we wanted a good agree-
ment, not just any agreement. Your advocacy in Geneva, especiall
24 hours before I arrived there to work with Ambassador Schmidt
to ﬁﬁlish the Round, wds critical; and we appreciate that very
much.

I look forward to your questions and look forward to working
with this committee as we develop the implementing legislation
and the statement of administrative action, and look forward to
ratification this year.

Thank you, sir.

The CHAIRMAN. Thank you, Ambassador. . o

I am going to put three questions in sequence. I think this is
what the committee will want to hear. First, we had left Geneva,



you might say, with the understanding that this was a measure,
this trade agreement would go into effect on July 1, 1995, following
a meeting of Ambassadors and Trade Ministers in Marrakesh, Mo-
rocco this April is to sign it.

Now we hear you telling us you would like us to do it this year
80 it can go into effect sooner. Perhaps you will comment on that.

Second, there is this matter of how do we “pay” for the lost tariff
revenue over 5 years. It is an anomaly. If we lose tariffs, it is be-
cause trade has increased. If trade has increased, it means reve-
nues of American firms have increased.

And, therefore, revenues to the Federal Government will have in-
creased more than the loss in tariffs. And yet we have a statement
from Senator Packwood, as you know Senator Dole is a member of
the committee, Senator Domenici is ranking member of the Budget
Committee, and Senator Danforth saying no, we have to find the
money.

And finally, the issue of subsidies, which has been raised by Sen-
ator Danforth. I do not mean to hold off any other questioning, but
I think these are the questions that we would like to hear you re-
spond to, and the first one in particular because it has to do with
our schedule.

Ambassador KANTOR. Thank you very much, Mr. Chairman.
First of all, the reason that July 1, 1995 was considered to be the
date that would be the implementation date for the new World
Trade Organization was because the Japanese had indicated they
could not ratify the World Trade Organization in 1994 due to the
procedures in their Diet.

The Japanese have now indicated it is not only possible, it is
probable they will ratify this agreement in 1994,

The CHAIRMAN. They will call a special session in their Congress.

Ambassador KANTOR. They will call a special session and they
will calendar this agreement and it is indicated will ratify it.

That being the case, it was our judgment in the administration,
subject of course to the consent of this committee and the Senate,
and of the House, that the United States should not be the one lone
country in the world holding up the implementation of the Uru-
gu&?r Round.

e believe the Round to be in the best interest of the United
States economically. The sooner the implementation the sooner we
will get the benefits of the Round, including for a number of indus-
trial sectors in which most countries agreed to zero tariffs, and also
including increases in agricultural exports, protection of intellec-
tual property and the services agreement.

So we believe that it is important that we not hold up the Round
or be seen to be doing so, and that we ask the Congress to ratify
it in 1994.

The CHAIRMAN. So you want this committee to work out what
could be very complex legislation—health care, welfare, unemploy-
ment insurance, GATT, what else?

Senator PACKWOOD. Is that not enough?

The CHAIRMAN. No. We have the problems of Social Security pay-
ments for domestic workers and we had those extended. That is all
righi. We are here. That is what we get paid for. Fine. So that is
a decision that has now been made. [Laughter.]
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When we last met you, the administration had not made it. It
has now done.

And the matter that Senator Packwood raises: Is it about $11 bil-
lion you are talking about?

Ambassador KANTOR. Well, we are trying to come up with an
exact figure.

The CHAIRMAN. You have not got a number yet?

Ambassador KANTOR. We have not. But it is in that range. And,
of course, Director Penetta is trying to work that out right now.

I have seen your letter, Senator Packwood. I really have no argu-
ment with the letter at all. It is clear under the pay/go rules we
are going to have to pay for the reduction in tariffs. It is interesting
to note that our economists estimate we will collect at least $3 in
Federal revenue for every dollar in tariff cuts under the Uruguay
Round. But that is not al?,—

The CHAIRMAN. Have you got——

Ambassador KANTOR. I am sorry, sir.

The CHAIRMAN. There is such a study?

Ambassador KANTOR. There is a study being done by the Insti-
tute of International Economics. When it is completed, we are con-
fident that it will indicate a similar favorable ratio between reve-
nue gains and revenue losses.

The CHAIRMAN. Oh, good. I will look forward to seeing that.

Ambassador KANTOR. That will obviously be very helpful for your
budgetary concerns in not only this, but in other areas as well.

The CHAIRMAN. Do you want to say that once more? I interrupted
you. Do you want to say once again what you think that study will
estimate?

Ambassador KANTOR. They estimate—now, this is not an admin-
istration estimate—that Federal revenues will increase $3 for every
$1 in cut in tariffs under this agreement, as well as other trade
agreements.

However, we understand the rules and the rules are that you
cannot in a static budget concept count that. Therefore, after we es-
timate as accurately as we can the cuts, we are going to have to
find a way to pay for that. We are already looking for offsets.

We look forward to working witn the committee, as well as the
House side, in trying to work this out. It is always difficult. It was
under NAFTA, and of course it was much smaller under NAFTA.
It will be very difficult and a very tight budget to do that.

Obviously, the administration believes that it is in the best inter-
ests of the country that we find the offsets in order to implement
the Round because of its importance to our economic future.

The CHAIRMAN. All right, sir.

Ambassador KANTOR. And last is the subsidies question. Let me
just start off by saying, without getting into great detail—because
{ know Senator Danforth will want to get into detail, and I am
happy to do so without taking too much time here—for the first
time under this agreement we define certain key terms such as
subsidy and serious prejudice which will help put into operation
multilateral rules and disciplines over subsidies. We do not have
that right now.

Under the Tokyo Round 1979 subsidy agreement, as you know,
most of the language is hortatory at best. We papered over dif-
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ferences. It really has not been an effective discipline on subsidies;
I think there is general agreement as to that.

Second, this new subsidies agreement prohibits export subsidies
and subsidies contingent on the use ofp domestic over imported
goods. Moreover, the coverage of export subsidies includes de facto
export subsidies that are tied to exports or export earnings in prac-
tice, even if not in law.

It creates a special presumption of serious prejudice where the
ad valorem subsidization of a product exceeds 5 percent; subsidies
are provided to cover operating losses of a specific industry; sub-
sidies are provided on more than one occasion that covers operating
losses of a single firm; and subsidies are provided for debt forgive-
ness.

It defines and strengthens the general procedures for showing
when serious prejudices exist in foreign markets, even when there
is no presumption. These improvements include effective proce-
dures tor obtaining information on adverse trade effects in foreign
markets.

It subjects all but the least developed countries to export subsidy
phase-out obligation and accelerates such phase-outs in cases
where a developing country has achieved global export competitive-
ness in a particular product sector.

As you know, it sets up four different categories. There is the red
which covers subsidies that are not allowed. There is what they call
the dark amber. There is the yellow, which is countervailable. And,
of course, there is the green. There are three areas in the green
category that are noncountervailable under certain limited cir-
::iumsltances. I think that is what we will be talking about in great

etail.

The CHAIRMAN. What Senator Danforth calls the green lighting.

Ambassador KANTOR. The green lighting, yes, sir.

The so-called green, yellow, dark amber and red were categories
developed under two previous administrations. That is not a defen-
sive statement. We agree with those categories. But three adminis-
trations now have supported this.

Let me indicate though—for the first time we are going to have
real discipline on subsidies under a dispute settlement mechanism
in the GATT that works, and we also have our trade laws.

It is the administration’s strong Jaosition that this subsidy code
is in the best interests of the United States and the exception—the
green category—which is narrowly drawn, subject to a 5-year sun-
set, make great sense for not only our country but great sense in
the GATT. )

The CHAIRMAN. There is a 5-year sunset on these color codings?

Ambassador KANTOR. On the green category and on some other
aspects of the subsidy code as well. Since this is a consensual orga-
nization, if any one country—in our case the United States—does
not agree with continuing the green category for, let us say, re-
search subsidies, if that were the case in a theoretical situation,
then if we did not agree, the green category for research would not
be in effect § years from now.

The CHAIRMAN. I see. And by organization, my last comment just
to b;z clear, you are talking about the new World Trade Organiza-
tion?



11

Ambassador KANTOR. Yes, I am, sir.

The CHAIRMAN. For which we are deeply grateful. It is a term
you can understand—multilateral hexagonal. [Laughter.]

Ambassador KANTOR. We made sure that we were strictly sen-
sitive to the Chairman’s great advice in changing the name from
MTO to WTO.

The CHAIRMAN. Senator Packwood?

Senator PACKWOOD. Mr. Ambassador, first I have a question
from Senator Dole. Mr. Ambassador, you are well aware of the re-
cent GATT dispute settlement panel ruling that found the Euro-
pean Banana Policy to be discriminatory. To my knowledge, the EC
has not indicated a willingness to allow adoption of the ruling. The
European policy harms U.S. companies. It is that simple.

Now the new Uruguay Round rules will require countries to
change some of their practices. My question is this: Could you de-
velop a strategy that will prevent the EC from continuing to dis-
criminate against U.S. banana companies in the guise of “reform”
under the Uruguay Round rules?

Ambassador KANTOR. We have worked very hard with our Latin
American neighbors, including working with them in this GATT
case, in an attempt to persuade the Europeans in every way pos-
sible to make sure that the banana policy which discriminates
against Latin American nations and against our own companies
was discontinued. They have refused to do so.

One of the great strengths of the Dispute Settlement Mechanism
under the World Trade Organization is that you cannot block a dis-
pute settlement ruling as you can now. The problem with the Dis-
pute Settlement Mechanism now as you know, Senator, is you can
block a ruling as the Europeans look like they are going to do in
this case. Therefore, it cannot go into effect and you cannot take
trade action against them for this pernicious policy they have im-
plemented.

We are trying to work closely with our neighbors to the south in
order to deal with this concern. There has been, as you know, some
split of opinion among our Latin American neighbors about how to
deal with the European countries on this issue. Some of the coun-
tries have indicated they would make a separate deal with the Eu-
ropeans. It has undercut our strong advocacy for the Europeans to
end this practice.

As of now we have had very little success in opening up this Eu-
ropean market or dealing with this policy. We will continue to work
hard to try to do so.

Senator PACKWOOD. Let me ask you an unrelated question. I am
not going to pursue subsidies. You are going to hear that enough.
I am assuming you are going to pursue the Japanese on wood when
you meet with them. )

Ambassador KANTOR. We already have. Ambassador Schmidt
had meetings in Geneva just last week, and pursued that.

Senator PACKWoOOD. Good. .

Ambassador KANTOR. I have pursued it in Tokyo along with the
framework agreement and along with the other Uruguay Round
areas in which the Japanese Government has not been forthcom-

ing.
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I would like to report to you that I had great success. I have to
report to you that there was no movement whatsoever. The Japa-
nese Tsition is that they will cut tariffs on wood by 50 percent
over the first 5 years and then will take a look at the situation at
that time and make a decision whether to cut 50 percent more—
or to zero—in the second 5 years.

Senator PACKWOOD. Of course that is what they said they would
do in the 301 challenge 3 or 4 years ago. They promised to do the
50 percent when GATT went into effect. They have not even quite
done the 50 percent. But I know we were expecting more.

The CHAIRMAN. Well, you have to agree they are consistent.

Senator PACKWOOD. They have not budged.

The CHAIRMAN. But they always say 50 percent.

Senator PACKWOOD. Except this is an itsy-weeny bit less than 50
percent now.

You are familiar with the long running Canadian softwood lum-
ber dispute.

Ambassador KANTOR. Yes, sir.

Senator PACKWOOD. And the bi-national panel has applied the
wrong law. And, of course, we are entitled to appeal under the ex-
traordinary challenge appeal. Do you plan to do so?

Ambassador KANTOR. Number one, it is my present intention—
and I am going to tell you that the situation has changed to a small
extent—that we would ask for an extraordinary challenge commit-
tee. We do not believe the ruling is correct.

It is unfortunate for many reasons. It broke strictly on country
lines. As you know, the three Canadian participants voted——

Senator PACKWOOD. And there is no question they did not apply
the correct law.

Ambassador KANTOR. There is no question in our mind here in
this country and we agree with you.

Let me just make one other observation. There are allegations
that two of the Canadian members had conflicts of interest. With-
out characterizing those conflicts, let me indicate that we are at-
tempting to wind back these proceedings on that basis. So we may
go back to the panel proceeding. We believe it to be the case and
we are now in those discussions.

Senator PACKWOOD. Thank you.

Mr. Chairman, I have no more questions.

The CHAIRMAN. Thank you, Senator Packwood.

Senator Baucus?

Senator BAucus. Thank you, Mr. Chairman.

Ambassador, I want to compliment you on making some progress
on agricultural export subsidies. As I understand it, reduction is
about 21 percent reduction in agricultural export subsidies.

I am concerned, however, because I hear what is more than a
rumor within the administration of its intention to cut Export En-
hancement Program beyond what would otherwise be required
under the Round agreement. As you well know, because the United
States in the 1990 Farm Bill and subsequent actions made cuts
equal to, if not greater than, the 21 percent that other countries
must make under the agreement of export subsidies. )

As a practical matter, the United States need not cut any of its
Export Enhancement Program. But nevertheless, I hear that the
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administration is considering going ahead anyway and cutting the
export enhancement or recommending a cut.

