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U.S. TRADE POLICY IN THE ERA OF
GLOBALIZATION

TUESDAY, JANUARY 26, 1999

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

The hearing was convened, pursuant to notice, at 9:30 am., in'~

room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also present: Senators Chafee, Grassley, Murkowski, Lott, Moy-
nihan, Baucus, Rockefeller, Conrad, Graham, and Robb.

The CHAIRMAN. The committee will please be in order.

We are groceeding with these hearings this morning, despite the
fact that both parties.are having caucuses this morning on other
matters. :

Nevertheless, I think it is important that we proceed with the
Nation’s business, and 'that is what we intend to do this morning
by holding these hearings on trade policy.

I know that our Leader has requirements of being elsewhere, so
I am going to proceed by letting him make whatever comments he
wants to at the very beginning.

In the meantime, I do want to welcome and express my apprecia-
tion to members of the administration for being here today. I think .
these hearings are of critical importance if we are going to develop
?1 bipartisan trade policy, and I. appreciate the fact that you are

ere.

So, Senator Baucus and members, I will just proceed by calling
upon the Leader, Senator Lott.

1
OPENING STATEMENT OF HON. TRENT LOTT, A U.S. SENATOR
FROM MISSISSIPPI

Senator LOTT. My colleagues and Mr. Chairman, thank you very
much for having this hearing. I want to thank you for doing that.
We obviously have a lot of other activities going on, but this is a
very important issue that we need to address early and often as we
go forward over the next 2 years. So I appreciate you for going
ahead and having a hearing on the U.S. Trade Policy in the Era
of Globalization.

I want to welcome our distinguished panel here, Mr. Summers,
and of course, Ambassador Barshefsky. We have had a lot of com-
munication and I look forward to working with you on some issues-
of concern to our country.

Mr. Secretary Daley, how is thé seafood and fish industry doing?

(1)



Secretary DALEY. Strong.

Senator LOTT. Strong. Strong. Good. Every Secretary of Com-
merce, I try to get them, every time to look at me, to think fish
in the Gulf. It come along pretty well. -

Mr. Secretary Rubin, thank you very much for being here.

We do want to work aggressively toiether, between the legisla-
tive branch and the executive branch, to develop a consensus
around a new trade agenda and a renewed commitment to open
markets and expand trade. When you look at the economy in the
United States, all sectors, from steel, to agriculture, and everything
along the way, it is critical to jobs, it is critical to our own economy
viability in the future. It is also critical to the rest of the world that
we have this broad trade atmosphere that is free, open, and fair.

We all know that this is a key year, both domestically and in the
world community. In November, of course, we host the World Trade
Organization’s third ministerial conference in Seattle. That con-
ference will, in large part, set the table, I believe, for the trade ne-
gotiations in the new millennium.

We have a simple choice before us, I believe. We can enter this
crucial negotiation from a position of strength and cohesion, or
from a position of disarray, weakness, or even neglect. The choices
we make will have real consequences for us, and for the world. I
know the choice that I want to make, and I hope these hearings
will serve as a big step toward a unified national agenda on trade.

Providing the President with trade negotiating authority is, in
my view, a key part of that agenda. But it is not the only part. We
need to continue work on other measures, including the Caribbean
Basin initiative. I think we need to enhance CBI. I think not hav-
ing it is hurting that part of our hemisphere. They ask us for it,
they plead for it. They view it as opportunity, and I view it as op-
portunity, not just for them but for us. We have given them encour-
agement, but we have not given them results.

I know the Chairman is very much for moving this legislation.
I know he is particularly interested in the OECD shipbuilding
agreement. We have made a run at that each of the last 2 years,
but could not quite get it over the hurdle.

I know that John Breaux has worked on that. But we have got
to find a way to have Senator Snowe and Senator Warner com-
fortable with what we do. Hopefully, we can move in those areas
quickly this year.

I will certainly support it, and I will make sure that we will have
an opportunity, a window, on the floor of the Senate for the en-
hanced CBI. We will work to see if we cannot finally get this
OECD shipbuilding agreement done.

We must not lose sight of the challenges facing the world trading
system. One major concern that I have is the effectiveness of the

O dispute resolution system, a system that was widely touted
as central achievement in the Uruguay Round of negotiations.

Recent experience has called into question the ability of victori-
ous parties to gain any timely or meaningful relief from. the WTO
decisions. Ambassador Barshefsky certainly knows of my interest
in bananas and beef, and this whole area. I am worried, if we do
not succeed in this first case, it is all over. So we must continue
to be aggressive in finding a swift resolution.
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This is certainly a distinguished panel and I am pleased to see
you here. You are central to getting us to come to agreement. The
President was correct in mentioning this area during'his State of
the Union address as something we need to come together on. I
think we can do that, and we certainly should make every effort
to do so. This hearing will, I believe, be the kick-off in getting these
important trade matters addressed during this Congress.

o, Mr. Chairman, thank you for starting early. Thank you for
iour proven commitment to free trade, open trade, to the President
aving the authority he needs in our hemisphere and in the world,
but also preserving the rights of the Congress to be a part of the
final agreement.

Thank you, Mr. Chairman, for allowing me to go out of order.
Thank you to my colleagues for allowing me to do that. I will yield
at this point. '

The CHAIRMAN. Thank you very much, Senator Lott.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR,, A US.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE

The CHAIRMAN. As you know, in this past year I did announce
my intention as Chairman of the Finance Committee to conduct a
thorough review of American trade policy. In my view, that view
is essential to the broader effect to rebuild a bipartisan consensus
on trade. If we are going to get anything done, Senator Lott, it does
have to be, I think, in a bipartisan spirit.

But at that time I stressed the need to reconnect our trade policy
with Main Street America, with the farm, with the factory. If we
expect the American people to join us in support of a forward-look-
ing trade agenda, we must dcmonstrate the concrete benefits of
open markets and a policy of free and fair trade.

At the same time, we need to fully consider the concerns and
crilt_ic'isms that have been raised by many about our current trade
policies.

" I have also indicated that, in my view, the most constructive ap-
proach we could take would be to focus on establishing concrete ob-
jectives for the administration to pursue, objectives that serve the
interests of all Americans.

And the constitution, as I have said many times before, gives
Congress, not the executive, the power to regulate our foreign com-
merce. The American people have a right to expect that we will ful-
fill that trust by guiding the administration and the pursuit of
tralcfl_e policy goaf's that serve the public and improve the general
welfare. :

It is always a pleasure to welcome my friend and colleague, the
Ranking Member, Senator Moynihan, who has played such an in-
strumental role down through the years on U.S. trade policy.

This coming November, America will host one of the most impor-
tant conferences on trade in our histor{. I want to reinforce that
point. It is not the President that will host the upcoming WTO
ministerial, nor is it the Congress, nor is it the various constitu-
encies whose voices should be heard in the process of Y‘reparin for
the ministerial. Rather, it is all of us as Americans that will host
the ministerial. We all have a stake in its success.
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The. WTO ministerial offers us the opportunity not only to advo-
cate our economic interests, but also to advertise our democratic
values. I view this opening set of hearings on trade in the 106th
Congress as simply the first step in our common mission to ensure
that our negotiators can go to the WTO ministerial with the sup-
port of a strong bipartisan majority on the objectives we shoufd
pursue.

Today we are offering the administration the opportunity to lay
out what, in the President’s view, our trade policy goals should be.
We have invited a number, an outstanding number, of members of
the President’s economic team here to make the point that these
objectives may reach beyond what we traditionally think of in
terms of trade policy, such as trade negotiations, enforcement of
the trade laws, or rules on subsidies.

So, with that introduction I am looking forward to hearing from
you, Secretary Rubin, who I expect will help set the economic con-
text of our current trade policy, from Ambassador Barshefsky, who
I expect will set out the specific objectives the administration in-
tends to pursue at the coming WTO ministerial, and from Sec-
retary Daley, who I expect will address our efforts both at enforc-
ing our trade agreements and our trade laws, as well as the Presi-
dent’s proposal promoting American exports abroad.

I would like to note that Secretary Rubin will be leaving us im-
mediately following his testimony, and that Deputy Secretary Sum-
mers—and we are always happy to have him here-—has kindly
agreed to answer the committee’s questions on behalf of the Treas-
ury Department.

I will note that Secretary Daley has to leave at 11:00 p.m. So,
with that, I am happy to turn to my good friend——

Senator CONRAD. He is in for a long day.

The CHAIRMAN. What did I say?

Senator CONRAD. 11:00 p.m.

The CHAIRMAN. 11:00 a.m. [Laughter.] Well, everything else goes
to 11:00 p.m., why not this? {Laughter.)

In any event, whether it is morning or evening, we will call on
Senator Moynihan.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
‘ A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN. I think it is best we get to our witnesses
forthwith, Mr. Chairman. But just to note that, in.the President’s
State of the Union message, if there is one event that was signifi-
cant, I would like to think that our witnesses today, our distin-
guished cabinet members would take note of, is that the President
endorsed the idea that has been developing for some years now and
which we have' talked about, which was the use of the Inter-
national Labor Organization and the core labor standards that
have developed over the last 70 years, from the time the first Inter-
national Labor Conference met at the Pan American Building down
on Constitution Avenue a few blocks from the White House.

In the context of the generalized anxiety about globalization
which is 50 clear in the country just now, this could be an effective
response. It will take energy in the executive, it will take convic-
tion, it will take some show of results. But the most important fact
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of trade policy just now is that a consensus was established in 1934
 with Cordell Hull’s Reciprocal Trade Agreements Act, which had
the complete support of the AF of L, went through to the post-war
negotiations, the Kennedy Round and such, ang again,  American
Labor was entirely supportive. It no longer is.

Mr. Chairman, last year you were able to get an extension of fast
track. What are you 1\foing to call it now?

Senator BAucus. Negotiating authority. .

Senator MOYNIHAN. Negotiating authority. Yes. We have changed
that word, too. It is normal trade relations and negotiating author-
ity. You got it through the Finance Committee handily, and it was
just as emphatically rejected in the House.

We face the same prospect this year unless we can change atti-
fludes in response to this initiative by the President, and I hope we

o.
Thgnk you very much. I have a statement I will put in the
record.
[le'ixe ]prepared statement of Senator Moynihan appears in the ap-
pendix.
The CHAIRMAN. Thank you, Senator Moynihan.
Now it is my great pleasure to call upon the Secretary. Bob?

STATEMENT OF HON. ROBERT E. RUBIN, SECRETARY OF THE
TREASURY, WASHINGTON, DC; ACCOMPANIED BY HON. LAW-
RENCE H. SUMMERS, DEPUTY SECRETARY OF THE TREAS-
URY, WASHINGTON, DC

Secretary RUBIN. Thank you very much, Mr. Chairman. I, too,
am delighted that you are having this hearing. I agree with the
Majority Leader. I think it is an extraordinarily important issue
with respect to our future as a country economically.

Secretary and Ambassador Barshefsky will speak in greater de-
tail about our trade agenda. What I would like to do, if I may, is
make a few broader points about the importance of trade, because
I do believe that the decisions that we make on trade in the next
year or two will be some of the most important decisions our Na-
tion will be making with respect to the future economic well-being
of the United States.

We meet, as you know, Mr. Chairman, in a time of enormous
strength in the American economy. Unemployment is 4.4 percent.
It has been under 6 percent for the last 4 years. The economy has
generated nearly 18 million new jobs over the last 6 years. Infla-
tion has remained low and wages have been rising across all in-
come levels.

I do not think there is any question that trade, open markets,
and expansion of trade have contributed enormously to this eco-
nomic record. Also, in my opinion, there is no question that this
committee has been the keeper of the flame with respect to expand-
ing trade and opening markets around the world.

Jobs related to exports pay, on average, higher wages than other
jobs. Opening markets and expanding exports are, therefore, of
great importance to creating high-wage jobs for the United States.

Less widely recognized is that imports, too, contribute greatly to
our economic well-being. Americans as consumers benefit from
lower prices and wider choices which imports provide.
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American producers similarly benefit from lower costs and wider
choice for imports, making them more competitive and thereby ena-
bling them to create more jobs and increase wages. American pro-
ductivity is enhanced through greater competition, and, for all of
these reasons, inflation, and thus market interest rates, are lower.

I think it is very interesting to compare our economic perform-
ance of the past 6 years with the economic performance of other in-
dustrialized nations that are less open. Study after study has
shown that more open economies enjoy stronger growth, and that
is certainly evident in this case. -

We have, as I said a moment ago, low unemployment, rising
wages -across the board, and we have without question the most
open markets amongst the major economies.

Europe and Japan are substantially less open than the United
States, and the major economies of continental Europe have had
persistent unemployment of 10 to 12 percent or greater. Japan,
now in recession for over a year, has been virtually stagnant for
8 years. Moreover, trade is not a zero sum game. All nations bene-
fit from a vibrant trading system.

Mr. Chairman, as you well know, the global economy has experi-
enced a financial crisis over the last year and a half that severely
affected countries around the world. While our economy has thus
far performed very well despite the crisis, there are certain sectors
that have certainly been affected, most notably steel because of in-
creased imports, and agriculture and aircraft because of decreased
world demand.

The risks of that crisis continue despite some positive develops
in recent months, as do the risks to our economy from that crisis.
To protect the economic prosperity of our country and to restore the
well-being of affected sectors, we have been, and continue to be,
enormously focused on the effort to restore stability and growth to
troubled parts of the world.

Let me emphasize, if I may, two points that are integrally relat-
ed to all of these comments. First, trade should be not only open,
but fair. This administration is fully committed to enforcing our
trade laws.

Second, the President has worked to equip Americans with the
tools they need to succeed in the global economy, including edu-
cation, training, health care, or technological research and develop-
ment.

We must be particularly focused on helping those that are ad-
versely affected by the dynamic change, due principally to tech-
nology but also to trade, that so benefits the American people over-
all and is absolutely key to American success in the global econ-
omy.

What we must not do, in my judgment, is to pull away from the
global economy which is so important to our economic well-being.
As Senator Moynihan said, there seems to be more and more con-
cern in this country about globalization.

For the United States to reduce access to our markets, even on
what might appear to be a limited basis, could very well be damag-
ing, very damaging, to our economic well-being. It would hurt our
economy directly through higher costs to consumers and producers,
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ang3 higher inflation, and quite possibly higher market interest
rates. :

Under today’s conditions, Mr. Chairman, there would in addition
to'be two special risks to our economic well-being. First, reduced
access here could undermine the prospects of recovery and growth
abroad in a world that is still worﬁ.ing itself through the global cri-
sis, a recovery that is so important to our economic health and
prosperity going forward.

I might add that, in our view, Japan snd Europe must also in-
crease the world’s access to their markets, for their sake and for
the sake of the rest of the world.

Second, and most troubling, if the United States, with its very
healthy economy, is seen as moving toward restricting markets,
that could well increase the risk that the newly vibrant voices of
protectionism in countries around the world whose economies are
strugg_ling or less successful than our own would prevail, and that
could be enormously damaging to our economic well-being.

I think all of us remember the effects in the early 1930’s of
Smoot-Hawley and competitive devaluations around the world.
Tha_tl is a danger, and a danger we must do everything possible to
avoid. : ‘

Mr. Chairman, the United States’ economy is the strongest it has
been in a generation. To sustain that growth, we must continue to
maintain open markets at home and press to open markets abroad.

This committee has long been a major force in pursuing those ob-
jectives, and I, and all of us in the administration, look forward to
working with you to meet these great challenges, including build-
ing a consensus for trade negotiating authority that also reflects
appropriate provisions with respect to labor and the environment,
issues to which the WTO and the ILO, as Senator Moynihan men-
tioned, have a great deal to contribute. .

Our success in meeting these challenges is critical to the prosper-
it agd standard of living of our Nation for the years and decades

ead.

Thank you very much, Mr. Chairman.

The CHAIRMAN. Well, thank you, Secretary Rubin.

As I have already indicated, I share the same interest. I do think
it is critically important that, in the days and weeks ahead, that
we develop a truly bipartisan approach to trade. Nothing is more

-important than that for the welfare of this Nation.

Now, I understand that you have to leave now. You will be back
in a week, so do not look too relieved.

Secretary RUBIN. I will, indeed. Thank you very much, Mr.
Chairman.

The CHAIRMAN. Thank you. We are happy to have you here.

['l;l}}:z ]prepared statement of Secretary Rubin appears in the ap-
pendix.

The CHAIRMAN. It is now my great pleasure to call upon Sec-
retary Daley. Mr. Daley?

STATEMENT OF HON. WILLIAM M. DALEY, SECRETARY OF
COMMERCE, WASHINGTON, DC

Secretary DALEY. Thank you, Mr. Chairman, Senator Moynihan,
members of the committee. I also appreciate the opportunity to be
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with you this morning to talk about our trade agenda, and how we
gaxi work with you to address the important traﬁe issues which we
ace. ‘

As we all are aware, there is much uncertainty about the future.
Nearly a third of our growth over the past 6 years, as Secretary
Rubin stated, has been the result of trade. At the same time, our -
trade deficit has risen significantly, and that will continue in the
coming months.

-Let me say, Mr. Chairman, that we are absolutely committed to
working with you and the committee to make sure that the global
fligggcial crisis of 1998 does not turn into the global trade crisis of

As President Clinton said last week in his State of the Union, we °
do need to build a new consensus on trade and we need to reach
out to all Americans. We need to explain the benefits of open trade
for our companies and our workers, and to acknowledge the chal-
lenges of the global trading system and be prepared to respond to
those challenges. We must, in short, Mr. Chairman, put more of a
human face on trade.

If we have learned anything over the past few years, it is that
we need to change our approach if we are to win a greater public
support for trade. As we work with you to gain new fast track trade
negotiating authority and lay the groundwork for a successful
launch of a new WTO round, we need to find more common ground
with labor and environmental groups.

Workers in smaller businesses, who have not seen the benefits
from trade, must understand that they have an enormous stake in
this global economy. That is one of the reasons we are reaching out
like never before in nontraditional settings, such as schools, local
civic groups, and other grass-roots organizations. Do we have all
the answers? Of course we do not. But I know this: we cannot be
half-hearted in these efforts.

At the Commerce Department we are working very hard to build
a consensus on several fronts. Let me just highlight a few, Mr.
Chairman. :

First, is export promotion. We will remain aggressive around the
world on behalf oF our exporters, doing more to help smaller firms.
The President’s new $108 million plan to increase exports of manu-
factured goods will expand the availability of export financing. It
will reach out to new customers and markets, while improving
services to exporters, again, focusing in particular on the needs of
our smaller and medium-sized firms. -

I am happy to announce that we will be opening an office in Leb-
anon later this year, which will be the 75th country in which the
U.S. Commercial Service has presence. In my 2 years as Commerce
Secretary, we have added eig,ilt new countries to the list, and our
fiscal year 2000 budget will significantly increase our presence in
key markets of Asia, Latin America, and Africa.

On top of that, we have 105 ex?ort assistance centers throughout
America. This makes for a true global network to assist our export-
ers, again, especially the small- and medium-sized companies.

Exporters can now use the Internet to access most of our serv-
ices, and we are using new technologies to reach rural communities
and other areas under-served in the past.
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We are encouraging all to become the e-commerce companies so
that even the smallest companies can sell their products in this
global market.

Our second area of focus is aggressive enforcement of our trade
laws. As the President has made clear, we will not be the dumping
ground for unfairly priced or subsidized goods. As members of the
committee know, steel is the issue occupying much of our attention
right now. We have shifted substantial resources to focus on this
problem.