I strongly urge you to resist that. You know as well as I that we
Americans spend about $1 of export subsidies for every $10 that
the European union spends on export subsidies. It would be an out-
rage, frankly, if the administration were to further recommend or
move to cut export enhancement. Your reaction? Or more, your as-
surance that you are going to resist.

Ambassador KANTOR. Of course, the administration is operating
with a very difficult budget situation. The Export Enhancement
Program has been very effective in many areas for our agricultural
community, including most recently, I believe, in opening up again
the Mexican market for U.S. wheat in which the Canadians had
taken unfair advantage of their subsidies for wheat and took over
a large share of that market within about 24 months, as you know.

As far as export subsidies are concerned, the fact is Europeans
have to cut 21 percent by volume, but 36 percent by budget outlay,
over 6 years and cut internal supports by 20 percent. We already
cut our internal supports, as you know, in the 1986 to 1990 period
substantially.

Therefore, we will not have to cut at all since the 1986 to 1990
period of the budget is the base period. So, therefore, they will have
a much greater cut than we will have in the agricultural area. It
is quite substantial in fact. And because of tariffication and mini-
mum and current access the European markets will be much more
open to U.S. products—for grain specialty products, fruits and
vegetables, as well as meat. So we have done quite well in the agri-
cultural area in terms of the Uruguay Round.

The cuts in the EEP program, we believe, are not such that they
would harm the program or harm U.S. agriculture. We believe that
because of these cuts in the Uruguay Round subsidies are going to
go down, especially in the European Community, and we will re-
main competitive, if not more competitive than we are today.

Senator BAUCUS. Are you saying that the administration will rec-
ommend further EEP cuts even though under the agreement the
United States not is obligated to do so?

Ambassador KANTOR. One thing I have learned is that that is
someone else’s portfolio. I will let Secretary Espy answer that ques-
tion.

All I would say here is, one, we are winners—U.S. agriculture—
in terms of subsidy export, as well as internal support subsidy cuts.
Number two, the Uruguay Round tariffication grocess is very help-
ful to U.S. agriculture. Number three, the EEP program has been
very effective and I expect it to continue to be so.

Senator BAucus. I urge you to counter any efforts along those
lines. I also want to associate myself with the questions of Senator
Packwood with respect to processed wood products. ) )

It is really ridiculous that the Japanese have not given in on
that. It is a problem we have been pursuing for years now.

Second, I want to associate myself with the pending question of
Senator Danforth with respect to subsidies. _

I might say though I urge you to also take another look with Sec-
retary Espy on a potential Section 22 with respect to Canadian
grain. As you know, the USDA has concluded that the unfair, ex-
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cessive subsidies of Canada, rail shipment subsidies and their
Wheat Board, amount to about $600 million that the American tax-
payers have raid over the last 4 years.

As you well know, we are attempting to negotiate an agreement
with Canada, a volume cap that makes sense. I urge you to com-
municate to the Secretary that unless that agreement is concluded
it addresses what amounts to roughly $600 million in 4 years. That
is the fair amount that we are going to have to take appropriate
action to stop those unfair subsidized shipments.

Ambassador KANTOR. We agree with you wholeheartedly. As you
know, we have had very difficult negotiations with the Canadians
on this situation. They are continuing. But they will not continue
forever.

Senator BAucUS. One quick question. I see my time is expiring.
What effect, if any, will the Round have on our ability to use Sec-
tion 301, Special 301 or about to be Super 301?

Ambassador KANTOR. It will make them more effective.

Senator BAUCUS. Any limitations?

Ambassador KANTOR. Let me explain that. Only the limitation
that currently exists in the law. The limitation we currently have
is that when we take a 301 action involving a GATT covered item
and a GATT covered country, then, of course, we must go to the
GATT after we have a 301 investigation and determine if we
should take action.

That continues. Of course, we will have to go to the New World
Trade Organization. But, one, there is a better dispute settlement
mechanism. The fact is that it has strict time limits on not only
the imﬁlaneling of a panel to hear the dispute, but on their time
for making a decision and on appeal. Two, it cannot be blocked.
Ax(lid, three, you can engage in cross-retaliation, which we cannot
today.

So in the intellectual property—

The CHAIRMAN. Would you explain “cross-retaliation?”

Ambassador KANTOR. Yes, Mr. Chairman. It is important. Take
intellectual property. We are the world leader, whether it is phar-
maceuticals or computer software or movies or compact discs. Be-
cause we are the world leader, if you could not cross retaliate into
ano:her sector, we would have to retaliate only in that sector where
we nad a successful ruling.

There would be so little imports into the United States that re-
taliation would have little if any effect. With cross-retaliation, we
could go against the country who has been found wanting in this
area and go against something where they do, in fact, export to the
United States a very large amount of product and we could be more
effective. So, therefore, that is helpful.

Last, but not least, 301, Special 301, any other 301 actions we
mi%ht take or implement in terms of law, either by executive action
or by this Congress—when it is a non-GATT covered item or a non-
GATT covered country, such as China or Taiwan, for instance, or
a non-GATT covered situation, such as keiretsu practices in Japan,
we could still go with 301 unilaterally and would not have to go
to the GATT or World Trade Organization.

Senator BAucus. Thank you.

Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you, Senator Baucus.

Senator Danforth?

Senator DANFORTH. Thank you, Mr. Chairman.

Mr. Ambassador, you understand the point, my point, that if a
trade agreement absolutely were to close down, let us say, three
different types of subsidies but open the door to a different kind of
subsidy because of the fungibility of money, the fungibility of the
way in which government can help an industry it would create real
problems. The subsidy would simply seek the open door. You un-
derstand that?

Ambassador KANTOR. I understand what you said. Yes, sir.

The CHAIRMAN. Senator, you know, if you said it one more time.
I think it is an important statement and I think we ought to all
get your point.

Senator DANFORTH. Well, I mean to list various ways in which
we mi%ht improve our situation with respect to combating or outly-
ing subsidies is really not an answer if at the same time we open
up new possibilities for subsidy. In other words——

Ambassador KANTOR. If that were the case, if that were factually
the case, I would agree. I think we probably disagree on the factual
situation to some degree, not totally.

Senator DANFORTH. All right. But you understand the concern.

Ambassador KANTOR. I understand your concern.

Senator DANFORTH. If I am correct, if you open up Door D and

" close Doors A, B, and C, you can have a real problem.

Ambassador KANTOR. You may or may not.

Senator DANFORTH. Right, you may or may not. All right. Well,
no, I do not think I agree with that. I think you have a real prob-
lem. [(Laughter.]

Ambassador KANTOR. I was hoping, Senator.

Senator DANFORTH. Yes. I think you do have a problem.

Now, let me just ask you this. There is no doubt, is there, that
we have o eneé up new doors for potential government subsidy of
industries?

Ambassador KANTOR. No, we have not.

Senator DANFORTH. All right.

Ambassador KANTOR. No new doors.

Senator DANFORTH. Now let me ask you this——

Ambassador KANTOR. We have just not closed every door to every
potential subsidy. We have kept the door open in three very limited
prescribed areas.

Senator DANFORTH. All right. But we have opened doors that
heretofore not been opened, have we not?

Ambassador KANTOR. De facto they had been opened because of
the weakness of the 1979 subsidies code. No one has taken counter-
vail actions in the areas we are talking about. So, therefore, they
remained oBen. _

Senator DANFORTH. So it is your argument that basically these
changes in the subsidies code really do not do anything?

Ambassador KANTOR. It is my argument that they protect cur-
rent U.S. programs which are the largest—we have the largest re-
search subsidies of any nation in the world by far and it protects
these very important programs which have made us more competi-
tive and more productive as a country.
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Senator DANFORTH. Well, then you think that our subsidies pro-
grams for research are important?

Ambassador KANTOR. Oh, I think they are critical.

Senator DANFORTH. Right. Now in addition to financial subsidies
this trade agreement opens up the possibility for nonfinancial sub-
sidies, correct? That would now be violations of GATT.

Ambassador KANTOR. Well, in these areas, for the limited pur-
poses that [——

Senator DANFORTH. No, no, no. I am just talking about right now
nonfinancial subsidies or violations. Whereas, under this agree-
ment, if it is a nonfinancial contribution to an industry, it is not
countervailable. It is permissible. It is not concluded any more in
the definition of subsi(f;.

Ambassador KANTOR. De facto subsidization—de jure or de facto
are both covered and are disciplined under this code.

Senator DANFORTH. Let me give you an example. Right now the
Canadian prohibition on the exportation of raw timber, logs, is a
countervailable subsidy, correct? It would not be under the new
agreement. In other words, this agreement changes something. It
creates the possibility that does not now exist lawfully for non-
financial subsidies.

Ambassador KANTOR. In fact, if it is considered to be a de facto
subsidy, in fact, it could be countervailable. In the particular case,
I would have to get back to you, and for the record, and answer
tl}:e question. It is very specific. Obviously, I would have to look at
that.

Senator DANFORTH. Right.

_ Mr. Chairman, I really hope that we can get into the subsidy
issue.

The CHAIRMAN. Yes.

Senator DANFORTH. Because even now the light is off and I have
barely begun. I would just like to suggest that this agreement
opens the door to industrial policy where that door is not now open.
And that the effect is that our government, as a matter of policy,
is going to have to make a choice. And the choice is, we are going
to enter into this area of subsidies where they are not now permis-
sible or we are going to lose out. And if we enter into it, that is
a big policy decision.

Now the Ambassador in answer to the letter that I wrote him,
I and others wrote bim, one of the questions was, “Does the admin-
istration intend to embark on its own subsidy program to match or
exceed forzign subsidies? If so, how much money does the adminis-
tration intend to devote to its industrial policy?”

The answer is, “The administration does not intend to embark on
any such subsidy program.” That is a very important answer. But
if the administration does not intend to embark on its own subsidy
program, I would contend that Airbus is going to be the model of
what is going to be happening in industry after industry. We are

just going to be losing out.

I really think it is important for us to have a chance to really
understand what is involved with this agreement.

The CHAIRMAN. Senator, can we not agree that we will have a
full morning session on this subject, with a fair amount of ex-
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change, what you attorneys call discovery, telling each other what
you are going to ask.

Senator DANFORTH. Right.

The CHAIRMAN. Good.

Ambassador KANTOR. If I might, Mr. Chairman, with all due re-
spect to the committee, just a couple of words. I would like to sup-
ply for the record a number of things here. One is the Industry Sec-
tor Advisory Committee Report for the Electronics Industry. It
clearly supports what we have done for research subsidies.

Second, statements of support from the National Association of
Manufacturers, Boeing and the American Business Conference.
These are just a few of the statements in support of what was done
in this limited area.

A chart showing 665 of research and development agreements in
every State of the Union, which would be protected by what we did
in th(ei so-called green lighting category. I will supply that for the
record.

Ambassador KANTOR. Let me make one comment, not to take the
committee’s time.

The CHAIRMAN. It is your time you are taking.

Ambassador KANTOR. Yes, and I apologize.

So we do not mix apples and oranges—what happened in Airbus
was equity infusions, production and marketing subsidies for the
most part; up to $26 billion. These would all be disciplined under
this agreement.

What is done under the new World Trade Organization is to
green light only research subsidies, basic and applied, in a manner
that will protect very important continuing U.S. programs. We are
the largest subsidizers of research, both basic and applied, working
with industry, in the world—by far. We far exceed, we double,
Japan on civilian alone and more than that when you add defense.

The fact is that the United States has become more competitive,
more productive. Qur workers have become the most productive in
the world because we have engaged in this kind of help for private
industry in research on a partnership basis.

By raising the percentage of permissible government support and
changing the wording only to a small degree, we have basically pro-
tected these programs against attack as countervailable duties,
which is critical, I think, to the future competitiveness of the coun-
try.
Senator DANFORTH. Mr. Chairman?

The CHAIRMAN. Yes, Senator Danforth.

Senator DANFORTH. I could also put into the record numerous
statements of, for example, the Labor Advisory Committee, the In-
dustrial Policy Advisory Committee, the Lumber and Wood Prod-
ucts Advisory Committee and so on who have raised real concerns
about what you have done with respect to subsidies.

I do think that the last comment by Ambassador Kantor was
very important because that really does get to the basic policy

uestion. Maybe he is right. In other words, it was really an en-
gorsement of the concept that we in government supporting by sub-
sidies various high-tech industries. Maybe Le ic right and maybe
that is what we want to accomplish.
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But I think that is precisely the issue that should be debated on
the merits.

The CHAIRMAN. Right, and will be. Let us restrain entries into
the record just now because we will have panels of those organiza-
tions at our later hearing on this issue.

Senator Roth? We have three Senators to be heard and then you
will be on your way. They will wait for you, I am sure. Do you see
how many people are behind you right now?

Ambassador KANTOR. Unfortunately, I think they will, Mr.
Chairman.

Senator ROTH. Mr. Chairman, in my opening remarks I men-
tioned two matters of farticular concern to my State. I also re-
ferred to the fact that I had handed Ambassador Kantor a letter
signed by 20 Senators. I see Dave Pryor is now here and he is co-
author of this letter on something that we will feel very strongly
about, and that is access, additional access, to the Canadian mar-
ket insofar as poultry is concerned.