We have expedited the antidumping investigation of Hot-Rolled
Steel from Japan, Russia, and Brazil, which accounts for about 70
percent of the import surge. We hope to issue a preliminary finding
in the Hot-Rolled case on February 12, which is almost a month
ahead of the usual time table.

Mr. Chairman, I can report to you today that our efforts seem
to be yielding some results. Based on anecdotal information, it ap-
pears our steel imports fell in December. We will be releasing the
official data on Thursday under the expedited process which we re-
cently announced, and I hope that they will confirm this positive
news.

But let me hasten to add that this would not mean that there
is not still a serious problem. One month of good data does not end
a crisis that has been building for about a year. We will remain
vigilant and aggressive, even if the December numbers show im-
provement.

The third part of our trade policy is tracking compliance with our
internationa! agreements. All nations must satisfy their commit-
ments to open markets to our goods and services. Working to en-
sure that .ney do this is the job of our Trade Compliance Center
which we created 2 years ago.

Finally, I want to mention our efforts to promote transparency
in the rule of law, and in doing so, to help build a stronger case
for open trade. One way we are doing this is by fighting bribery
and corruption overseas which, as you know, Mr. Chairman, pre-
sents a major problem for our companies.

After years of efforts, we finally now have in place an OECD
agreement that outlaws bribery of public officials. Eleven nations
have ratified this landmark accord, and our job now is to see that
these nations live up to those commitments.

Let me end on this. Ensuring our trade policy is effective in
meeting the global economic challenges-we face, we all know, will
not be easy. It will take a lot of hard work. I promise you that we
will do whatever it takes, and we obviously cannot do it alone.

We look forward to working with the members of the committee
on a bipartisan basis, as you said, Mr. Chairman, as we move for-
ward with this effort to open markets and enforce our trade laws
and trade agreements. I thank you for the opportunity to testify
and look forward to our continuing dialogue.

The CHAIRMAN. Thank you, Secretary Daley.

[’I(‘lhe prepared statement of Secretary Daley appears in the ap-
pendix.]

The CHAIRMAN. Now it is my pleasure to call on you, Madam
Barshefsky. Please proceed.
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STATEMENT OF HON. CHARLENE BARSHEFSKY, U.S. TRADE
REPRESENTATIVE, WASHINGTON, DC

Ambassador BARSHEFSKY. Thank you, Mr. Chairman. Let me say
that we appreciate, Mr. Chairman, your and Senator Moynihan’s
calling this hearing. It comes at a very critical time as we attempt
to realize the President’s goal of finding common ground and a bi-
partisan consensus on trade issues, particularly as we open a new
trade agenda for the next century.

In his State of the Union last week, the President set nut a bold
and ambitious agenda, including the launch of a new global round
of multilateral negotiations. We are absolutely committed to lead in
removing trade barriers, create fair and open markets, and expand
trade, while ensuring that ordinary citizens continue to benefit
from the trading system in the next century.

This agenda builds on a long tradition of bipartisan commitment
to fair and open markets, a commitment which has borne fruit in
helping us create a dynamic, creative, competitive economy that is
the envy of the world. As Secretary Rubin said, since 1992 we have
witnessed a period of uninterrupted growth.

The reasons for this are many, but certainly trade and participa-
tion in the global economy have played an irreplaceable role. Since
1992, we have negotiated 270 separate trade agreements which
have helped open markets and create opportunities for Americans.

These agreements include five that are of historic importance:
the North American Free Trade Agreement, which cemented our
strategic trade relationship with our immediate neighbors; the
Uruguay Round, which created the World Trade Organization,
binding dispute settlement, and extended international trade rules
to new areas; and three new multilateral agreements on informa-
tion technology, financial services, and basic telecommunications
which, together with an aggressive intellectual property rights pro-
gram, are the foundation of the 21st century economy.

As a result, America’s trade has flourished. Our exports have in-
creased 51 percent since 1992, despite a slowing of our export
growth last year due to the financial crisis.

We now have an opportunity and a responsibility to take the
next step. As host and chair of the third WTO ministerial con-
ference to be held in Seattle at the end of this year, we will be able
to shape the world’s trade agenda as we enter a new century.

As we approach this event and the accelerated negotiating round
we will urge be launched at the ministerial, we are developing an
agenda that actually extends well beyond traditional market open-
ing trade negotiations to ensure that the world trading system is
more responsive to the pace of change, to diverse constituencies,
and the challenge of the global economy.

The President envisions a new type of round which includes
three separate dimensions. First, expedited negotiations covering a
wide range of areas. They would include, for example, sharp reduc-
tion or elimination of industrial tariffs and nontariff barriers.

Market access and liberalization services industries, including
audiovisual, express delivery, financial services, telecommuni-
cations, the professions, travel and tourism, agriculture, including
such issues as state trading enterprises, tariffs, the elimination of
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export subsidies, Europe’s common agricultural policy, bio-
technology, and other topics.

Intellectual property, beginning with full implementation of Uru-
guay Round commitments and extension to new technologies. Gov-
eimment procurement. Exploration of how the WTO can help create
an international pro-competitive regulatory climate, particularly in
services, as well as to advance investment and further our efforts
against bribery and corruption.

These negotiations would have clearly defined time tables and
expectations so that we no longer would have to wait 6 or 8 years

" for completion of the round. Recent statements by Europe and

Jap(slm in support of a 3-year time table are encouraging in this re-
gard.

Second, we believe a new round should include a commitment to
institutional reform. This would include capacity building in devel-
oping countries so they can better implement what they agree to;
trade facilitation, particularly in the Customs area; more effective
coordination with the International Labor Organization; as well as
with the IMF and World Bank, all of whose agenda’s intersect with
the trade agenda and the work of the WTO, as well as other efforts
to address labor, environmental protection, finance, and economic
development issues. It would include a commitment to greater
transparency, particularly with respect to dispute settlement, ac-
cessibility, and responsiveness to citizens.

Third, a new round must accommodate ongoing results. For ex-
ample, as we develop the agenda we will also work toward comple-
tion of the Information Technology II, ITA II, that is, the extension
of product coverage under the original Information Technology
Agreement; transparency in government procurement; a consensus
on the APEC sectors; improvements in dispute settlement; and, in
electronic commerce, extension of the moratorium on tariffs applied
to electronic transmissions.

Our trade agenda beyond the ministerial and the round is equal-
ly ambitious. We are enforcing WTO commitments and bilateral
agreements with all of our trade partners through over 80 separate
enforcement actions, including 41 at the WTO, and we are carrying
on sectoral, regional, and bilateral negotiations covering every part
of the world.

My prepared testimony addresses this in detail, but if I may take
a moment to just cite a few examples. In the western hemisphere,
talks towards the creation of a Free Trade Area of the Americas
are proceeding and we will see concrete progress this year.

In Europe, we are working to remove barriers and strengthen
trade relations through the Transatlantic Economic Partnership,
covering negotiations on technical barriers to trade, agriculture,
particularly biotechnology, intellectual property, government pro-
curement, services, electronic commerce, and advancing shared val-
ues, such as transparency and the participation of civil society.

In Africa, we are implementing the President’s initiative to im-
prove trade relations and ensure Africa’s full integration into the
multilateral system.

In trade relations with Japan, we will continue our intense and
sustained effort to open and deregulate the Japanese market. We
have concluded 35 bilateral market access agreements with Japan
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since 1993. We will monitor their implementation closely and en-
force them vigorously. We will also further address certain sectoral
issues, including rice, glass, steel, insurance, and others.

We are pursuing an ambitious set of goals under our deregula-
tion initiative with Japan in individual sectors, such as telecom,
pharmaceuticals, and medical equipment, as well as on broader
structural issues. At the same time, we are addressing a very large
and rapid increase in steel imports from Japan.

In China, we will monitor and strictly enforce our trade agree-
ments on intellectual property, textiles, and market access in goods
and agriculture, as well as address an array of specific bilateral
trade problems in goods, services, agriculture and investment, and
at the same time; we will continue to seek broad market opening
through our negotiations toward China’s accession to the World
Trade Organization.’

In this regard, their membership in the WTO on commercially
meaningful grounds is in our interest, and in China’s. Broadly
speaking, WTO principles of transparency, openness, and public
and enforcible commitments will help China’s government
strengthen the rule of law and create sustainable long-term
growth, and the specific market access and other reforms that
WTO accession requires are no less from China than what other
WTO members, including many of the developing countries, have
already done.

Premier Zhu Rongji’s proposed visit to the U.S. this spring gives
China and the United States a chance to achieve this goal. As this
approaches, China has an opportunity, perhaps the last for some
time to come, to resolve this issues which remain outstanding. We
hope China will take it.

We also recognize that China, once again, may decide it is not.
prepared to take the commercially meaningful steps WTO member-
ship requires, and WTO membership may, thus, not come for some
time. But delay in trade reform and market opening is not an op-
tion.

We will not hesitate to make sure-that we are treated fairly in
China, and we will continue to urge China to move toward accept-
ance of international norms in economic policy and other areas
which are so important to us, to China’s neighbors, and ultimately
to China herself.

Apart from Japan and China, more generally in Asia, we will
continue our APEC sectoral liberalization effort and will also be
working to build consensus on WTO-related issues in advance of
the ministerial..

Finally, in the Middle East, we are promoting regional integra-
tion with the foundation of our Free Trade Agreement with Israel
and the creation of new industrial zones, which Secretary Daley
and I have spent some considerable time on.

In each of these regions and with respect to each of these agree-
ments, we are committed to fully enforce our trade laws. We re-
main the most active and successful user of WTO dispute settle-
ment. We have used Section 301, Special 301 on intellectual prop-
erty rights, and Section 1377 in telecommunications effectively.

But, Mr. Chairman and members of the committee, in order to
ensure that we have maximum advantage of our domestic trade
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laws to open foreign markets, I am pleased to announce today that
the administration will re-authorize, by executive order, two laws
for which authority has lapsed: Super 301 and Title VII, and we
hope to work with the committee to also include these laws in the
committee’s legislative work. .

This is a broad and ambitious agenda. We hope to pursue it—
indeed, we must pursue it—on the basis of a strong bipartisan con-
sensus which includes renewal of trade negotiating authority for
certain agreements.

Trade negotiating authority imparts greater credibility and effec-
tiveness on behalf of American economic interests, helps ensure the
successful implementation of important trade agreements, and,
thus, contributes to our goal of opening markets, increasing
growth, and raising living standards.

As the President has said, we intend to approach renewal of
trade negotiating authority in the spirit of finding common ground
and a strong bipartisan consensus, but this will require flexibility
on all sides.

Let me also stress, in addition, our strong support for legislation
to improve our trade relations with Africa, enhance the Caribbean
Basin initiative, renew the GSP program, pass the OCED ship-
building legislation, and renew trade adjustment assistance.

In summary, the U.S. economy and the living standards of our
citizens have benefitted immensely from the work of this adminis-
tration, the previous administrations, and the Congress. As we
open a new century and prepare to shape the trading world of the
next generation, we plan to work with this committee and all
stakeholders to shape an agenda that, as the President said, will
allow us to tear down barriers, open markets, expand trade, and
ensure that ordinary citizens benefit.

Thank you, sir. :

The CHAIRMAN. Thank you, Madam Secretary.

[The prepared statement of Ambassador Barshefsky appears in
the appendix.]

The CHAIRMAN. As I understand it, Secretary Daley has to leave
at 10:30. Is that correct?

Secretary DALEY. About 20 until 11:00.

The CHAIRMAN. Twenty until 11:00. So in order to give everybody
a chance to ask him a question, what I would propose is that we
limit each member to one question of Mr. Daley to start out with,
then we will proceed with questions for the other two witnesses.

Mr. Secretary, rebuilding a bipartisan consensus on trade de-
pends, in part, on ensuring that we are enforcing the trade agree-
ments we reach and that we receive the benefits of the bargain
struck by the negotiators.

Are the tools we have put in place, particularly the unfair trade
laws under your jurisdiction, adequate to that task? Are there
modifications to existing law or new tools that we should be consid-
ering? For example, do we need to amend Section 201 or create an
alternative mechanism that would allow earlier intervention on be-
half of U.S. firms faced with economic dislocations, like the Asian
financial crisis?
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Now, we have also raised a question about Section 301. Ms.
Barshefsky has already suggested that certain changes were in
order there. Would you care to comment, Mr. Secretary?

Secretary DALEY. We do feel, Mr. Chairman, that the import
laws that we are enforcing are adequate at this point. I think the
changes that have been recommended, specifically on changing the
standard on 201, which has been discussed greatly within the ad-
ministration and proposals that have been introduced already, are
ones that we want to work with the committee and work with the
Congress to see if we can get a consensus to make that change,
specifically, and others that are being recommended.

And we are in the process in the Commerce Department of reach-
ing out to the business community to see if there are other sugges-
tions that they may have, and we will be coming forward with
some suggestions in the near term on some changes to our laws
that we administer. But we believe that they, at this point, have
served us well. :

The CHAIRMAN. Senator Moynihan.

Senator MOYNIHAN. Thank you, Mr. Chairman.

Mr. Daley, just for the record, but to get your answer, the Presi-
dent talked of the Internaticnal Labor Organization and core labor
standards. It needs to be clarified that these matters involve Amer-
ican business as well as American labor.

I guess on Thursday we are going to be hearing from Abraham
Katz, who is president of the U.S. Council for International Busi-
ness. Put the ILO is a tripartite organization in which business is
represented equally with labor.

There are aspects of American businesses that have been very
supportive of it. Herbert Hoover, one of your distinguished prede-
cessors, sent observers to the 1923 International Labor Conference.

Are you going to be able to involve yourself with this matter as
well, as I hope you will? ‘

Secretary DALEY. Well, I think I will. After your comments of my
predecessor being so involved, I think I should, Senator. So I would
look forward to doing that. .

Senator MOYNIHAN. I would appreciate it, if you should do.

Secretary DALEY. I will do that.

Senator MOYNIHAN. Thank you.

The CHAIRMAN. Senator Baucus, please proceed.

Senator BAucus. Thank you, Mr. Chairman. .

Secretary Daley, I just think it is important for us, as we ap-
proach the WTO and think about our trade agenda for this era and
the next, to realize just how huch times have changed and put a
lot of this into perspective.

When I first came to this committee it was 1979. I can remem-
ber, I was sitting back down af the end of the table and there was
a markup on the trade bill. You were here, Mr.. Chairman, Senator
Moynihan, you were here, and Senator Heinz was an expert on
trade, holding forth on lots of arcane trade provisions. I asked my-
self, well, what in the world is going on here?

To some degree, a lot of this stuff still is pretty arcane. But our
main goal here is to raise Americans’ incomes, particularly through
trade-related jobs and in manufacturing and selling products.
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Times have changed so much. Our economy is so much more de-
pendent on trade than it was back then, for example. We face the
European Union, which now is, I think, very aggressive, and with
the euro. Things are happening in Europe, which was not the case
about 10 years ago.

We have got China, the world’s largest country, largest standing
army, nuclear power, a fast-growing economy, that is certainly in’
the next century going to be a huge power and a force in Asia and
dramatically affect our economy.

The WTO is new. It has some growing pains to go through and
we have to help force it and shape it in a way that makes sense.
The global market really does hit us a lot more now than it did
back then. For example, there are a lot of subtleties that show this.
Our beef producers in Montana, for example. When Korea closes a
market, we lose not only those sales, but, as a consequence, as a
ripplin_ effect, Canadians are unable to export their own beef to
Korea then dump in the U.S.

The same would be true of softwood lumber products. When, say,
Japan limits softwood lumber or demand falls for softwood lumber
exports from the United States to Asia, what happens? Scandina-
vian companies who also cannot sell in Asia start to sell in the U.S.
and start to under-cut U.S. producers. So it is a double-whammy
hitting Americans. We are related so much more now than we were
back then.

A Montana farmer cannot ship his wheat to the west coat. Why?
Because Asian demand is down and there are no trains moving. So
the farmer has got to keep his wheat in his bin and make all those
payments. It is incredible how interrelated we are now compared
with not too many years ago in lots of subtle ways that go beyond
the ones that are on the surface.

So when we think about trade, I think it is critical that we think
outside of the box a lot more than we have in the past. We have
trade laws, we have Treasury, USTR, Commerce, et cetera. But
today it is not just trade policy, it is currency valuation, which very
much affects trade and people’s incomes, it is transparency ques-
tions all across the board. Lack of law enforcement in countries. I
think you have touched on it, and Charlene Barshefsky touched
upon it. Lack of independent judiciaries in a lot of countries.

So if we are going to tackle the problem, again, it is thinking of
ways to deal with this in a lot more subtle, creative, and aggressive
way than we have in the past. ’ \

A couple of more specific points. One, is China. I think we need
a better China policy. I know the policy now is, loosely, engage-
ment. I am not really sure what that means. I think, as we develop
our trade agenda, we need to pay particular focus to China.

Second, is agriculture generally. Agriculture affects us so much.
For example, WTO’s current reluctance to enforce a lot of their re-
cent decisions. Hormone-fed beef is just an example, bananas is an-
other, as well as European’s common agricultural plan. That, too,
has got to be focused more.

Finally, Mr. Chairman, and I will finish here, as mentioned, the
link to environmental protection and to labor rights. We started
down this road with NAFTA and the side agreements, as you
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know, but clearly an aggressive trade agenda is going to have to
pay more attention to the environment and also to labor rights.

I think the President summed it all up very well in his State of
the Union address about how we have to work together, and others
have, too. Part of that is a little more outside of the box, thinking
about some of the points that I made.

The CHAIRMAN. I want to give as many the opportunity of asking
a question of Secretary Daley as possible. So I would ask that peo-
ple limit their comments and ask whatever question they may of
the Secretary.

With that, I will call upon Senator Conrad.

Senator CONRAD. Thank you, Mr. Chairman.

Thank you, Secretary Daley, for being here, and Ambassador
Barshefsky, as well, and Deputy Secretary Summers.

This is a very distinguished panel. We appreciate, Mr. Chairman,
your calling this hearing. I think this is critically important.

Let me just say, from the perspective of a State that is heavily
engaged in trade, largely agricultural trade, we have experienced
the benefits of trade. My State is a State that believes in freer
trade. But we have also experienced the down side.

We have had a very bitter experience with the Canadian Free
Trade Agreement. We call it a free trade agreement, but really it
was a negotiated trade agreement. And when there are negotiated
trade agreements, there are winners and there are losers. I can tell
you, my State has suffered dramatically.

North Dakota is the largest producer of durham that goes to
make pasta, so all of you pasta lovers, 80 percent of the pasta that
{(s produced in America is produced in my home State of North Da-

ota.

Canada also produces durham. Under the Canadian Free Trade
Agreement, they went from zero percent of the U.S. market to 20
percent of the U.S. market very, very quickly. The result has been
an economic loss to my State calculated by a State University of
a half a billion dollars. Half a billion dces not get a lot of attention
in Washington. I can tell you, it gets a lot of attention in North Da-
kota.

And it is not because Canada is more efficient. It is not because
they are more productive. There virtually are no differences with
respect to productivity on either side of the border. In fact, we have
many farmers, including a very close friend of mine, who farm on
both sides of the border.

It is a matter of defects in the agreement. The devil is in the de-
tails. It is very hard to stand up before an audience in North Da-
kota and say that the Canadian Free Trade Agreement was some-
how positive for our State.

I tell you, we have been on a search for 7 years to find out a solu-
tion and we have not yet heard it. Whether the trade laws that we
have now are sufficient, I will tell you, we have not found an exist-
ing trade law that works for us. So I say this, Mr. Chairman. I
hope my colleagues are listening. It does matter what we do here.