What I would like to ask you is do you agree that Canada would
violate its free trade obligations to us if it imposes new tariffs on
poultry? Our concern is that they are going to use the GATT agree-
ment to say that Canada is going to implement tariffication of their
poultry quota system and then we will suddenly be faced with that
and they will say they have no obligation to phaseout the new high
tariffs that are imposed.

So what I would like to know, Ambassador Kantor, what is the
status of our bilateral discussions with Canada and what are you
doing to insist that Canada offers greater new export opportunities
for poultry from the United States?

Ambassador KANTOR. The status is tense. The Canadian Free
Trade Agreement regulates our agricultural relationships with
Canada—as you know, that continues in force even with the
NAFTA. Canada has agreed to tariffication of the Uruguay Round.
When that goes into effect and they tariffy us, since all tariffs uﬁo
to zero under our Canadian Free Trade Agreement, they would
have no tariffs and no nontariff barriers to poultry, dairy and other
things under what they call their Section 11 programs.

The fact is that that would be somewhat difficult for those Cana-
dian industries. We are in discussions right now. They, of course,
are very concerned about it. They are trying to seek relief from
that situation. That is the discussions and the negotiations we
talked about earlier today.

Also at the same time, we are discussing Canadian wheat access
into the United States. So there is some connection between those
two discussions as we talked about earlier.

Senator ROTH. I cannot stress too much, Mr. Ambassador, the
importance of this matter. We are talking about a potential market
of 5700 million. We are talking about the creation of thousands of
new jobs, so that to me as I review the GATT proposal, this will
be a key factor.

Let me turn now, because I know the time is drawing late, to an-
other matter of great concern. That is, chemical market access. As
you well know, of every $10 of exgorts, $1 is chemicals. It is a fa-
vorable balance that we have in this industry and, of course, if we
are going to do something about our overall imbalance, it is critical
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that we be able to do something about those areas that we are com-
petitively global.

My concern is that we are not opening up the market in respect
to certain key developing countries, and that these countries are
going to end up with very high tariffs that will effectively block
greater U.S. export opportunity, and that in turn will dampen any
olglportunit for increasing exports in this area. Where are we on
this and what can we do about that?

Ambassador KANTOR. First of all, we secured full or nearly full
participation from 24 countries, including the European Union, in
that; of course, we also hope opened markets with all the countries
we have a free trade agreement with.

Second of all, we secured cuts up to 50 percent below the ceiling
binding level in Brazil and Argentina, altﬁough we are continuing
to work with them to get even further cuts.

The U.S. depth of cut was only 27 percent, which is lower than
our average cut of 34 percent. So for the most part we received
great cooperation and almeost full participation.

The countries where we got full chemical harmonization rep-
resent 70 percent of our trade in chemicals. So obviously we are
now working on those other countries to get full chemical harmoni-
zation.

Senator ROTH. But it is those other countries that are in many
ways the growth area. You are talking about Brazil. You are talk-
ing about Argentina, India, Thailand, Indonesia, Malaysia, and
Venezuela. These are fast growing countries. What bothers me is
what are we doing to open up those markets.

Ambassador KANTOR. As you know, all of these are bilateral ne-
gotiations. In fact, I am seeing the Indian Ambassador next week.
We are trying on a bilateral basis to open these markets even fur-
ther than they have been. In some of these cases, as you know,
there are historic problems in opening their markets, not only in
this area, but in others.

That does not mean we have given up. We have until March 31
when the final offers are in. As you know, even though this is a
multilateral organization, all of the negotiations are bilaterai. That
is why it becomes so complicated.

But let me indicate again—we have agreements with 24 coun-
tries, representing 70 percent of our trade. We have made great
progress. We hope to make more.

Tire CHAIRMAN. And the final agreement is still open in this re-

ard?
& Ambassador KANTOR. Yes, until March 31.

The CHAIRMAN. That is important. Thank you, Senator Roth.

Senator ROTH. The only comment I would make is that to me it
is important that major fast developing countries should take the
burdens of the new a?eement as well as the rights. That is very
fine with 70 percent of the countries we have covered in the chemi-
cal tariff harmonization agreement, but what about these new de-
veloping areas.

Ambassador KANTOR. I could not agree more. Trade is a two-way
street and that is the way it should be conducted. Thank you.

The CHAIRMAN. Thank you, sir.

Senator Boren?
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Senator BOREN. Thank you, Mr. Chairman.
I think Senator Pryor is not going to ask a question, but wants
to make a brief statement. So let me yield to him first.

OPENING STATEMENT OF HON. DAVID PRYOR, A U.S. SENATOR
FROM ARKANSAS

Senator PRYOR. I would just take 30 seconds, Mr. Ambassador.
Thank you, Senator Boren.

I want to share in the remarks expressed by our colleague, Sen-
ator Roth, with regard to the Canadian poultry situation. A letter
will be coming to you, Mr. Ambassador, and we appreciate your
personal attention to it.

By the way, Senator Boren wants to be added, Senator Roth, as
an original co-author of the bill.

Senator ROTH. Give me the letter back. [Laughter.]

Senator PRYOR. Put Senator Boren on there, please, Mr. Ambas-
sador. We appreciate his support for this concern.

Ambassador KANTOR. With his permission, I will sign his name
to it.

Senator PRYOR. And second, Mr. Chairman, I ask permission
that my full statement be placed in the record.

The CHAIRMAN. Without objection.

.['I]‘he prepared statement of Senator Pryor appears in the appen-

X.

Senator PRYOR. And third, I want to differ with Senator Dan-
forth’s statement regarding industrial research. Investment in in-
dustrial research and development is the cornerstone of our entire
defense conversion effort in this country at this point. It is very
necessary that we keep the industrial R&D subsigyo language and
keep forging forward and we thank you.

Thank you, Senator Boren, for your courtesy.

The CHAIRMAN, Thank you, Senator Pryor.

Senator Boren?

Senator BOREN. Thank you, Mr. Chairman.

I want to compliment you, Ambassador Kantor, on the overall job
you have done. I think that in nearly all cases you have been a
tough but fair negotiator for us and you have done a good job. that
does not surprise me.

I am concerned about the subsidy question. I have to be honest
with you. I am going to withhold judgment on GATT until we re-
solve the question. I have read the Advisory Committee on Trade
Practices and Negotiations Report to the President warning about
the possible abuse of this new category of pre-competitive develop-
ment activity. I worry whether it is narrowly enough defined given
our budgetary constraints.

-1 note that the budget calls for a freeze on reimbursement on
academic research, academic-based research, for example. While we
talk a lot about encouraging research, we are not in all areas in-
creasing our support for research, we are decreasing it.

So I share some of the concerns thai Senator Danforth has
raised, that we may have really damaged ourselves here in terms
of opening the door to possibilities for which we do not have suffi-
cient budgetary resources or the will. That is the other question.
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Do we have the will to support some of these activities at a level
that some of our competitors will have?

I am concerned about that. Two quick questions. One, when we
say the ﬁreen lighting sunsets after 5 years, does it become a red
tl_glt:?or ves it just become a neutral situation we have to renego-
iate?

Ambassador KANTOR. Well, it would become either, red or amber,
d?endmg on whether it was as export subsidy or a domestic sub-
sidy. It would be countervailable I think is the best way to answer.

Senator BOREN. It would be countervailable.

Ambassador KANTOR. Unless all countries agreed to either con-
tinue the green category or to modify it in some way.

Senator BOREN. Would we have the ability if we found we have
made a mistake to rethink our position at that time?

Ambassador KANTOR. Well, to veto it, in fact.

Senator BOREN. To switch, although that is still a worry.

Let me ask, this really does to me represent quite a turnaround

of the policy our government has followed and the (f)olicy that the
Congress has followed in the past on moving toward tightening up
an(;l preventing subsidies and tightening up the definition of the old
code. .
Why was Congress not consulted about this or why was there not
more of a public debate, because it does seem to be a major depar-
ture in policy before this decision was made? It could not just all
of a sudden—I mean, this is an important policy that really goes
to whether or not the country is going to embark on something of
an industrial policy at a time when we are under budgetary con-
straint and also an environment, in which the American public and
Congress have not shown much appetite for what might be called
an industrial policy in the past.

I am not arguing the merits or demerits of it. I just do not want
us to allow others to have an industrial policy if we do not have
the stomach for it ourselves. That is one of my worries.

I just wonder, why was this not publicly aired, and why was it
not aired more openly with Members of Congress and this commit-
tee? This is the first I knew about it.

Ambassador KANTOR. Well, as early as 1988 under the Reagan
administration the categories—green, yellow, amber, and red
lights-—were agreed to.

Senator BOREN. Right.

Ambassador KANTOR. And subsequent to that the language we
are dealing with in the green light category for research subsidies
was agreed to under the Bush administration.

Number three, on November 22 I received a letter from a large
number of Senators and Members of the House from both parties
supporting, in fact, a limited—which we have done—a very limited
green light for research subsidies since we are the greatest re-
search subsidizer in the world.

Let me say that again. We—the United States of America—are
the greatest subsidizer of research, and it has been to our_advan-
tage, which is interesting. This is not industrial policy. It is good,
common sense. )

The fact is whether it is SEMATECH or flat panel displays or
it is a small company in New York with only eight people, Mr.
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Chairman, who developed a new X-ray lens and the money came
50 percent from the Government, 50 percent from their own re-
sources. They have now become a world leader in the technology
for X-ray lenses—eight people.

That is repeated all over this country. Now that does not mean
every program is successful or every grant is well funded. What it
does mean is that we have been big winners in this area. That is
why we are so competitive today in world markets.

So I think we ought to be somewhat careful. What we have really
done is discipline in a very strong way, for the first time multilat-
erally, Senator Boren, development and marketing subsidies, as
well as equity infusions, which characterize the development of Air-
bus. This is something we all have concerns with, and which is
something we do not do as a country.

What we did is to say let us protect what we are doing as a coun-
t? because it is so helpful and let us not allow others—or the Unit-
ed States—get into development or marketing or other subsidies.

When you say pre-competitive development subsidies, that
means applied research. And if the Congress wants to put that into
the implementating legislation, that is what we meant; we would
welcome it. The only reason we called it that was that in order to
get this provision to protect our programs, the Europeans insisted
that we call it pre-competitive development.

Senator BOREN. Just one quick, final comment. I do not dispute
what you said. But I would point out that when you look at the
dollar volume of our research subsidies, most are defense-—a very
large proportion defense oriented as opposed to commercially ori-
ented compared to other countries.

This is not the time for a full debate. The Chairman says we are
going to have an entire hearing devoted to this subject. I think it
1s extremely important that we do that and that we follow through
on that, because I am just not sure that the ﬂgrecompet;itive term
when it comes to commercial operations is sufficient to protect us.

And as has been said, other governments have been much more
willing to use other kinds of subsidies and money is fungible. I am
not at all sure that a lot of this money will—~that if we had been
ahead in the past, we will be ahead in the future. Given our budg-
etary constraints and their ability now to shift some direct sub-
sidies they have been paying other ways over into this particular
category.

We could have a pop-up effect that could put us at a disadvan-
tage unless we really thought it through.

Ambassador KANTOR. Yes. I do not want you to think we did this
without thought. The fact is that there are categories within this
categora' which require you to put the dollars only into direct sala-
ries and in direct equipment use and that is it.

So the pop-up effect, so to speak, which I think is a good charac-
terization, does not become a problem. Let me give you one exam-
ple. Japan spent in 1989 $8.3 billion on research subsidies which
would be green lighted under this. We spent $16.9 billion in the
same area—just civilian, not military. Obviously, military we are
way above that. _ ]

So we are very much you might say in the ball game in this area.
What we did want to do is take very valuable programs, which I
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have put those in the record—I will not bore you with reciting
those—and protect them from countervails by other countries
under this new dispute settlement mechanism which is so effective.

That is what we were trying to do. I think it was well advised.
This administration strongly supports this kind of research subsid
with a public/private partnership. But I think it is a subject well
worth discussing.

The CHAIRMAN. Fine, and we will.

A closing comment from the Chairman of our Trade Subcommit-
tee. Senator Baucus?

Senator BaAucus. Thank you, Mr. Chairman.

I, Mr. Kantor, urge you to place in the record complete docu-
mentation of the assertion you just made, namely that the U.S. ci-
vilian research subsidies are far greater on an absolute basis, but
I take it on a comparative basis than other countries.

I do not think many people would believe that to be true. That
is not the common understanding of the common perception in this
country.

Ambassador KANTOR. It is interest, this comes from the National
Science Board, the numbers here. i

Senator BAucus. The more you can document that, and I urge
you to document it very fully, so that we have a good basis for the
next time we have this subject. ‘)

Ambassador KANTOR. We would ‘be pleased to do that. Thank
you, Senator. -

The CHAIRMAN. And the names of those eight New Yorkers.
[Laughter.]

Thank you very much, Ambassador Kantor, Ambassador
Schmidt. We appreciate this.

Ambassador OR. Thank you. o

The CHAIRMAN. We have a conversation going on here which is
very important. Thank you for the President’s message.