The CHAIRMAN. We have the Secretary here for only a few more
minutes. As I indicated earlier, I did want to give the opportunity
to our members to ask a question. I appreciate and understand the
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desire to make statements on matters of keen interest to their con-
stituency.

But at this stage, Senator Robb is next. Do you have a question,
Senator Robb?

Senator ROBB. Yes, Mr. Chairman. [Laughter.] Mr. Chairman, I
actually have a question.

The CHAIRMAN. Please proceed.

Senator ROBB. Very briefly. It is a sensitive question that I want
to give Secretary Daley an opportunity to comment upon. As he
knows, and we know, there was a recent report by the Cox Com-
mission that related to the commercial satellite launches on Chi-
nese rockets. :

The Senate Intelligence Committee will be issuing a somewhat
similar report in the near term. I also serve on that committee.
And another committee on which I serve, the Armed Services Com-
mittee, took the responsibility for launch from the Commerce De-
partment and put it in the State Department.

My question is, what will the residue of the Commerce Depart-
ment responsibility be in this area, and will it hurt satellite exports
by the United States?

Secretary DALEY. Well, Senator and members of the committee,
as you have stated, the report that was issued by Congressman
Cox and Congressman Dix at this point is still classified, so I would
not make a comment on the findings of the report.

We obviously share the concerns as to the issue of national secu-
rity on all of the products that we have licensed and all of those
matters that we at the Department of Commerce have handled. We
believe we have balanced national security interests with our eco-
nomic security interest.

We have great concerns and have heard from many in the busi-
ness community of their concerns as to their future opportunities
to sell products that we lead technology-wise around the world.

In our opinion, the military and the national security is helped
by our companies staying strong and being able to sell their prod-
ucts around the world, obviously balancing that with the legitimate
and national security concerns. But we will be commenting on the
report, when and if it is declassified, shortly.

Senator ROBB. Thank you, Mr. Secretary.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Robb, for having a question.

Senator Graham?

Senator GRAHAM. Thank you, Mr. Chairman. I, too, have a ques-
tion. I, too, would like to thank you for scheduling this series of
very important hearings to provide us with a context to consider
trade legislation throughout this session of the Congress.

Mr. Secretary, a couple of years ago we had a satisfactory—I
would say a very satisfactory—experience with the operation of the
antidumping statute as it relates to some of our agricultural prod-
ucts in Florida. .

Obviously, one of the characteristics of many agricultural prod-
ucts is their perishability and, therefore, the need to get disputes
resolved on a timely basis because, if time wastes, so does the prod-
uct and therefore the dispute becomes moot.
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In the course of that, however, there were some issues that
emerged that seemed to create the possibility for an even better
resolution. One, was to allow these disputes to be handled on a
more expedited basis.

Second, to avoid the necessity of going through a contentious,
confrontational litigation process before you could get to the point
that the parties could sit down and try to negotiate, through the
good offices of the Department of Commerce, a reasonable settle-
ment. Third, to try to create an environment that has sought out
the common interest of the parties and diminished the areas of con-
frontation.

All of those, it would seem to me, would be goals worthy of trying
to look for either modification in our current antidumping statutes,
or maybe even a parallel set of statutes that would relate to the
peculiar characteristics of perishable agricultural products. I won-
der if you could comment about it.

Secretary DALEY. I would just say, Senator, we would like to
work with you on those suggestions and see if there are some
changes that we can work with you to make to the dumping laws
to address those situations.

We, as I mentioned in my statement related to steel, have expe-
dited the process about as quickly as we can do under the existing
laws. So, in order to address the agriculture concerns, we may have
to change them, and we would like to work with you on that.

Senator GRAHAM. Very good.

The CHAIRMAN. Senator Murkowski.

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

Good morning.

Secretary DALEY. Good morning, Senator.

Senator MURKOWSKI. Ladies and gentlemen, I wish I had some
time for Charlene on some of the questions with the Japanese in-
surance and other things, but I will submit those in writing.

But let me pursue with Hon. Daley my concerns relative to the
conditions of our domestic o0il industry. As you know, we are losing
nearly one-third of the job base that we had 10 years ago as we
become more dependent on imported oil. I think we are about 56
percent dependent currently, and during the Arab oil embargo, we
were about 37 percent.

As a consequence, the national energy security interests of our
Nation is a growing concern. It is my understand that your depart-
ment is coordinating an initiative to mobilize financing for one of
- the proposed pipelines in the Caspian region, from Baku, Azer-
baijan to Jehan, Turkey to bring, basically, oil to the western mar-
kets.

While I agree that this project is worthy of assisting other Na-
tions, as we look at the long-term supply of oil and gas to the west-
ern world I am concerned that the effort seems to be focused on
foreign oil and gas, while pursuing a domestic gas and oil reserve -
would serve the U.S. interest better, particularly at a time when
we see efforts by the administration to take off the sanctions on
Iraq oil, which is currently about 500,000 barrels a day, which
would take it up to 2.5 million barrels a day, which is about where
it was prior to the conflict out in that part of the world.
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So my question to you is, the old saying in politics, “charity be-
gins at home.” It seems like our domestic oil industry is in a ter-
rible state of affairs. I am having a hearing, as Chairman of the
Energy Committee, on Thursday on this issue. We are bringing in
Lee Raymond, chairman of Exxon, a number of major oil compa-
nies, strippers, smaller outfits. Oklahoma and other areas of the
country are really flat as a consequence of the price of oil.

I am looking to you to see if you feel you have an area of respon-
sibility here in view of, seemingly, the administration’s overall ef-
forts to try to promote and increase oil activities all over the world,
but not domestically.

Secretary DALEY. If I could just, Senator, state that we at De
partment of Commerce have been involved in the Caspian pipeline
issue, as you know. We have been involved for a host of reasons.
One, the companies have come to us and asked us to help then. We
do a lot of promotion on behalf of the U.S. oil companies around
tﬁe world, and we are very proud of that and will continue to do
that. - '

Obviously, as you say, we should protect our home base first. We
try to help in lots of ways, we at the Department of Commerce,
with our energy companies and we would work with them if they
have some suggestions on how they would like us to help them do-
mestically. But we do a lot of advocacy on their behalf because they
come to us and want our involvement. Specifically on the Caspian
pipeline issue, obviously, there are foreign policy concerns, but from
our perspective, our help there has been very much at their re-
quest.

Senator MURKOWSKI. Well, I would hope, at the Thursday hear-
ing, that you might have somebody from your staff at that hearing,
because I am sure you are going to hear some recommendations
from our domestic oil industry about what we can do to stimulate
domestic activity.

Secretary DALEY. All right. We will do that.

Senator MURKOWSKI. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr, Chairman.

Secretary Daley, I am sorry the Secretary had to leave. I increas-
ingly come to feel that he has a grip over the President’s mind .
when it comes to the question of fair trade and trade matters.

He started off by saying that we have aircraft and we have steel.
Well, of course, aircraft, as he pointed out, was a lack of demand.
Steel is illegal activity on the part of other countries against the
international trade laws of 1974. Lack of demand and cheating are
rather different matters.

I have, in the past, voted for fast track. I am increasingly less
certain of whether I am going to do that again, unless this adminis-
tration begins to take enforcement of trade laws seriously.

My question to you is the following, in that it is very difficult to
get Japan to do anything about this. They may lower their hot-
rolled steel imports slightly. They have done that kind of thing in
the past. I went over to Japan last week, in fact, and talked with
Secretary Rubin’s counterpart, who did not know that there were
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more steel mills in the United States than there were in Japan,
and we had a very interesting discussion.

But Secretary Rubin, basically, this morning said, “For the
United States to reduce access to our markets, even on what might
appear to be a limited basis, could very well be damaging to us,”
and then he talked about the “new, vibrant voices of protection-
ism,” et cetera, et cetera, et cetera.

I would ask you, is Secretary Rubin not, in that case, virtually
saying we cannot enforce our trade laws, and that if we do enforce
our trade laws against cheating and illegal dumping—in my case,
I am particularly worried about steel, which is the largest surge of
imports in the last 30 or 40 years—is he not virtually saying, do
not enforce the trade laws, even though that was written into the
language of the fast track last time?

Secretary DALEY. No, I do not believe he is. I do not make a
habit of speaking for Secretary Rubin, as you know.

Senator ROCKEFELLER. I would like to see you try, though.

Secretary DALEY. My opinion is that he is not saying that. In
many of the discussions, many of the meetings that we have had
over the last number of months on steel, there has been a strong
commitment by the administration to enforce our laws.

There are suggestions that are being made to go beyond our ex-
isting laws, and I think he was referring to possibly some of those
suggestions. But he has been a strong advocate in all the meetings
I have been in to make sure that we do strongly and aggressively
enforce the laws. And the sort of actions we have taken at the
Commerce Department, he has been 100 percent in agree with
those actions.

Senator ROCKEFELLER. With all due respect, if he says, “Even on
what might appear to be a limited basis,” that is, reduced access
to our markets, we being the place that will buy anything. Europe
does not do anything to buy any products. They do not help us out.
Nobody else. We are the ones who always buy everybody else’s
products.

Now, if he says, “even on a limited basis,” then does that not nec-
essarily mean you cannot enforce trade laws? I would stipulate that
there is cheating going on on steel. So if you enforce trade laws,
you would have to do something to counter that cheating, that ille-
gal dumping at below the cost of production that would necessarily
lim(iit access. Is he, therefore, not contradicting enforcement of fair
trade?

Secretary DALEY. Again, Senator, I am not sure exactly what he
meant. I can just tell you that, in my dealings with the Secretary,
in all the meetings when we have talked about aggressively enforc-
ing our laws that are on the books that you have passed, he has
been there and strong in the sort of actions we have taken at the
Department of Commerce, which, if they are followed through and
the cases are found that there is dumping, there obviously will be
a limitation on imports.

Senator Rockefeller, if I can just quote from Secretary Rubin’s
statement a little bit prior to the portion that you were quoting.
“Trade should be not only open, but fair, and this administration
is committed to fully enforcing our trade laws to deal with unlawful
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practices.” That is certainly his policy, and I believe the policy of
all of us in the administration.

Senator ROCKEFELLER. I think it is also the way one always
opeus a paragraph, and then it is always the second or third sen-
tence which says where you really are.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Grassley?

Senator GRASSLEY. Before I ask you one question following up on
"~ what Senator Murkowski said about the domestic energy business,
do not forget the Illinois corn farmer and ethanol. Also, remember
that its competitor, MTBE, 70 percent of that is imported from out-
side the country. ,

So we have got a renewable resource up against an imported
non-renewable resource that very much creates jobs in America
and advances our economy.

Your department permits Chinese military end users to receive
U.S. dual-use technology if you determine that Chinese military en-
tities are not making a direct and significant contribution to ad-
vance Chinese military capabilities. So, please explain how you can
determine to any reliable degree of certainty whether there is a di-
rect and significant contribution to the military of that dual use.

Secretary DALEY. Senator, as I stated, we take the obligations
under the Export Administration law very seriously. We do end-use
visits on many of the exports that we license, and we have other
means of trying to determine where exactly the products that have
been shipped are delivered and how they may be used. ,

This is an area that we take, as I mentioned, very seriously. I
know Congress, as Senator Robb stated, is looking at this once
again to see if there must be some changes to tighten up the proce-
dures, not only obvious to the Department of Commerce, but other
departments.

§enator GRASSLEY. Is it on hold then while that review is going
on?

Secretary DALEY. No, we are still processing licenses requests
that come through. Obviously, Congress determined last year that,
as far as satellites are concerned, that authority to license those
would be moved to the State Department, and we are cooperating
with the State Department to make sure that that moves forward,
again, to protect our industries, and at the same time, paramount,
protect national security interests. :

Senator GRASSLEY. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Grassley.

Mr. Secretary, I understand you have to leave at 20 minutes to
11:00. But just let me make the observation that it is critically im-

ortant, in our effort to reach a bipartisan approach on trade to
guild the kind of consensus we need if we are going to get anythin
done, that our present trade laws be seen as adequately enforced.
There is no question but what there are many here on the Hill, for
whatever reason, who feel that we have not enjoyed the benefits of
what the negotiators initially negotiated. ‘

- There is concern now, for example, in the case of Europe, that
we take things through the judicial process and win the case, but
do not get the benefits of those victories. So I cannot stress too
much to you the importance that we be seen as aggressively sup-
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porting our rights under these trade agreements, and that we are
able to enforce them. ’

If we can enforce them, it is going to be very hard to get this
Congress to agree to new negotiating authority. I just want to
stress, I am a strong believer we ought to have a new round, but
I have to tell you, it is not going to be easy if we are not seen bene-
fitting from those that we have already negotiated.

Senator MOYNIHAN. Mr. Chairman, you know you have this com-
mittee behind you in that regard.

The CHAIRMAN. I appreciate that very much, Senator Moynihan.

We appreciate your being here, Mr. Secretary, and look forward
to working with you.

Secretary DALEY. Thank you very much, Mr. Chairman, and to
the members of the committee. We share your concerns and I can
assure you, we at the Department of Commerce take your com-
ments very seriously, Mr. Chairman. Thank you to the members.
Thank you for allowing me to leave a little early.

The CHAIRMAN. Thank you. We look forward to having you re-
turn.

Senator ROBB. Mr. Chairman?

The CHAIRMAN. Yes.

Senator ROBB. Mr. Chairman, I wonder if it might be possible for
those of us whose schedules have been compacted significantly by
the jury duty that we all share in the afternoons and evenings
to——

Senator MOYNIHAN. No, no, no. The judging.

Senator ROBB. I am sorry. [Laughter.]

The CHAIRMAN. You stand corrected.

Senator ROBB. I appropriately stand corrected by the distin-
guished Ranking Member. But that we might be permitted to sub-
mit some written questions that are of interest. This is a very im-
portant panel, and with the constraints of time, would that be per-
missible? I am going to have to depart.

The CHAIRMAN. Absolutely. .

Senator ROBB. I thank you. I thank you for holding the hearing.

[The questions appear in the appendix.]

The CHAIRMAN. Madam Ambassador, nothing is more important
than this ministerial meeting that is coming up this fall. As I un-
derstand, you will have the honor and responsibility of chairing
that meeting. I congratulate you. I want to say that I have great
confidence in your ability to discharge that heavy responsibility.

I have to say that, as we were sitting here and listening to some
of the goals and review of where we are today, my colleague, Sen-
ator Moynihan, on talking about Japan, I think, said, well, how
many times have I heard that before?

Senator MOYNIHAN. Over 50 years.

The CHAIRMAN. Over 50 years. You are older than I. [Laughter.]
But in any event, I am concerned that, as we listen to you, and I
understand what you are saying, and we want to negotiate in the
area of agriculture, we want to negotiate in the area of services
and so forth.

But my basic question is, if we have a new round of negotiations,
just what, specifically in these areas, do we hope to accomplish?
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When we talk about agriculture, what are our specific goals, in
what period of time? I think we need to be more specific.

In the past, I know it is has been the practice to discuss in very
broad terms what we hope to accomplish. But that is not going to
be adequate this time, I do not believe. I think, in order to develop
a consensus, there is going to have.to be spelled out by the admin-
istration and by working together exactly what any new round of
negotiations hope to accomplish. So, having said that, would you
care to comment?

Ambassador BARSHEFSKY. Mr. Chairman, we agree, and I have
said this previously to the committee, that as we look ahead to the
agriculture negotiations, services, and other areas, we have to go
into those talks knowing exactly what it is we want in great detail.

We have several means of achieving that end. We have com-
pleted, largely, a very substantial amount of interagency work, in-
cluding with, in the case of agriculture, USDA, in determining a
specific set of goals that we would like to achieve, which I have
only touched on briefly here.

Our next step would be to discuss with the committee, as well
as with the agriculture committee, our concept of what we would
like to achieve in each area—for example, on the elimination of ex-
port subsidies, how long that would take, and so on—as well as
with respect to reform of the European common agricultural policy
and state trading practices. .

We also plan to hold hearings in the United States—this has not
been done before—on the agriculture area, a couple of the other
key areas where we believe we did not achieve as much as we
should have in the Uruguay Round, and where we believe we need
to make rather a quantum leap now. This is particularly the case
in agriculture, but also the case in services as well.

So, with that activity proceeding and working closely with the
committee, we intend, well in advance of the ministerial, to have
a very concrete, specific list of objectives.

I would add one more point. In the case of agriculture, we have
been approached by the CAIRANS Group of agricultural exporting
countries. These are countries that are pushing for substantially
frier trade in global agriculture, led principally by Australia, and
others.

During the Uruguay Round, the U.S. and the CAIRANS Group
did not really have a coordinated position. In fact, in some areas
where we should have had common ground, we seem to be at odds
for reasons that are rather perplexing.

This time around, as an adjunct to fleshing out our agenda with
particularity, we intend to work closely with the CAIRANS Group
to see if we can build, going into the ministerial, a stronger founda-
tion for the kinds of gains we would like to achieve in agriculture.

But I agree fully with you, Mr. Chairman. I think the generaliza-
tions of the past in terms of what we would like to achieve, will
not be adequate to assist us in attaining our objectives. We are
going to have to be very particular and very exacting on what it
is we want, and we aim to work with the committee to that end.

The CHAIRMAN. One of the comments I hear is on the aggressive-
ness of the European community today. Of course, one of the areas
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we have talked about doing something is in the common agricul-
tural policy.

I remember years ago being over in Paris with Lloyd Bentsen,
and we met with the top officials at that time. Lloyd Bentsen said,
we are not going to be satisfied until we resolve this problem of the
common agricultural ﬁroduct which keeps our agricultural products
out of Europe. Well, here we are in what? What year is this? The
same situation exists.

What are we going to do about it?

Ambassador BARSHEFSKY. I think, Mr. Chairman, this is a vex-
ing and a serious problem. I think we have made gains on the ca
in the Uruguay Round, but there are two events that I think will
help us further.

One, of course, is the 1999 ministerial, because there are a num-
ber of countries, including many developing countries, that believe
their own agricultural production is absolutely disadvantaged by
European agricultural policies, not only with respect to access into
Europe for agricultural goods, but it is also the effect of European
agricultural policies on third country markets which prevent, for
example, developing countries from competing actively in those
markets, given heavy European subsidization of their agricultural
exports.

So, one, is the 1999 ministerial, our work with the CAIRANS
Group, and with developing countries both in that group and out-
side that group. But, second, as you may know, the European
Union is now working to formulate what they call Agenda 2000,
which is a fairly serious review of the cap.

This review is engendered by the fact that the cap is too expen-
sive and that, as the European Union expands to cover, for exam-
ple, countries like Poland which are heavily farming economies,
Europe must do something to reduce the overall expenditures on
agricultural policy. The add-in here, of course, is that, for Ger-
many, for example, there is concern about picking up the tab in
Germany to support French agriculture.

Agenda 2000 will take Europe—slowly, but it will take Europe—
toward some significant market reforms in agriculture, including
reductions in subsidization and, we hope, a further decoupling of
income supports with production. In the U.S., under Fair and other
agricultural acts, we have pretty much decoupled production from
income supports. Well, that needs to be done with respect to Eu-
rope. ,

So, bottom line is, we have a couple of thing going for us. 1
think it is very difficult. And we certainly do not underestimate the
complexity, but we certainly, certainly must make cap reform a
principal agenda item for the next round.

The CHAIRMAN. Let me ask this question. What actions can the
U.S. take to ensure that the EU will comply with any future WTO
dispute settlement decisions resulting from agriculture and serv-
ices?

Ambassador BARSHEFSKY. Well, of course, there can be no doubt
that we are extremely disappointed with the European commu-
nity’s reaction to the Banana case. This is a long-running dispute.