[Whereupon, at 1:18 p.m., the hearing adjourned.]
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FINANCE COMMITTEE SETS HEARING ON URUGUAY ROUND SUBSIDIES ISSUES

WASHINGTON, DC—Senator Daniel Patrick Moynihan (D-NY), Chairman of the
Senate Committee on Finance, announced today that the Committee has scheduled
:het second in a series of hearings on the results of the Uruguay Round trade nego-

iations.

The hearing will facus on the Agreement on Subsidies and Countervailing Meas-
ures. The Committee will hear testimony from both administration and private sec-
tor witnesses concerning the Agreement, which is part of the Final Act of the Uru-
guay Round negotiations.

e hearing will begin at 10:00 a.m. on Wednesday, March 9, 1994, in room SD-
215 of the Dirksen Senate Office Building.

“The Uruguay Round Subsidies Agreement has been the subject of considerable
attention and, it is fair to say, some controversy in the weeks since the negotiations
concluded in Geneva,” Senator Moynihan said. “In particular, several Members of
the Finance Committee have expressed concerns relating to the categories of ‘per-
missible’ subsidies under the Agreement.”

“The Committee had the opportunity to begin exploring this issue with Ambas-
sador Kantor when he testified before us at our first Uruguay Round hearing on
February 8. At that hearing, I indicated that we would devote a full session to this
important subject—both the implications of the ‘permissible’ categories and other
elements of the Subsidies Agreement,” Senator Moynihan added. “This hearmg will
enable the Committee to review the full range of industrial subsidies igsues in detail
with senior Administration officials and other experts on U.S. trade and technology

policy.”

OPENING STATEMENT HON. DANIEL PATRICK MOYNIHAN, A
U.S, SE(I;IATOR FROM NEW YORK, CHAIRMAN, COMMITTEE ON
FINANCE

The CHAIRMAN. A very good morning to our distinguished wit-
nesses and our honored guests. This is the first form hearip(ﬁ to
inquire into the White House strategy for bringing about subsidiza-
tions of some industries at the cost of others. We do not know who

(25)
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is behind this. There have been no subpoenas issued as of yet. But
you never know and Senator Danforth is on the case. [Laughter.]

The subject being very straight forward. We will just have brief
opening statements.

To make the point that we have agreed to the Uruguay Round,
so-called the GATT negotiations, after a long period of some 8
years. But implementing legislation has now to be put in place.
And in this strange world of our budgeting practices this requires
us to find a very large sum of money to make up for the lost reve-
nues that will come from the reduced tariffs an(f, the increased for-
eign trade.

We will be working on the specifics in due time. For the moment,
we are concerned about the provisions of the new agreement on
subsidies. We will hear shortly from our respected and admired col-
league, Senator Bingaman.

But, first, Senator Packwood.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S.
SENATOR FROM OREGON

Senator PACKWOOD. Mr. Chairman, I am delighted that we are
having a hearing on the issue of subsidies today. We have spent
the better part of 30 years, since the Kennedy Round, attemptin
to negotiate down subsidies. Whenever a foreign government woul
have a subsidy against which we could bring an action through a
countervailing duty or dumping action, we would.

The better gart of the Uruguay Round was spent trying to get
agriculture subsidies down and we had some degree of success. But
I think the government has gone backwards when we have not only
allowed, but we have promoted some forms of industrial subsidies
that would not have been allowed under the previous GATT as we
used to call it then, now the World Trading Organization.

Moreover, but for us, these subsidies would not have been in this
Round. It was the United States that was pushing these industrial
subsidies. So I have real misgivings. I have not committed myself
on this Round. I do not intend to. But I have real misgivings about
reversing 30 years of policy when the United States has proven to
the world, and we certainly have now, that if we are given a level
pl%ing field, we can beat anybody.

e can beat them in technology. We can beat them in agri-
culture. We can beat them in manufacturinﬁ. We can beat them in
almost anything. I hate to think, however, that a level playing field
is now going to mean you subsidize, I subsidize, you subsidize, I
subsidize. You raise me, I raise you. You raise me, I raise you.
Until finally we call each other after we have thrown all of our
marks or franks or dollars into the water so that we can all com-

ete with each other on a level playing field, and the level playing
eld is plus 10 for all sides to no benefit.

So, Mr. Chairman, I really am disappointed in this portion of the
agreement and I am doubly disappointed that it was the United
States that pushed this provision into the negotiations when the
other countries, I think, would have been satisfied had we said
nothing.

Thank you. -
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The CHAIRMAN. Well, let us get that record before we finish this
series.

Senator Danforth?

OPENING STATEMENT OF HON. JOHN C. DANFORTH, A U.S.
SENATOR FROM MISSOURI

Senator DANFORTH. Mr. Chairman, let me first thank you for the
hearing. I think it is an important subject and I would like to set
the table, so to speak, for the discussion and I hope to do it in 5
minutes. If I go a little bit over, I hope you will forgive me.

The CHAIRMAN. Senator Danforth, you have the floor.

_ Scnator DANFORTH. Mr. Chairman, first of all, under the legisla-
tion under which this agreement was negotiated and comes to us,
the administration was required to give notices to its intention to
sign the agreement by December 15, which it did. But the agree-
ment has not yet been signed.

The reason fsr that 4-month period of time between notification
and the sisning of the agreement was to permit Congress to weigh
in. After all, international commerce, foreign commerce, under the
Constitution is a responsibility of Congress, not of the White
House. The negotiating authority must be delegated to the Execu-
tive Branch.

So to give us the opportunitﬂ to weigh in before the signing of
the agreement, we insisted on this 4-month hiatus, which will come
to an end on April 15.

Now, part of what was negotiated in the GATT agreement had
to do with changes in the subsidies Code and the administration
will point out and has gointed out that there are some greater dis-
ciplines that are created in the subsidies code.

However, to create some additional disciplines in general, but to
create specific loopholes, falls afoul of the old adage that a chain
is only as strong as its weakest link. So, therefore, if certain sub-
sidies are permitted or green lighted, as the phrase is, that were
are not permissible before or were permissible, but under the
threat of countervailing duties, then, instead of providing increased
disciplines, the effect of this.is to create loopholes and to expand
the possibility of government subsidies for industry. That is what
I am concerned about in connection with this GATT agreement.

As Senator Packwood pointed out, the position of the U.S. Gov-
ernment in these negotiations was a change in prior policy for the
U.S. Government. The U.S. Government took the position last win-
ter that the recommendations in the Dunkel text should be
changed to exlgand on research and development subsidies.

Under the Dunkel text, basic research subsidies up to 50 percent
and applied research subsidies up to 25 percent were to be permis-
sible but no development subsidies were to be green lighted.

Our government took the lead and insisted on changing this. So
now the agreement that has been at least adopted by the adminis-
tration provides for research subsidies not distinguishing between
basic and applied of 75 percent and development subsidies of 50
percent.

We pushed this, as Senator Packwood said. It was not thrust on
us. It was not something we had to do in order to give in the give
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and take of trging to reach an overall GATT agreement. This was

a matter of U.S. policy.

StTtl:':e CHAIRMAN. And this was a policy change for the United
ates.

Senator DANFORTH. It was a policy change. And there was a
memo, and the authorship was not clear—it has not been clear on
this memo—but Mickey Kantor tells me that he believes that the
Commerce Department was the author of the memo. It was FAXed,
I am told, from USTR in Geneva on November 27, 1993.

I would just like to read two paragraphs from the memo because
I think this memo really puts the issue. This is according to Am-
bassador Kantor, the Commerce Department speaking. If the green
category of the Dunkel draft subsidies code is expanded to include
development subsidies, the U.S. Government will ostensibly choose
between matching or exceeding foreign subsidies or accepting the
reduced competitiveness of U.S. manufacturers.

“If the first choice is made, budget resources will have to be
made available or the choice is illusory and the reduction of sub-
sidies discipline would create a net loss to the U.S. economy as oth-
ers could subsidize and we would not.

“The overall affect on the economy can be positive only as long
as we remain willing and able to exceed foreign subsidies and to
be selective in the particular areas subsidized. . . . Thus, a decision
to reduce subsidies disciplines requires a commitment to be subsidy
leaders, both in choosing beneficiary sectors and amounts given if
we are to ensure positive economic effects for the United States.
Because the Code will be in effect for many years, the commitment
must also be long term.”

Now that was the stated policy in this memo, that if we are to
do away with disciplines, particularly with respect to development
subsidies, the United States either has to commit itself as a matter
of policy, to be subsidies leaders, or we lose out and we become less
competitive.

So my point is that before we agree to this deal, before we sign
it, we in the Congress, responsible for trade policy, better face up
to the question of what we intend to do about subsidies. We are
going to be on the horns of a dilemma. Either we are going to get
into the subsidies business or in the alternative we are going to
lose out.

That is the point that is made in the Commerce Department
memorandum and it is the point that follows basic logic.

Now we now have on the floor of the Senate S. 4, which is a bill
that provides $2.8 billion over 2 years for various forms of govern-
mental subsidies for high-tech industries. I think that the issue
raised in S. 4 is very similar to the issue raised here.

What really is the intention of the Government of the United
States? Do we intend to get into the business of selecting those in-
dustries to be sugported in research and development and to begin
subsidizing them?

Do we intend to be leaders as this memorandum suigests? Do we
intend if we are not to be leaders to at least match the rest of the
world in whatever it does? If Japan picked, let us say, high-defini-
tion television; if Europe picked pharmaceuticals; if various coun-
tries in the world picked very specific promising industries, do we
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intend one-by-one to match those subsidies or are we content to
lose out?

So my concern is that what happened with Airbus is going to be
the model for what happens in a variety of other industries. If the
rest of the world chooses to subsidize as Airbus was subsidized to
the tune of $26 billion over a period of a few decades, Airbus got
30 percent of the market and it has never made a profit.

So I think we are in the soup unless we decide to subsidize as
well. Now, let me hasten to say, I have never intended to make this
something that is just a Republican issue. Obviously, I mean, Re-
publicans as a matter of philosophy tend to be a little more reticent
about getting government into things than maybe some Democrats
are. But there was a letter and it was signed by all 44 Republican
Senators to Mickey Kantor. And one of the questions that was
asked in this letter was, “Does the administration intend to embark
on its own subsidy program to match or exceed foreign subsidies.
If so, how much money does the administration intend to devote to
its industrial policy?”

And Mickey Kantor’s answer was, “The administration does not
intend to embark on any such subsidy program.” Well, is that be-
cause the issue has not been decided yet or is it that we are not
going to embark on a subsidy program? If we are not going to em-
bark on a subsidy program, what are the consequences?

It seems to me that the worst of all worlds is for the United
States to push for a new subsidy system through the green lighting
of research and development, allow the rest of the world into it and
not embark on it ourselves. So I believe that before April 15 comes
either we should somehow fix this problem, or in the alternative,
and I think this is the worse of the two alternatives, we should fig-
ure out precisely what it is we intend to do and not just float along
without any policy decision.

So I think it is an important issue, Mr. Chairman, and I really
do appreciate your willingness to have this hearing and to allow us
to direct our attention to it.

The CHAIRMAN. Well, I thank you for those kind remarks and for
the clarity of your statement. May I first of all ask, whose memo-
randum is this? Somebody in this room knows. Ambassador Yerxa,
what is this business of unnamed? Just tell us. Who did that?

Ambassador YERXA. Yes, it was an internal staff memorandum
from a staff member in the Commerce Department to one of his su-
pervisors discussing the issue.

The CHAIRMAN. So why do you not just find out the names and
let us know later in the hearing. All right? Staff people have
names.

Ambassador YERXA. Yes, I know, Mr. Chairman. I would respect-
fully suggest that you might want to ask the Secretary of Com-
merce. I do not feel really in a position to respond.

The CHAIRMAN. Of course. That is a perfectly fair point and we
will do. Fine.

Senator Wallop?
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OPENING STATEMENT OF HON. MALCOLM WALLOP, A U.S.
SENATOR FROM WYOMING

Senator WaLLop. Thank you, Mr. Chairman, and my thanks to
others for holding these hearings. I will give part of my prepared
remarks and ask that the remainder of them be part of the com-
mittee's record.

The CHAIRMAN. Of course.

Senator WALLOP. Let me begin by saying that if this portion re-
mains unchanged there is no way I could support a GATT agree-
ment and that would be the first agreement since I have been in
Congress that I would not have supported. It greatly troubles me
and I think the consequences of that are terribly serious.

But agreeing with Senator Danforth, government simply does not
know how to pick winners and losers and we have only to look at
The Washington Post Business Section a couple of years ago, which
the headline was, “Japanese Government Ends Development of
Computer: Fifth Generation Falls Short of Goals.”

That day The Post reads, “Japan’s government has formally
closed the books on its Fifth Generation’s computer project, decade
long research effort that was supposed to create a new world of
computing power, but turned out to have little impact on the global
computer market.”

en Japan’s MITI launched the project in 1982 it sparked new
panic in the United States, that the Japanese Government and in-
dustry were about to do to the Silicon Valley what the Japanese
auto industry had done to Detroit. $400 million later the Fifth Gen-
eration project did not give Japan global hegemony in big comput-
ers. In fact, they lost out.

Just the last couple of weeks we have seen the result of some $20
billion worth of Japanese Government investment in HDTV—cast
aside and gone. The point I am trying to make is—each subsidized
project sooner or later will run against its own efficiency, if those
inefficiencies are kept in place.