Europe has lost four international panel rulings with respect to
their banana regime over the course of 6 years, and each time it
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has failed to comply. We now have dispute settlement which should
fbgrce coinphance with the panel ruling, and again, Europe refuses
comply.

We have approached Europe over the last 18 months to negotiate
a settlement of the underlying dispute. Europe has refused. We ap-
proached Europe last July, August, September, October, and No-
vember to return to the original panel for a ruling on changes to
their banana regime, and again Europe refused.

So we have taken the extraordinary step of stating quite clearly
that we will retaliate against Europe in the amount of the trade
damage caused by Europe’s failure to alter its banana regime in a
WTO-consistent manner, and we will retaliate. We still seek a ne-
gotiated solution with Europe of the underlying dispute.

What this dispute raises, apart from European non-compliance,
as it has failed to comply over the last 6 years, is that the WTO
dispute settlement rules themselves are not entirely clear in cases
such as we face with Europe, where a party essentially refuses or
fails adequately to comply. :

One of the things that we will be doing for the 1999 ministerial
will be to alter the dispute settlement rules to ensure that a ba-
nana-type outcome cannot happen again in future cases.

As to beef, European compliance with the panel’s ruling in Beef
is due in May of this year. We have already begun to lay the foun-
dation with Europe. First off, we do not expect to see a banana-
type outcome with respect to beef, which is a dispute which will
dwarf in size the banana dispute.

Second, that Europe either must comply by lifting the ban on
U.S. beef, or it must follow WTO rules, including offering com-
pensation, which, if not adequate or acceptable to us, will be met
by WTO-authorized retaliation by us against Europe.

So we are laying the groundwork now with Europe for what will
happen in the case of beef. The bottom line is, the European ac-
tions caused great damage—great damage—to the credibility of the
WTO and to the credibility of the dispute settlement system, which
we believed should have cured past problems with the old GATT-

- style dispute settlement, and which we believed would have en-

sured that rights acquired through litigation would be fully
enforcible.

The CHAIRMAN. Well, I very strongly agree with you about the
impact of the failure of the EU to comply with those judicial deci-
sions.

I will ask one question of Mr. Summers, and then I will turn to
you, Senator Moynihan.

The stated goal of the U.S. is to raise economic growth levels
around the world. Yet, I cannot say that I have seen a single coun-
try in trouble where it has been proposed to cut taxes on income,
capital, or imports. How do we intend to bring about growth so that
we can address some of these problems that the U.S. market is now
facing?

Secretary SUMMERS. Mr. Chairman, the objective of policy in re-
sponding to each of the troubled economies is, indeed, as you sug-
gest, to restore stable economic growth. But it is, I think, very im-
portant in looking at each of these situations not to confuse the
remedy with the underlying disease.
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The reason why these countries have experienced such profound
dislocations is, in simplest terms, very large-scale borrowing with-
out the development of the requisite capacity to pay back that is
followed by a kind of financial panic. Some control over that bor-
rowing is a necessary condition for restoring any sense of con-
fidence and stability.

There has been, I think, a very substantial increased recognition
in recent years on the part of :;ge international community of the
importance of the growth imperative. That has been reflected, for
example, in measures contained in a number of the IMF programs,
such as that for Korea and that for Brazil, that limited the possibil-
ity of tariff increases as an approach to raising revenues and, in
some cases, called for the reduction of tariffs or other quotas.

Increasingly, the emphasis is on prudent expenditure reduction
rather than on tax increases, precisely because of the importance
of pu;'lsuing that kind of approach in order to achieve economic
growth. :

But I think it is important in these cases to recognize that often
the roots of the problems lie in a kind of excessive borrowing, and
in some cases even excessive investment in what somebody called
“conspicuous construction,” office buildings that you can see .
through, and the like. In those kinds of.contexts, the problem is not
to stimulate more investment, the problem is to rationalize what
exists.

But I think there is no question that the world will study for a
very long time the dislocations of the last year and a half, and I
" am sure that countries will learn important lessons, both about
how to prevent these kinds of crises from those experiences and
about how best to respond to them. _

But I would just say to you in the strongest terms that the objec-
tive is economic growth, but that depends, first and foremost in
these situations, on a restoration of confidence.

The CHAIRMAN. Senator Moynihan.

Senator MOYNIHAN. Might I perhaps address both of our wit-
nesses, as I have a generalized question, if I may. But, first, to say,
on steel, how long, oh, Lord? Let me see. I believe Nucor is our low-
cost producer in this country just now, and I am told they are sell-
ing hot-rolled steel at $250 a ton. The Japanese are selling it at
$190 a ton. The number may be different, but you got the point.

Now, you can understand. You heard Senator Rockefeller, and
you will hear others on these points. It is just that there is not one
of us who has not been hearing for a generation, well, we are going
to get those Japanese and ~traighten them out and show them
what is in their best interests.

I remember when I first joined this committee 22 years ago, we
had a big issue about rice. It was explained to us that, well, they
could not import American rice because their rice growers were de-
pendable republicans, and that is what kept Japan from being
taken over by communists, and so it went. I do not know what
their explanation is today, but it is still something. They could lose
a lot.

But could I ask you a question here about what seems to me is
coming, which is a general concern about the balance of trade. We
had Professor Summers, a wonderful colleague, Murray
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Weidenbaum, here last year and he said this was the most mis-
leading indicator in our statistical tool kit.

Yet, as of November, we had the largest balance of trade deficit
in our history. It surely would mean to many of us who are not as
sophisticated as we ou%ht to be that something is wrong with our
trade policy, and that this cannot go on indefinitely. The dollar will
come under great pressures. .

What is your answer? I will ask the Ambassador, first, but I can
see that Secretary Summers would like to respond, whichever you
wish. Because this is coming,

Secretary SUMMERS. Maybe I could start on the more macro-
eg:((i)nomic side, and Ambassador Barshefsky on the trade policy
side.

The current account deficit, Senator Moynihan, is as you suggest,
I think, a matter of large and growing concern because of the in-
debtedness it represents and because of the dislocations in our
economy it causes.

At the same time, I think it is important to recognize that the
current account deficit that we have now and in prospect is, while
very large like the one we experienced in the mid-1980’s, is of a
somewhat different form. :

It is a reflection of economic strength, the fact that the United
States is growing more rapidly than other countries, and that is
leading imports into our country. It is a reflection of investment.

The capital flows that are the other side of the trade deficit have
gone in recent years to finance investment rather than the con-
sumption that was the case in the 1980’s.

That is manifest in a national savings rate, including the deficit

and the very low personal saving rate that is substantially higher
than the national savings rate was at that time, and a higher na-
tional investment rate. But it is a real cause of concern.
It seems to me that the approach that is necessary in addressing
it really has four crucial elements. First, strong encouragement of
growth around the world because, as long as they are doing poorly,
as Chairman Greenspan has suggested, we cannot be an oasis of
prosperity. We have worked hard with the troubled economies and
we have made it very clear t6 Europe and to Japan that the United
States cannot be the importer of only resort.

Second, and Ambassador Barshefsky will be able to speak to this
much more capably than I, the full pursuit of the panoply of meas-
ures and approaches under U.S. trade law to open foreign markets
and assure that U.S. firms have the access that they need. Our
firms are the best in the world and, given a level playing field, they
can compete anywhere.

Third, strengthening the competitiveness of our economy. I think
we have made a lot of progress on that in the last 6 years. Much
of it has been at the impetus of the private sector, but I believe the
policies that we have pursued at the most fundamental level by im-
proving education, at the much more direct level by supporting the
kinds of trade promotion efforts that Secretary Daley is involved in,
the kinds of efforts to combat tied aid that we have pursued
through the work of the Export-Import Bank, these kinds of ap-

roaches to aggressively promote U.S. exports and make American
rms more competitive, is the third part of our approach.

56-759 99-2
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And, fourth, and of great importance, I would argue, over the
long term, is steps to 'increase our National savings rate. Ulti-
matelfr, trade flows are the mirror image of capital flows.

As long as we have too low a national savings rate and a strong
desire to invest and are financing that investment from abroad, the
only way we can invest more than we save is to borrow, and the
other side of that borrowing is a trade deficit. We have more than
doubled the national savings rate in the last 5 years because the
budget has moved into a surplus. But the personal savings rate in
our country is negative and deplorably low.

It is this nexus of issues that are around national savings that
make one of the other issues that are within this committee’s juris-
diction and on which you are such an expert—Social Security re-
form and the kind of framework that the President’s budget talked
about—are so important, not just for our seniors, but although the
connections are more indirect, ultimately of profound importance
for our Nation’s competitiveness.

“Senator MOYNIHAN. Thank you, indeed. Teach me to ask a ques-
tion of Secretary Summers. That i1s a good, brief course. )

Would you want to add anything?

Ambassador BARSHEFSKY. I would add this. I think, as Secretary
Summers’ comment makes clear, trade policy is one element and
it is not by any means the largest element that one can use to shift
aggregate trade balances. That is to say, aggregate trade balances
are a function of a variety of factors, principally macroeconomic in
nature.

To the extent those balances reflect trade barriers in particular
sectors or in particular government policies, U.S. trade policy can
be an effective means of altering those barriers, and altering the
mix, and altering the balance in that particular sector, or with re-
spect to that particular policy.

But I do not think you will see a substantial effect on the aggre-
gate trade balances from alterations in trade policy. I think this is
one of the great sort of misunderstandings in the public mind of
the role of trade policy with respect to alterations in our aggregate
trade balances.

We have, I think, in this administration, but I think also in pre-
vious administrations, been very aggressive and forward-leaning on
removing market access barriers abroad. We have made, I think,
considerable progress, as evidenced by our strong export perform-
ance, which is also not only a function of trade policy, it is also a
function of macroeconomic factors, but there trade policy also plays,
I think, a role.