But if they are met and accepted and embraced by the United
States and matched in some way, with what money, I do not know,
I mean where this government running the deficits it has is going
30 find money to choose winners and losers amongst America’s in-

ustry——

The CHAIRMAN. We can raise tariffs.

Senator WALLOP. Yes.

The CHAIRMAN. That always brings in money, right?

Senator WALLOP. Raising tariffs gets us in trouble with the other
portions of GATT.

But I guess the point that I would agree with Senator Packwood
and Senator Danforth on is that this is a treaty agreement to have
an industrial policy, a policy of subsidy and support, which many
in Congress will not recognize that they are setting in place.

But for Senator Danforth’s early attention to this and others, we
might not have had the visibility of this issue that it currently has.

Industrial policy has not been a success in this country. I point
to the space shuttle still searching for a mission and a role. Billions
of dollars are spent on it, some of them successfully and some of
them less so. But it still is in the prcblem stage and private sector
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cannot get in; and were they able to, I think both the government
would save money and science would be advanced.

But those are not the issue here. This is a reflection of a desire
to create industrial policy and therein I think will lie a big argu-
ment within this Congress. I doubt seriously that the argument
will be exclusively partisan. I think there are as many in your
party that trouble on it as there are probably in ours.

But I dislike the idea of somehow or another having it forced on
us through a trade agreement which either says, as Senator Dan-
forth says, and I agree, that the companies of America will be ei-
ther naked in the face of subsidized competition or the Government
of America will have to embrace and grant a subsidy for them to
remain competitive.

And in both instances, I think the world’s consumers lose and
surely the world’s taxpayers lose. I would ask that my written
statement be included in the record.

[T(‘ll}e ]prepared statement of Senator Wallop appears in the ap-
pendix.

The CHAIRMAN. Of course. Very lucidly stated. We have to find
out what happened.

The Chairman of our Subcommittee on Trade would like to ad-
dress this matter.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA ‘

Senator Baucus. Thank you very much, Mr. Chairman. Mr.
Chairman, I think that the Senator from Missouri is correct. We
have a problem here and it is a serious problem. Essentially, I
agree with the Senator that the administration made a major mis-
take, number one, in not consulting with the Congress first before
adoKtir:ig this policy change. The Constitution is clear.

The decision was made when Congress was not in session. That
does not excuse the administration. There are telephones and there
are ways for the administration to communicate with the Congress
and the administration did not.

Second, after havin% nut consuited with the Congress on this
matter, on the policy level the administration made a mistake. I
think they overreacted. They overreacted to a concern about pre-
serving, say, SEMATECH in this country or other similar research
provisions in this country. And I say overreacted for a host of rea-
sons.

Number one, no country has ever countervailed against
SEMATECH or other related program. And the reason is very sim-
ple, it is because there is no demonstrated injury. That is, the ad-
ministration tried to fix something that was not broke. Whenever
we go down that road, trying to something not broke, we tend
to get ourselves into deel)er trouble and that is what happened.

he additional loopholes, and I think they are loopholes, in the
areas of research, R&D subsidies that are now permitted, that
were previously not permitted, are regional development subsidies
green lighted. We Americans have had a vez difficult time with
other countries in regional development subsidies with the Canadi-
ans, for example, and timber and metals industry, the Europeans
generally, who generically have not really regional subsidies but
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they give subsidies to new businesses. They get certain tax pref-
erences, et cetera.

And also environmental subsidies which is new. The real ques-
tion is what we do about it. I do not think that it would be wise
for the United States to not sign or ratify the proposed Uruguay
Round. I say that because if the United States were to go back to
all other hundred and some members of the GATT and say, wait
a minute, we want to reopen the GATT, they too would have provi-
sions they would like to change. I frankly suspect that we may be
ir;da greater problem were we to go down that road than we are

ay.

I do think that we can generally fix, if not the entire problem,
then shore up a lot of it. We certainly can strengthen our Super
301 provision and make it permanent. We can strengthen Special
301. We can also shore up our countervailing and anti-dumping
laws. And there are other actions we can possibly take.

We have to think about this long and hard. One could be perhaps
a counter subsidy against a subsidy they may take. Another might
be an ITC study in the uses and abuses of subsidies that various
countries might take to help guide us down the road. A third might
be a Congressional action. That is, the United States has to ap-
prove by affirmative vote—

The CHAIRMAN. The Congress.

Senator BAUCUS. Excuse me. The Congress has to approve by af-
firmative vote whether we continue going down this road or not
and somebody could think up a lot of other potential remedies. But
the bottom line is, we have a problem. I do think the administra-
tion made a mistake. They overreacted. They did not consult and
now I think we have to figure out a way to solve it in the context
of the round. But I do not think it is wise for the United States
to say we are going to, you know, not ratify this and go back and
reinvent the whole round all over again.

We have been at this for 6, 7, 8 years. I doubt that we are going
to be able to go back and reopen the round. So there are ways to
solve this problem. We have to get on with ways to solve it.

The CHAIRMAN. That is a very thoughtful statement. I wonder if
my colleagues would mind if I suggested that the next two state-
ments be fairly brief because Senator Bingaman has been very pa-
tiently waiting.

Senator BREAUX. My turn?

The CHAIRMAN. Yes, sir.

OPENING STATEMENT OF HON. JOHN B. BREAUX, A U.S.
SENATOR FROM LOUISIANA

Senator BREAUX. I will be very brief and I thank the Chairman
for having the hearings and the witnesses.

I think that all of us in Congress really have to face the facts
of the real world. The facts are that all industrialized nations pro-
vide research and development assistance for industries and for the
worker base in those respective industries. They do it and we do
it. In fact, some say we do it to a greater extent than all of the in-
dustrial leaders combined. ) .

I think what this subsidies agreement is attempting to do is to
present for the first time a set of rules and regulations that will
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bring some discipline to what they are doing and to what we are
doing. Hopefully, this agreement will strike a proper balance and
spell out what is an allowable subsidY and what is not allowable.
Because right now everybody is ’F aying by a different set of
rules; no wonder we have problems. This agreement creates the op-
rtunity for the first time to establish rules that all countries will
ave to abide by. I am looking forward to see if the witnesses can
address this issue, which I think is the key issue.
The CHAIRMAN. Thank you, Senator Breaux.
Senator Roth?
Senator ROTH. Just with your request, Mr. Chairman, I will
make no remarks.
The CHAIRMAN. There will be plenty of time for 1uestionin§.
e, Senator

Now to our first witness, our friend and colleagu
Bingaman.
STATEMENT OF HON. JEFF BINGAMAN, A U.S. SENATOR FROM

NEW MEXICO

Senator BINGAMAN. Thank you very much, Mr. Chairman. It is
a pleasure to be here. Let me just say by way of preface I think
the point that Senator Danforth and Senator \Wa lop made that
this should not be partisan is certainly a point I'totally agree with.
I genuinely believe it is being approached in a way that is non- -
partisan.

I first was drawn into this issue by Allan Bromley, who was
President Bush'’s Science Advisor, when he raised concerns with me
in my office about the Dunkel text. That is how I got involved.

Let me just go through a very short prepared statement to sort
of put the issue in context as I see it. In late 1989 the Europeans
began pushing for the very types of provisions which Senator Dan-
forth is speaking eloquently about being concerned about. They
began pushing for green lighting of research and development sub-
sidies, as I understand it.

There is a quotation in the Council on Competitiveness’s report
which Eric Bloch is going to testify on later this morning which
talks about how when our negotiators were a;]>proached by the Eu-
ropeans, one of our negotiators said it was like “Bambi meeting
Godzilla.” Unfortunately, we were Bambi in that circumstance.

The Europeans wanted to permit all R&D subsidies and our re-
sponse was to argue for no green lighting of anything. That was
our initial reaction. This led the GATT negotiators to try to split
the difference and that was what caused us to have the Dunkel
text, which was the language which was on the table for a great
long period.

That language had major problems, the Dunkel text did. And the
reasons are fairly clear, it countervened the Bush administration’s
technology policy and the policy that we had pursued as a country
for a very substantial period of time and that had received biparti-
san support in this Congress.

The Dunkel text would have provided a challenge to others for
our high performance computing initiative, for the advanced bat-
tery consortium, for SEMATECH, as Senator Baucus referred to,
for thousands of cooperative research and development agreements
that our laboratories have with industrys, for thousands of SBIR
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grants, small business innovative research grants, and would have
given the Europeans an opportunity to challenge the provisions we
put in the Johnston-Wallop Energy Policy Act of 1992, where we
provide for 50/50 cost share between government and industry in
development of energy technologies.

All of that would have been challengeable under the Dunkel text.
There were three specific problems in the text. The first was the
definitions—the definitions of “basic industrial research” and “ap-
plied research.” Those definitions were unworkable. The definition
of basic industrial research would have captured virtually all of the
basic research enterprise that we engage in in this country.

I think as the Chairman knows better than any of us, we engage
in more basic research than any nation in the world, including NIH
and all of the other. The applied research definition was loosely
written enough so that it would have allowed government support
for commercial development by a single firm, as in the case of 5 -
fuels or Airbus. So it was objectionable, too.

So in the case of the basic industrial research the definition was
too broad; in the case of applied research it was such that Airbus
would have been approved there. I think there is bipartisan con-
sensus in this country that that type of subsidy should not have
been permitted, the kind that was involved in Airbus or S els.

The second problem with the Dunkel text was the cost share al-
lowed for government support. The cost shares were too low in
some areas of research; they were too high in those areas where
they were creating a developmental loophole such as the Airbus.
There was a maximum 50 percent allowable for the so-called basic
industrial research which was defined as I just referred to—a max-
imum 25 percent for applied research.

The final major problem with the Dunkel text was it had a pre-
notification requirement, which would have had the effect of essen-
tially requiring advance notice for this entire array of grants and
government support programs that we have in our country. We
have a $70 billion research and development enterprise that the
Federal Government funds each year, and much of that would have
been subject to pre-notification.

So in December of 1992, Congressman Brown and three members
of this committee—Senator Danforth, Senator Rockefeller, Senator
Riegle—and myself wrote to Carla Hills, pointing out some of these
problems and urging her to try to drop the provisions related to
subsidies. That letter I am sure you have in your file and we will
provide copies.

The CHAIRMAN. I would like to place it in this record.

Senator BINGAMAN. We certainly will, yes. We will make a copy
of that available to each member, too.

[The letter appears in the appendix.] :

Senator BINGAMAN. That letter unfortunately came at the end of
the Bush administration. It was effectively lost in the transition be-
tween the two administrations. The Clinton administration during
the first three quarters of 1993, of course, was focused on NAFTA.
So through mig-November of last year there really had not been
much attention to the issue in spite of the fact that the letter was

there.
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In mid-November, a bipartisan, bicameral group of us sent a sec-
ond letter urging that trade and technology policy be reconciled,
that our trade policy and our technology policy——

The CHAIRMAN. Are we now November 1993?

Senator BINGAMAN. 1993, that is correct.

The CHAIRMAN. And we are in the last hours of the negotiations?

Senator BINGAMAN. Right, the last few weeks.

Our suggestion again was that we just put off the whole issue
and not deal with subsidies. That was our suggestion. To be honest,
the suggestion did not meet with the reality o!g the negotiating situ-
ation at that time with the Europeans and others who were com-
mitted to the green lighting of research.

So the administration instead decided to try to fix each of the
roblems that had been raised and that is the definitions, the al-
owable government cost share and the pre-notification problems.

We have some written testimony I will submit for the record that
goes into more detail.

But my own view is, Mr. Chairman, that they were remarkably
successful. Our own negotiators were remarkably successful in
those last weeks in resolving the problems in a way that makes
sense and is consistent with the policy we have pursued for several
administrations.

Fundamental research activities independently conducted by
higher education or research establishments were made non-action-
able, which I think is certainly something that makes sense, given
our history of support, governmental support, for higher education
research.

Under the language that wound up in the agreement, govern-
ment can contribute up to 75 percent of the costs of industrial re-
search, which is essentially applied fundamental research relevant
to industry. That is a much improved definition over what was in
the Dunkel text and what was objectionable. .

Government can provide up to 50 percent of the cost of pre-com-
petitive development activity, which is a research activity up to the
creation of a first prototype, providing that the prototype is not ca-
pable of being used commercially.

I would note for all members that President Bush was the first
President to coin this term “pre-competitive development” in a Feb-
ruary 1990 speech that he gave to the American Electronics Asso-
ciation. He was trying to define the appropriate extent of Federal
support for R&D and to distinguish his high technology policy from
the so-called industrial policies of his predecessors in the 1970’s.

Let me be very clear that there is nothing in these provisions as
I see it, in the GATT provisions on subsidies, that encourages in-
dustrial policy in the pejorative sense of that term where it is often
used to describe some of the policies we did pursue in the 1970’s.

For example, the supersonic transport plane President Nixon
pursued. Clinch River breeder reactor, Synfuels.

The CHAIRMAN. Sir, if I can say, I believe it might be useful at
this point that the super sonic transport was_involved with this.
The Pentagon reached the point of—had previously developed al-
most all the prototypes for passenger planes, got to this one and
found that it could move with the speed of light, but you only had
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om:_t t}:lor_rgpany at most of Marines inside and it was on balance not
worth it.

So the issue was, did anybody want to develop it commercially?

Senator BINGAMAN. Right.

The CHAIRMAN. So it begins with President Kennedy gave it to
Vice President Johnson as President of the Space Council and it
worked its way through to it and finally met its doom with the
charge that it would crack the eggs of arctic geese. But that is an-
other matter. [Laughter.]

Senator BINGAMAN. Well, that may be a better reason for cancel-
ling it than the industrial policy argument. But for whatever set
of reasons, the language that is in this Uruguay Round agreement
before the committee today, in my view, does not permit that type
of industrial policy. What we have now——

The CHAIRMAN. If I may interject, it was only to make the point
that a very great deal of our industrial product began as military
product in the last 4 years or so.

Senator BINGAMAN. That is certainly the case.

What we have now captured in the subsidies code in the agree-
ment before the committee is our bipartisan consensus forged dur-
ing the 1980’s as to the appropriate role of government in research
and development.

We believe that that role stops at pre-competitive development
activity, which should be conducted on a cost shared basis with in-
dustry, putting up at least half of the money. This notion of what
the appropriate role of government is and what the appropriate
role is not is captured in numerous pieces of legislation that were
passed since 19;0 with bipartisan sponsorship and the blessings of
the Reagan and Bush administrations.

The vast majority of that legislation passed by unanimous con-
sent, so none of us have long voting records on it. But those of us
that were involved feel that we got the mix between government
and the private sector about right in the legislation. That role does
not include helping individual firms get specific products to the
commercial marketplace. It ends at pre-competitive development as
used by President Bush in the speech I referred to, and that is the
prototype stage.

The Clinton/Gore technology policy is consistent with that frame
work of the Bush technology policy and the GATT subsidies code
will now provide additional discipline on our policy process to en-
sure that we do not deviate into the industrial policy mistakes of
the 1970’s. '

If the Dunkel text had not been corrected in my view, specifically
the definition of applied research that was in that Dunkel text,
there might have been a case that research green lighting would
get us into industrial policy again. The final agreement captures
the nation’s bipartisan consensus on an appropriate role for govern-
ment in research and should in my view be recognized as a major
accomplishment of our negotiators and they should be congratu-
lated for it.

Mr. Chairman, that concludes my remarks. I am glad to try to
resgond to questions if anyone has a question. _

[ dlll: frepared statement of Senator Bingaman appears in the ap-
pendix.
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The CHAIRMAN. Well, we want to thank you very much for a very
careful reccrd and the appendices which I see are here.

Can I just ask, do I understand you to be saying that the
changes made in the final weeks of the negotiations in the Dunkel
text moved us away from an industrial policy mode rather than to-
ward it?

Senator BINGAMAN. That is certainly my view because they got
the definitions right.

. The CHAIRMAN. And that term of pre-competitive development is
implicit in what we have agreed? This is President Bush saying, we
will not get into product development.

Senator BINGAMAN. That is correct. I think by correcting the defi-
nitions in the final version of the agreement, I think we headed off
problems in both respects. We headed off problems of continued
support for the basic research activities that we have historically
pursued, which I think are very valuable.

But we also headed off problems of potential foreign government
or U.S. Government support for actual development of product that
goes into the marketplace, as in the case of Airbus.

The CHAIRMAN. Well, Senators, we have quite a distinctive dif-
ference of interpretation here.

Senator Packwood, would you like to ask some questions?

Senator PACKWoOD. Well, I would pose to the Senator only one
question. I do not think it is so much a difference of interpretation
but I sense from your statement you think the Dunkel text was a
done deal and that we had to accept that or nothin%

Whereas, as I recall, we A‘walke({) away from the Dunkel text and
said, if it is that, there is going to be nothing. We are not going
to sign.

Senator BINGAMAN. Well, my understanding was that there was
a good faith effort on our part and on everyone's part to come to
a final agreement and we were urging that the Dunkel text, that
all reference to subsidies be dropped. That was not an acceptable
final result from the point of view of the Europeans.

And accordingly, we said, okay, if we cannot drop them, let us
try to correct the groblems as they relate to research subsidies.
That was accomplished in my view in a way that makes sense.

Senator PAckwooD. That is fine. I just wanted to make sure we
were not leaving the impression that if we had not agreed to this
we had to agree to the Dunkel text. There was a time when a ma-
jority of this committee said to Ambassador Hills and then to Am-

assador Kantor, walk away from this. Do not sign unless you get
a hlgood agreement. I do not think we were boxed into having to do
this.

We just as well could have walked away and we would have kept
our present countervailing duty and dumping statutes and we
would have continued on under the old rules.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, sir.

Senator Danforth? )

Senator DANFORTH. Well, the subsidies code provides for generic
research spending by government. What it does not allow for is
specific targeted research called applied research directed to the



38

development of specific products or the support of specific indus-
tries.

Under the Dunkel text, basic research was going to be green
lighted up to 50 percent and applied research up to 25 percent.

owever, in this agreement, the two types of research are aggre-
gated and there can be 75 percent subsidy for research which
means presumably all 75 percent can be in applied research.

In addition to that in the Dunkel text there was zero green light-
ed subsidy for development. But in this agreement there is 50 per-
cent green lighted subsidy for development. And because particu-
larly of the development subsidy this memorandum was prepared
presumably by the Commerce Department which says now that we
are getting into development, now that we are subsidizing develop-
ment, if this is true and going to be our policy, then we had better
commit ourselves to be subsidy leaders.

So it is my interpretation which is just ver‘yt'l different from your
interpretation that what we have done through our insistence is to
move very much in the direction of getting the government into the
business of both applied research and development. I think that it
was not accidental. I think that this was something thet was
viewed as being positive, an investment, so-called, in the future.

If the government is freed up so that we can get into investing
in various promising sectors of the economy, we are going to be bet-
ter off as a nation.

.Slggator ROCKEFELLER. Mr. Chairman, may I ask the witnecs to
yield’

Senator BINGAMAN. I am glad to and I will respond after my col-

legﬁ:xe. )
e CHAIRMAN. I do not think the witness has the floor.

Senator ROCKEFELLER. It is unusual, and I apologize.

The CHAIRMAN. You are very welcome.

Senator ROCKEFELLER. | know that Senator Danforth is going to
make this a tremendous effort over the next weeks, and I hope the
Senator, when he talks about the so-called 75 percent mix and tries
to score a point that way by saying this is applied research, under-
stands what is written. .

That is, regardless of how you interpret .t or how you wish to
look at any situation, once it gets beyond the pre-competitive point,
the subsidy no longer applies, cannot apply. If any piece of equip-
ment, any tool, any instrument, any single factor of anything is
used for anything beyond pre-commercial competitive research, the
subsidy stops.

The CHAIRMAN. Well, we are going to hear Senator Bingaman,
and I believe that is your view.

Senator ROCKEFELLER. And I apologize to you, Senator.

Senator BINGAMAN. No, no. That is my view. I was just going to
say, I think some of the confusion here, and I think there is genu-
ine confusion, I think some of it is in the changing of the defini-
tions that occurred between basic industrial research and applied
research and then re-comgetitive development activity. I think
that it would be useful for the committee to have a clear fix on ex-
actly what each of those terms are defined to include.

Because I do think the definition has changed from the Dunkel
text to the final language.



39

The CHAIRMAN. Well, I think clearly we have to get a fix on that.

Senator Wallop?

Senator WALLOP. Mr. Chairman, let me just say that in my view
and I think, in the view of a number of others that existing GATT
rules would not have affected the research subsidies that were in
the Johnston-Wallop energy bill, for the simple reason that those
subsidies are not likely to result in products that would be any
more challengeable than certain SEMATECH products.

We have gotten along quite well with the countervailing concept
up to now. People understood it. It was argued and argued strenu-
ously, sometimes successfully and sometimes not so. But this
change I think does two things. One is it commits government to
a policy which I am not certain it fully has defined even to itself.
And, two, it clearly makes a marvelous new occupation for trade
lawyers. ‘

As you say, you are fiddling around changing definitions, I am
not as persuaded as you are that the definitions are so_distinct
from those which preceded them as to give comfort. But let me just
say, that is one of the reasons I am grateful for this hearing.

I also agree with Senator Baucus that we ought not let it fall on
this point unless there is no change. Senator Baucus says there are
solutions and resolutions of it and that I believe; and that I would
hope for. But were it not to change, I would not be able to support
it.

The CHAIRMAN. Senator Baucus, your turn.

Senator BAucus. Thank you, Mr. Chairman.

Senator, I am just curious as I understand it that at least you
are concerned here, and the reason you tend to defend the present
text is because you think that certain American activities like NIH
research, SEMATECH and ATP and so forth need to be protected.
I am just curious what the basis of that conclusion is, in view that
none of those activities have ever been countervailed against by
any country.

If you take SEMATECH, for example, ATP, another example,
NIH, another example, at least I am unaware of any action by Eu-
ropeans or any other country that has attempted to countervail. I
think the reason is because the standards are very high. The injury
standard is tough to meet. It is tough to show injury, like I say,
to an NIH grant. .

And second, then you have to show the margin, whether it is
pricing or market share or what not. I just am curious of what con-
crete actions you are aware of by other countries that have taken
actions, say countervailing actions, against these groups that we
are all concerned about, that might lead one to the conclusion that
perhaps they have to—this country has to fence them off in some
way. -

Senator BINGAMAN. Senator Baucus, I am not as expert as some
of the witnesses you are likely to have later this morning. But my
impression was that there has been confusion as to what can be
countervailed, what could not be countervailed, prior to this new
agreement being concluded.

That may be part of the reason why nothing was countervailed.
I know that there have been genuine concerns and criticisms of
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SEMATECH by European firms that wanted to participate and felt
that they were beinfl denied the right to participate.

I do think that the motivation for my involvement and I think
the involvement of several of us here in the Congress in this issue
was that people, the key officials in the Bush administration on
these technology policy issues—Allan Bromley, Debra Wince-Smith,
others—felt that much of the research andy development activity
that government was legitimately supporting in this country might
be threatened if the Dunkel text were adopted as proposed.

Senator BAucus. I understand that to Be erfectly candid about
it. I think those concerns were reached witgout adequate knowl-
edge of our trade laws, without adequate understanding of how our
trade laws, particularly our countervailing trade laws in other
countries actually work.

I think that was a concern. It was a surface concern. To put it
very candidlg, I do not think it was thought through, and I think
the United States overreacted in reaching the conclusion unfortu-
nately it finally reached. I think that is what happened.

So we now are in a situation of trying to fix it. I say fix it be-
cause based upon my reading of the language, I do believe that
other countries though more aggressively e advantage of the
language than this country will. We just have to deal with that.

Senator BINGAMAN. 1 would ESt say that based on the Council
on Competitiveness report, which was prepared by some very
thoughtful people in my view, and on which you will undoubtedly
hear testimony from Erich Bloch this morning, there were a lot of
folks who were confused. If you are right that the basis for the con-
cern was confusion, there were a lot of people in both the Bush and
Clinton administrations who were confused.

I tend to think that the basis for the concern was valid and,
therefore, we did need to fix the Dunkel text. I think the way it
was fixed made a lot of sense and I think it closed off the commer-
cial development or industrial golicy loophole that foreign competi-
tors, foreign governments would have exploited.

The CHAIRMAN. Well, I think, if I may say, we are making
progress there.

Senator Breaux?

Senator BREAUX. No questions. Thank you.

The CHAIRMAN. Senator Roth?

Senator ROTH. No questions, Mr. Chairman.

The CHAIRMAN. Senator Chafee?

Senator CHAFEE. No questions, Mr. Chairman.

The CHAIRMAN. Senator, thank you very much.

Senator BINGAMAN. Thank you.

The CHAIRMAN. You have helped define the issue we are trying
to resolve and I think we are going to be able to do it. Of course
we are going to be able to do it.

Senator ROCKEFELLER. Mr. Chairman?

The CHAIRMAN. Sir?

Sg,nator ROCKEFELLER. Did my intervention count as my ques-
tion?

The CHAIRMAN. No, it did not. _

Senator ROCKEFELLER. I just want to read one little thing out of

the agreement on subsidies and countervailing measures from the
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text. The term pre-competitive development activity—and I am
reading, so I assume the witness will agree with this—this is in the
footnotes—“means the translation of industrial research findings
into a plan, blueprint or design for a new modified or improved
processes of services, whether intended for sale or use, including
the creation of a first prototype which would not be capable of com-
mercial use.”

The CHAIRMAN. Perfectly clear to me. [Laughter.]

Thank you, Senator Bingaman.

Senator BINGAMAN. Thank you very much.

The CHAIRMAN. We are now going to hear from someone present
at the scene, Hon. Rufus Yerxa, who is our Deputy U.S. Trade Rep-
resentative; and Hon. Mary Lowe Good, who is Under Secretary for
Technology of the Department of Commerce.

I do not want to introduce any sense of coerciveness into this
hearing, but I have to simplg{saty that as Chairman of the Commit-
tee on Finance under Rule X of our Rules of Procedure, I have to
say that if the names of the persons who wrote the memorandum
that Senator Danforth read from earlier, if those nai- -3 are not
produced for this committee by the end of business tiday, I will
issue a subpoena for them.

Ms. GooD. Mr. Chairman, I am prepared to tell you now if you
would like to ask me.

The CHAIRMAN. Oh, good. I thought we might have had a certain
influence. (Laughter.]

Whi do you not just tell us now, Madam Secretary?

Ambassador YERXA. I am so persuaded I am prepared to tell you.
[Laughter.]

}'{‘he CHAIRMAN. All right. You tell us one and you tell us the
other.

Ms. Goob. First of all, as Under Secretary for Technology I have
to tell you that I did not know who wrote the memo until this
morning because it was an internal memo and not in my Depart-
ment. Under Secretary Garten, who is the Under Secretary for the
International Trade Administration asked for that memo as one of
a variety of inputs and views.

There were many other memos asked from many staff members
at that time. He wanted full consideration of the issue. This memo
has no particular status and was not a departmental view, number
one. Second, it was written by Ronald Lorentzen, who is very well
respected and has done a lot of work in the trade issues——

The CHAIRMAN. Could you help with the spelling?

Ms. Goop. Spelling, right. His name is Ronald and the last name
is Lorentzen, L-O-R-E-N-T-Z-E-N.

The CHAIRMAN. All right.

Ms. Goop. Who is the Senior Import Policy Analyst in the Office
of Policy and the Import Administration. So this was a request for
memorandums from a very large variety of people.

The CHAIRMAN. From Secretary Garten?

Ms. Goop. Under Secretary Garten, who is the Under Secretary
for the International Trade Administration. Asked for this memo
with——

The CHAIRMAN. And was this memorandum sent to Geneva?
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Ms. Goop. I assume so. Under Secretary Garten was in Geneva

as part of the coordinating group.
he CHAIRMAN. Fine. We will call him to the hearing.

Ms. Goob. I am sorry. They told me at the time this memo was
written he was in Washington. So I do not know whether it was-
sent to Geneva or not.

'l;l_le CHAIRMAN. Thank you very much for your forthcoming infor-
mation. -

Ms. Goob. Right.

The CHAIRMAN. Senator Danforth, Senator Wallop, I think we
will ask that the Secretary come before the committee and explain.

Senator DANFORTH. Mr. Chairman, I think it is, I guess, interest-
ing who wrote it. But I am more interested in whether or not the
administration agrees with it.

The CHAIRMAN. That is why I think Under Secretary Garten
should handle it. We can hear that from Ambassador Yerxa.

And so in accordance with the hearing, we will proceed. Ambas-
sador Yerxa, you are next, sir.

STATEMENT OF HON. RUFUS YERXA, DEPUTY U.S. TRADE
REPRESENTATIVE, WASHINGTON, DC :

Ambassador YERXA. Thank you, Mr. Chairman. It is a pleasure
to appear today to testify on this very important issue. I know that
this is one of a series of onﬁoing analyses that the committee will
want to do of the Uruguay Round Agreement as we bring it to the
Congress for consideration.

Recognizing that you have already had a fairly long morning and
you want to get to your questions, I will not read my prepared
statement. I do have five or six points that I would like to briefly
cover for the committee, which I think will be responsive to a num-
ber of the questions that have been raised and, of course, leave the
rest for what I am sure will be a very productive dialogue with the
members.

My first point probably goes without stating, and so I will not be-
labor it. That is, as we consider this entire issue the administra-
tion, of course, wants to emphasize the overall importance of the
Uruguay Round in a very rapidly changing world.

This 1s an agreement which 1n our view is both a smart agree-
ment and one that plays to all the strengths of the American econ-
omy, one which taken as a whole, despite certain areas where we
feel we could have made more progress or where even certain flaws
might be seen to exist by the Congress, will substantially strength-
en dthe American economy, improve our posture in international
trade.

I think one good example of how this agreement will be viewed
by American industry will come later in your hearing when the
Boeing Com;})]any testifies. I noticed in their statement a reference
to the fact that an open trading system based upon the Uruguay
Round Agreement is essential to Boeing’s continued access to inter-
national markets. I think that speaks for the position of a number
of U.S. companies that strongly support this agreement.

As I said, I will not dwell on that point because I know we want
to get to the subsidy issues. Let me make the following points
about the subsidies agreement. First of all, there is no doubt in my
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mind that the Uruguay Round imposes meaningful and significant
new disciplines on unfair trade and that thi: sgreement is a quan-
tum leap forward in improving international subsidy discipline.

_The effect of this agreement will be to create greater, not lesser,
discipline over government subsidization of the major internation-
ally traded sectors from agriculture to airplanes.

Now the 1979 Subsidies Code under which we are operating now,
Mr. Chairman, was largely a failure in imposing greater subsidy
discipline. It was a weak and ambiguous agreement with a dispute
settlement process that did not work. That has been borne out by
our experience in the GATT under the Subsidies Code.

This agreement that we are looking at today, taken as a whole,
this subsidies agreement, creates a greatly improved set of dis-
ciplines. First of all, an expanded list of prohibited subsidies, not
just de jure but de facto export subsidies are prohibited. The agree-
ment creates meaningful definitions of serious prejudice and a dis-
pute settlement process that really will work. It creates a truly ef-
fective presumption of serious prejudice when domestic subsidies
rise above 5 percent. : R

This means that we now have an effective tool to challenge and
attack the most insidious forms of subsidy practices in inter-

iiional trade, production subsidies, equity infusions, direct grants
and loans to companies; and the agreement creates—and this is
very important—for the first time multilateral discipline over de-
veloping countries.

We must recall that there are only 27 countries in the current
Subsidies Code. The vast majority of the developing world is not
signatory to that code and is not subject to its disciplines. Under
the Uruguay Round Agreement all 117 signatories of the new WTO
automatically become subject to the same set of disciplines over
subsidy practices.

My next point is that there, of course, is in this new arrangement
a counterpart to the enhanced discipline that I just described and
that is a very narrow and carefully constrained green lighting of
certain forms of government support. These are very clearly limited
under the agreement with precise definitions; and these govern-
ment supports are green lighted only to the extent they stay within
these definitions, and only if they are notified to the WTO Sub-
sidies Committee and then approved.

The green light can be stripped whenever it is established that
a particular program has resulted in product which causes serious .
adverse affects to the industry of another WTO member.

I will be glad to go into more detail with the Senators on how
these definitions work. Some of this was raised by Senator Rocke-
feller in his dialogue with Senator Bingaman and I will be glad to
discuss that in greater detail.

My next point is that these green lights will not become a loop-
hole through which major production support can flow. We cer-
tainly intend to ensure strict compliance with the standards that
are set forth for all three green light categories, through inter-
national monitoring in the Subsidies Code in Geneva, as well as
through implementing legislation which explicitly defines in our
law what remains subject to countervail action.
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‘I think Senator Baucus was correct in referring to the number
of steps that can be taken as we work with the committee on
crafting appropriate implementing legislation.

And if abuse is demonstrated, we have a procedure under which
the United States could decide not to renew the green light provi-
sions when they come up for sunsetting in 5 years.

I would also like to make the point that failure to include the
R&D green category would have Iplaced at risk a number of very
important technology initiatives. I know that Senator Baucus has
made the point that governments have not countervailed these
measures in the past. But I think we have to recognize what is
hag)pem'ng here. We are adopting stringent new disciplines over
subsidy practices and there are avenues through which govern-
ments could attack the programs we have on the books, not simply
by countervailing them under their domestic law, but by challeng-
ing them in the O subsidies agreement.

believe that in 2 years’ time, were we not to have the protection
of this green category, the administration would be back before this
committee trying to explain why WTO panel rulings had found our
cooperative research and development agreements, our advanced
technology program, our NIH biomedical research and commer-
cialization program, the SEMATECH program, the clean car pro-
gram and many others to be inconsistent with our WTO obliga-
tions.

As we take more aggressive action under the subsidies agree-
ment to enforce the disciplines on other countries, you can be cer-
tain, Mr. Chairman, that other countries will scour our statute
books to find cases to bring against us. This has been our experi-
ence under every sin%lee one of the existing GATT agreements.

The result would a certain tit for tat where they would be
looking for ways of finding violation rulings against us. I think that
is a very real risk that would have plagued our programs.

This would have placed us, I think, at a tremendous disadvan-
tage internationally. First of all, other countries have other ways
of assisting research and development. Europe and Japan for ex-
ample, rely heavily, on government procurement and quasi public
leasing arrangements.

And the ironic result would have been to jeopardize our programs
but not to achieve the disciplines that Senator Danforth and others
are seeking. Now the approach we are taking narrows and defines
what is permissible and subjects it to international discipline. It is
a response to an economic reality, the importance of strong re-
search and development to our future competitiveness.

Senator Breaux referred to the fact that the United States far
and away is the leader internationally in providing government
support for research and development, both defense and non-de-
fense. We have some figures we can go over with the committee
today that I think amply demonstrates that.

But the important thing here is that I think he is correct in say-
ing that we are channeling these into a predictable and under-
standable and transparent international system where the¥x can be
monitored and where they can be enforced strictly. And if the Unit-
ed States takes the appropriate leadership role in ensuring that



45

:'ha’i is the case, I believe that this system can work very effec-
ively.

Now I know that there individual Senators as we have discov-
~ ered today and knew before. You have strong views about how

some of these normative disciplines should be structured, and 1 cer-
tainly respect their position and their genuine concerns that they
bring to the table about having sound trade rules.

But I must ask the committee to step back a few paces and look
at the entirety of this agreement. The administration had certainly
some difficult decisions to make, which we did after close consulta-
tions with affected parties and with the Congress.

I believe that we came up with an overall agreement, including
stronger subsidies discipline which will work very well for the
United States in the world economy of the 1990’s and beyond. I
would hope that the committee would at least share the conclusion
drawn by our Advisory Committee for Trade Negotiations, our pri-
vate sector advisory committee, which said on balance the ACTN
believes that benefits we anticipate from broad excision to the sub-
sidies agreement and the improvements in the dispute resolution
process outweigh our concerns about the agreement’s shortcomings.

I believe that the committee should draw the same conclusion
and that to do otherwise and to reject or seek to reject a part of
this agreement or seek to renegotiate a part of this agreement
would both undermine U.S. credibility and place at risk the Uru-

lay Round. I do not believe that renegotiation is a practical possi-

ility.

However, I do want to pledge to you, Mr. Chairman, and to the
committee, that we will certainly work very closely with you in
crafting the implementing measures and the ongoing monitoring
and enforcement measures which would assure that the subsidies
agreement is a good agreement for the United States and will help
to enhance international subsidy discipline.

Thank you. .

['I(‘ll}e rrepared statement of Ambassador Yerxa appears in the ap-
pendix.

The CHAIRMAN. Thank you very much, Ambassador.

Madam Secretary?

STATEMENT OF HON. MARY LOWE GOOD, UNDER SECRETARY
FOR TECHNOLOGY, U.S. DEPARTMENT OF COMMERCE,

WASHINGTON, DC

Ms. Goop. Thank you, Mr. Chairman. I appreciate very much
the opportunity to be here today. And with your indulgence I will
read most of my statement, because the technology issues are so
very important I want to be sure we understand the arguments
properly. I have tried to put them together in a way that I think
will be responsive to the questions that have been asked this morn-
ing and which will continue to be asked as we go forward.

%‘irst of all, the provisions of the Uruguay Round, relating to our
technology investments, which are built on ﬁlublic, private partner-
ships are an important achievement, we think, under the GATT
Round. These provisions will enable the United States to fight on
fair subsidies that distort free trade while at the same time protect
the technology programs with longstanding bipartisan support here



46

at home that link technology to economic growth, create jobs, and
help ensure a rising standard of living.

hese provisions reflect what we believe is both strong trade pol-
icy and competitive teehnology policy unlike previous trade agree-
ments, our earlier proposals in the Uruguay Round.

Simply said, the Dunkel text tied our hands when it came to in-
vesting in research and development and the 1979 Code tied no
one’s hands and our technology programs were unprotected, par-
ticula(xl'ly in the environment that Ambassador Yerxa has just dis-
cussed. :

In the Uruguay Round we crafted prov'sions that were defined
by us for us and not for our competitors abroad. We believe the re-
s!.alibed is a more clearly defined and effective GATT code on sub-
siailes.

So let me focus on the technology issues which we believe in the
future, particularly in the civilian sector, are going to be the engine
of economic growth, both here and abroad.

Now since the end of World War II there has been a bipartisan
consensus that technological progress fuels economic growth. That
bipartisan consensus has allowed this Nation to build a research
and development infrastructure that created new industries and re-
invigorated old ones.

It enabled small businesses to do high quality design and manu-
facturing work that previously required the resources of big busi-
ness. It helps big business achieve the speed, flexibility and close-
ness to customers that once were a defining characteristic of small
business. Technology is a major contributor to a more productive
work force and is key to improving the nation’s standard of living.

As the 1994 economic report of the President states, every recent
generation has seen its dreams turned into technology marvels.
New products from new industries that have transformed the way
we live and work, from the telephone, radio, airplanes and X-rays
to televisions, urography, computers and magnetic resonant imag-
ing equipment advances in technical know how have accounted for
at least one quarter of our Nation’s economic growth over the past
half century.

Our nation’s advances in technology have contributed to a
stronger economy primarily through the private sector’s ingenuity
and the private sector’s utilization of the fruits of our discoveries.
It is the private sector and not the government that adapts tech-
nology to produce new products, expand the market, and improve
production efficiencies.

The CHAIRMAN. Could I just ask, Madam Secretary?

Ms. GOoobD. Certainly.

The CHAIRMAN. Advances in technical know how have accounted
for at least one-quarter of our Nation’s economic growth over the
past half century.

Ms. Goob. Right.

The CHAIRMAN. And what would be the other three quarters?

Ms. Goob. Well, the other is in the service industries. It has to
do with productivity improvements.

The CHAIRMAN. Does not “technical know how” imply technology?
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Ms. GooD. Yes. I would argue with this statement. If I were
2\»g'xt:mg tl;at statement, I would make it a great deal bigger than

ercent.

’lgle CHAIRMAN. That is what I thought and I would not have
quoted it. Thank you.

Ms. Goobp. The fallout creates much more than the 25 percent
you can prove absolutely. Thank you, sir. I appreciate your im-
provement in my testimony.

But our administration though does continue to recognize this es-
sential fact of technology investment, that it is the private sector
that makes it go so to ensure that the technology remains the en-
gine of economic growth.

Now the research and development infrastructure that has given
our Nation the opportunity to benefit from technology investments
remains second to none and it is still a world class R&D infrastruc-
ture, primarily because more often than not it has been built
through public, private partnerships, partnerships that link indus-
try, academia and gavernment together.

This principle of public/private partnerships is one that spans the

litical spectrum and extends back for decades and it is at the

eart of the Clinton administration’s technolog{minitiatives.

The longstanding bipartisan support for technology investments
recognizes that government investment in research and develop-
ment is essential. New technologies and improvements to promote
domestic development often fail to attract sufficient private sector
investment. The risk is often high and the globalization of the econ-
omy is putting tremendous pressure on industry to reduce costs.

r several years of cutbacks major U.S. companies spend less
than 22 percent of R&D today on long-term projects. In compari-
son, their counterparts spend nearly 50 percent of R&D on long-
term investments. These are. according to the estimates by the
Council on Competitiveness. Mr. Bloch will be here later from that
group.

The agressure we believe to stay competitive is mounting. The In-
dustrial Research Institute’s survey of 253 industry R&D managers
found that 41 percent said they would reduce total R&D in 1994
versus 20 Fercent that plan increase. Three times as many plan to
cut their long-term resexrch funding as those who expect to in-
crease it.

So with that background, let me say what our concerns with the
Dunkel text were. The draft Dunkel text presented a number of
concerns, particularly to the private sector and to some of our long-
standing technology programs.

Let me say at the outset of this discussion that concern over the
R&D language in the subsidies code of the Dunke! text came from
a variety of sources. Yes, there was concern from government offi-
cials involved in technology and you will hear more about that from
others. But this was more than just another inner agency group
working or talking to itself.

Before becoming the Under Secretary of Technology at the De-
partment of Commerce, I was the Senior Vice President for Tech-
nology at Allied Signal, which is a very large diversified group with
grimary technologies in aerospace, automotive and the chemical
usinesses.
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" The CHAIRMAN. You dumped all those chemicals into Onondaga
Lake, did you not?

Ms. Goobn. That was very long ago, sir. We have also put a lot
of money in cleaning it up.

The CHAIRMAN. They are stil! there.

.Ms. Goob. That one 1 am going to pass or. But in this in pre-
vious capacities I have served as a private sector member of a
number of Presidential Commissions on Science and Technology
under the last three Presidents and as Chair of the National
Science Board, which oversees the programs of the National.
Science Foundation.

And even with that background it was only by accident that I,
like so many of my colleagues in the private sector, learned about
what had been proposed in the Dunkel text with regard to research
and development. This lack of input by the private sector, which
would be most affected by the draft coci’e under the Dunkel text, I
believe, is a major reason why this administration sought a com-

rehensive review, which included a wide variety of companies
rom different industries.

Like me try to make my point as bluntl{)eas I can. Had the
Dunkel text been implemented, it would have been very difficult for
my former company to participate in Federal Government civilian
industrial technology programs like the advanced technology pro-
gram at the Department of Commerce.

The company would have been exposed to potential challenges
and it would have been enforced and much more importantly per-
haps. It could have been forced to release proprietary information
to gain perhaps some protection from challenge by our competitors.

It simply would not have been worth the risk to participate, de-
spite the opportunity to tackle a key problem facing technology
problems.

Mr. Chairman, I would like to explain in concrete terms how the
Dunkel text would have impeded building effective public/private
partnerships in technology with the industry.

First and foremost, the Dunkel text undercut one of the primary
advantages the United States has over our competitors. That is our
R&D infrastructure. As measured by every category of R&D invest-
ment, the United States out performs other major industrialized
nations. This advantage is true for total public and private re-
search and development investment. It is also true for government
sugport of R&D.

f course, the U.S. figures for all governmental R&D investment
include our substantial defense related R&D investment. No other
country comes close to our historic commitment in this arena and
none at this point I think ever will. Paring all of this down to just

overnment support for non-defense civilian R&D the United

tates still out paces its competitors.

According to the latest figures that we have for comparison, the
U.S. Government invested $28.4 billion in civilian R&D in 1991.
Germany, the next laxfest country in terms of civilian R&D, spent
55 Bercent less. The Japanese government investment in civilian
R&D is even less. But they do support their development programs
in other ways as you have heard.



49

Now the figures I have just shared with you underline a long-
term bipartisan commitment to technology investment to promote
economic growth. If you look at that rise, it has rose—the contribu-
tion to civilian R&D has risen continuously over the last 10 years
and we have some figures to show you those if you have questions
about them,

The tangible examples are inv..:ments like the advanced tech-
nology program at the Departn ' of Commerce, which was a pro-
gram initiated during the previ..s administration, as well as the
dual purpose initiatives embodied in the technology reinvestinent
project at the Department of Defense.

They also include the world class biomedical research of the Na-
tional Institutes of Health, the Defense Department’s investments
in flat panel displays and multi-chip modules and an increased
focus on civilian technology by the national laboratories.

This commitment to technology investment through public/pri-
vate partnerships is also reflected in the more than 2,000 coopera-
tive research and development agreements that have revolutionized
industry/government collaboration.

The Clinton administration has reinvigorated the public/private
partnership as a key means of achieving technology investments.
In most cases the projects are cost shared, often 50 percent from
industry and 50 percent from the government; and very impor-
tantly, the selection is merit based.

These initiatives reflect the proper role of government in working
with the industry to sustain the high risk enabling technologies
that are key to economic growth. The President’s fiscal 1995 budget
does include a 1 percent increase in research and development in-
vestments.

But more fundamentally, this budget is implementing the Presi-
dent’s call for a redirection of government R&D spending to achieve
a roughly equal balance between military purposes and civilian and
dual use purposes within a few years.

The R&D spending proposed in the fiscal year '95 budget would
be 44 percent civilian, would be 47 percent civilian if you include
the dual use programs. That compares with 41 percent civilian
R&D in fiscal year '93. So the goal here is to move some of the
funding we have in defense-related industries into the civilian in-
frastructure case.

Now under the draft Dunkel text, the more transparent U.S.
technology programs would have been open to foreign challenge. It
would have impeded what every administration has recognized and
that is that the investment in research and development is a desir-
able, effective and long-term investment in our future.

Now the second problem posed by the draft Dunkel text relied on
the definitions of gasic and applied research that did not fit the
model of U.S. technology programs, and Senator Bingaman has
spoken to that, I think, rather well.

That ambiguity was compounded by the fact that thresholds of
non-actionable government investment envisioned in the Dunkel
text were out o? line with a bipartisan view that programs should
be equally cost shared. It simply made no sensc v have our tech-
nology programs require both government and industry put up 50
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percent each while exposing a company to challenge if the govern-
ment investment exceeded 25 percent.

If the private sector was frustrated with that kind of inconsistent
governmental golicy, they were must more, perhaps even much
more distressed with the Dunkel text provision related to notifica-
tion. In order to gain limited protection under the Dunkel text,
highly detailed notifications of programs would have had to be
made to the GATT Subsidies C%mmittee, possibly requiring the
government to share extensive and competitively valuatﬂe informa-
tion about activities of U.S. firms.

So instead of seeing hope and protection in these notification re-
quirements, the private sector saw greater regulation, more paper-
work, threats to sensitive information and less incentive to work
with the government in this important arena.

I have summarized, I think, very briefly, Mr. Chairman, the

roblems that arose during the administration’s review of the

unkel text. The United States found it necessary to address these
provisions if the prospective Uruguay Round agreement on sub-
sidies was to ensure rather than impair the long-term competitive-
ness of U.S. industry in the global economy.

Significantly, many of the subsidy tools typically used by our
competitors will remain very much actionable under the provisions
of the Uruguay Round subsidies agreement. Indeed, the disciplines
applicable to these practices will stronger than they have ever
been in the past.

All forms of expert subsidies and subsidies conditioned on the
use of domestic content are flatly prohibited. A presumption of in-
jurious trade effects will exist whenever governments provide sub-
sidies to forgive debt or to cover operating losses or when they sub-
sic%ize products at levels exceeding 5 percent of a product sales
value.

The only agreement also makes it easier for us to show how sub-
sidies have formed our exports to other markets and which such
arm is identified. It creates a legal obligation for the subsidizing
government to withdraw the subsidies are alleviate the trade laws.
If such remedial action is not taken within 6 months, the agree-
ment automatically authorizes us to impose retaliatory measures.

So the portion of the Uruguay Round tﬁat addresses R&D invest-
ment we believe is a major improvement over the Dunkel text. Our
investment in fundamental research is fully protected. The extraor-
dinary contributions of our universities, research institutes and na-
tionald laboratories in the areas of basic research are clearly pre-
served.

We have also ensured that government involvement, industrial
research, a mainstay of our public/private partnerships, continues
without threat. The government may be involved, either directly
with funds or with personnel or in-kind resources.

In critical investigations aimed at the discovery of new knowl-
edge with the objective that such new knowledge down the road
may be useful in development new products, processes or services,
or in bringing about a significant improvement to existing products,
processes or services.

These kinds of partnerships are industry-focused, very pre-com-
petitive, and have the potential to provide benefits across a number
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of companies and industries and they are not in the category of
picking industries or picking winners and losers.

Consistent with our bipartisan, merit-based cost-shared tech-
nology programs, the government may partner up to 50 percent of
a project that focuses——

he CHAIRMAN. Madam Secretary, may I just ask something?

Ms. GooD. Sure.

The CHAIRMAN. What is a bi-partisan technology program? Do
you have Democratic firms and Republican firms?

_Ms. Goop. No, we do not, but we have Democratic and Repub-
lican industry peogle who clearly all believe in this programs.

The CHAIRMAN. [ see.

_ Ms. Goop. Okay? The partisanship is not just within the Wash-
ington Beltway. Partisanship does revolve all around the country.

The CHAIRMAN. All right.

Ms. GooD. But the government may partner up to 50 percent of
a praoject that focuses on pre-comﬁstitive development activity. That
means that the government working with the industry shares the
risk of translating industrial research finances into a plan, blue-
print or design for new, modified or improved products, processes
of services.

But the issue is that involvement is limited and the definition is
limited very well, because it cannot include the creation of a com-
mercially viable prototype. Also, if you read the definitions and lan-
guage it precludes manufacturing issues. In other words, putting
up production facilities. It precludes any of the steps that are re-
quired to make a commercial product. It clearly stops at that point.

Now these definitions are drawn from actual industrial practice,
specifically the Industrial Research Institute, which represents the
senior research executives from over 260 companies. This is where
part of the definitions came from.

That approach reflects the orientation of the U.S. technology pro-
grams. Now it also addresses the sensitive issue of notification. The
agreement maintains the ability to receive protection through spe-
cial notification but does not mandate that notification occur in
order to protect an investment from trade measures under the
R&D criteria.

Instead, if there is ever a _challenge, we can at that time show
how any support provided is consistent with the R&D provisions.
The final Uruguay Round text also clarifies that the notification re-
quirements will not force U.S. companies to release any proprietary
or confidential information to the GATT Subsidies Committee.

So just let me say in conclusion, Mr. Chairman, that the changes
that were sought and obtained at Geneva, we believe, were aimed
at protecting a variety of valuable, ongoing technology investments
which have received great support in the Congress of the United
States for many years.

We, therefore, establish new definitions of research drawn from
- U.S. terminology and experience and we incorporated new rules
that better reflect the ways in which research is conducted and cost
shared in the United States, not in Europe. )

Had we not sought changes to the green light rules governing
R&D, the result would not have been to prevent or discourage for-
eign governments in their support of industrial research and devel-
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opment. Instead, our European trading partners would have en-
joyed the protection of the Dunkel text green light rules, which
were patterned after the European community’s own internal rules,
while the U.S. technology programs would not have enjoyed such
protection.

We think the end of the Uruguay Round represents the latest
step in a long-term effort to improve world trading rules and en-
hance U.S. competitiveness. From the vantage of promoting eco-
nomic growth, the agreement recognizes that our technology policy
is significant and directly linked to the demands and needs of in-
dustry to a?romote a rising standard of living.

My final conclusions are really two. One of them is that it rep-
resents an integration of trade and technology policy which for us
in today