We will continue on that aggressive course of market opening to
do what trade policy can do with respect to imbalances on the cur-
rent account, but recognizing that those imbalances are largely a
function of macroeconomic factors, not microeconomic changes in
trade policy.

Senator MOYNIHAN. Good. And I do not want to take more of the
committee’s time. But may I just suggest that, in the political
world, trade policy will be seen as the principal source.

Ambassador BARSHEFSKY. I know it.

Senator MOYNIHAN. That is a problem we ought to think about.

Ambassador BARSHEFSKY. I agree.
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Senator MOYNIHAN. Thank you both very much.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Baucus?

Senator BAucuS. Mr. Chairman, just following up, I have one
macro question and one trade question.

The macro, is exchange rates. We reach these trade agreements.
Let us take NAFTZ, for example. Montanans are having a hard
time becauce the Canadian dollar is so low. We have all of the cur-
rencies that depreciate overseas that very much affect our economy
in various sectors, industries, companies.

What do we do about exchange rates? Is the answer that we
should only help countries grow and become prosperous, and there-
fore those economies are strengthened and that will minimize the
exchange rate differential and help IMF, World Bank, and others
keep sort of stable growth among all the countries and just kind
of live with dramatic fluctuations when they occur, or wide vari-
ations in strengths of currencies when they occur with respect to,
s_ay,r’Montana farmers, or do we do something a little more aggres-
sive?

Secretary SUMMERS. Senator Baucus, since I cannot give you an
answer that fully satisfies myself, I doubt I can give an answer
that fully satisfies you. But let me make three points, if I could.

First, preventing hyper-devaluation and the resulting dumping
was a central objective of the IMF programs. Basically, what was
happening was that all the money that was in those countries
wanted to get out. That means the local currency was being sold
on a massive scale and there was nobody on the other side.

By seeking to provide some confidence, by seeking to improve the
policy conditions, by seeking to provide some dollars, the IMF pro-
grams represented an attempt to control the devaluations that oth-
erwise would have taken place and the consequent trade disloca-
tions. ;

You have seen in those places where the policies were carried
through, that there have been very substantial effects. The Korean
won, which at one point was 2,000, appreciated by 40 percent from
that level. There are similar figures in Thailand. And even in Indo-
nesia where the situation has been very difficult, the exchange rate
has nearly doubled in value from its low point. So for the countries
that are in distress, there is a central remedy.

For other countries, like the Canadian example that you cite, and
it has certainly been issue among the major countries, there is a
very understandable discomfort with the magnitude of fluctuations.
The difficulty is that there are really two approaches that are advo-
cated to try to control those fluctuations.

One view which is taken by some, but we believe is inconsistent
with almost all the experience, is that if policy makers simply talk
more about where they would like currencies to be, and if they in-
tervene in currency markets, they can set the levels of currencies.

In our judgment, in the size of today’s currency markets with $2
trillion traded every day, the prospect that that kind of interven-
tion would be effective is rather limited. .

The alternative approach is that we encourage or that we our-
selves use monetary policy to a greater extent to pursue currency
stability as an objective. The difficulty there, of course, is that it
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forces one to use monetary policy in a way different than what
would be appropriate on the grounds of domestic economic stability.

We in the United States have traditionally made the choice that
we do not want to be part of a system in which, in a period like
1995, for example, when the value of the dollar had fallen on for-
eign exchange markets, it would be incumbent on us to have a very
substantial increase in interest rates, even though the economy
was falling. Many other countries have taken the same view.

So, while the degree of volatility in exchange markets is some-
thing that is of concern and is disruptive, one does have to ask, if
one wants more stability, what the means are.

Our judgment is that, beyond the strong encouragement to sound
policies, the occasional interventions that the major countries en-
gage in, that an effort to achieve greater stability without policy
commitments would very likely be unsuccessful. And an effort that
involved a firmer commitment of monetary policies could well sac-
rifice what is even the higher objective of domestic economic stabil-
ity.

Senator BAuCUS. You are right. [Laughter.] If I can just press
you a little more.

Secretary SUMMERS. Sure.

Senator BAucuUs. What are some of the clues, some of the pos-
sible areas in addition to those that you mentioned that might be
productive? I mean, here is an opportunity. We are coming on to
a new WTO ministerial, a new Congress is beginning to try to help,
with the administration, in setting national policy. Do you have
any other provocative, wild ideas? You do not have to endorse
them. You do not have to endorse them.

Secretary SUMMERS. That is just what they encourage sub-cabi-
net officials to come do. [Laughter.]

Senator BAaucus. I know exactly. I know.

Secretary SUMMERS. Throw out a few provocative ideas.

Senator Baucus. Ideas that you do not endorse.

Secretary SUMMERS. I think there is probably ample commentary
out there that I do not endorse without my trying to summarize it.
I think there is a great deal we can do, Senator Baucus, to try to
stabilize the global financial situation more than it has heen stable
in the past. \

Some of the crucial issues there involve transparency, which peo-
ple say, oh, yes, transparency. But the fact is, if you look at why
our own capital markets in the United States are so successful, I
would argue that the development of generally accepted accounting
principles is probably the single most important thing.

That is what transparency is about. That is what, more pro-
foundly, developing a broad infrastructure globally, like the one we
have domestically, means bankruptcy laws, it means contract en-
forcement, it means codes of practice in corporate governance. This
is increasingly what the work of the international community is
goin%lto be.

I think, and this is a crucial thing where we will, I suspect, make
important case law and reach understandings over the next several
years, is the whole question of private sector involvement when
there are financial crises.
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On the one hand, the bail-outs are wrong. On the other hand,
there is a need in these situations to contain contagion, the kinds
of approaches that we pursue with respect to the private sector.
And you have seen some evolution in that with what was done in
Korea, with what was done in a number of other situations. It is
going to, I think, be a very important challenge in the years ahead.

I think there will be discussions increasingly as countries make
choices with respect to exchange rate regimes. I would say that
more countries have been interested in questions relating to cur-
rency boards in recent years than has been the case previously,
and they have been successful in a number of countries. They may
come to be pursued more widely in the future.

So, there are ideas that are out there. But I think one has to be
very careful in talking about exchange rate stability in recognizing
that goals trade off and that, to pursue exchange stability as a
goal, one inevitably gives something else up.

Senator BAucCUs. What about single currency? Argentina is con-
verting to the dollar, for example. What if we had fewer currencies,
would that help the world? )

Secretary SUMMERS. There has been some discussion, at least in
the press, of that possibility in Argentina. That is obviously a
choice for Argentina to pursue. It may be a choice that they will
make. It is a choice that could serve very important functions in
anchoring their economies.

Countries have been traditionally reluctart to adopt other coun-
tries’ currencies, for three reasons: national pride, loss of the so-
called seigniorage that comes from being able to print money, and
the loss of flexibility that comes from not being able to adjust mon-
etary policy to domestic conditions.

Senator BAucus. Right.

Secretary SUMMERS. But it may be that more countries will move
in this direction in the future.

Senator BAucuUs. I have about 15 seconds for Ambassador
Barshefsky.

This WTO bananas beef. I mean, it is getting sticky and it is not
working. The Europeans have found loopholes. What is the time
table in the next ministerial efforts, round, whatever, and the like-
lihood that we are going to be able to come up with a regime that
essentially does not allow effective veto?

Ambassador BARSHEFSKY. Let me say that I do not think it is ac-
curate to say that the system is not working. We have been suc-
cessful in 19 of 21 cases where we have had no problem whatsoever
in countries complying with WTO rulings. The typical way in which
that happens is, the losing party comes to the prevailing party and
says, can we work out, within our time frame of compliance, some
method of compliance that would be satisfactory.

Senator Baucus. The Europeans are not doing that.

Ambassador BARSHEFSKY. The Europeans refuse to do that.
What we see here is actually a very old pattern. If you look at the
old GATT cases and the cases in which panel rulings were blocked,
inevitably they were in agriculture and inevitably the blocking
party was Europe. We see the same pattern here on bananas, and
we fear the same pattern on beef.
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We do think there are changes to the dispute settlement system
that can be made to ensure that that kind of blocking bechavior—
because that is, in fact, what has happened here—cannot happen
again.

I think we will be successful in getting those changes. I dc¢ not
think WTO members, in general, want a system that does not work
effectively, including with respect to securing their own rights in
the system. But I do think it would be unfair and inaccurate to say
that the system as a whole is not working, because that is not the
case.

Senator BAUCUS. My time has expiréd. You can just think about,
and I will not take other people’s time, I think it is working fairly
well, but sometime I would like to explore with you how we solve
the problems that the Europeans are creating.

Ambassador BARSHEFSKY. We would very much like to do that’
with you.

Senator BAucus. Thank you.

Thank you, Mr. Chairman.

‘The CHAIRMAN. Senator Graham.

Senator GRAHAM. Thank you, Mr. Chairman.

Mr. Chairman, I want to focus most of my questions on the issue
of the Caribbean Basin initiative which Senator Lott spoke of in his
opening statement, and has been alluded to.

There have been some events which have occurred in the last pe-
riod which make this issue more urgent. You have alluded to one
of them in your last comments on the banana issue. The economies
that are going to be adversely affected by our position, primarily
those English- and French-speaking areas in tge Eastern Carib-
bean, are very dependent upon bananas. A little country like Domi-
nica, which has been one of our best friends in the hemisphere, bet-
ter than half of its export income comes through bananas.

So the need to have a policy that is balanced as we are attacking
their traditional source of export for income to be advancing some
measures that will be seen as assisting them in making the transi-
tion, I think, is very important.

But the most dramatic events are those that surround the hurri-
canes of 1998. I recently visited Honduras and Nicaragua. Hon-
duras has been devastated by Hurricane Mitch.

Just to put it in perspective, the week after the hurricane hit the
number o? displaced people, that is, geople who no longer had a
home to live in, if it were the United States in proportionate num-
bers, would have been over 60 million people.

You can imagine what the situation would be in the United
States if 60 million of our citizens were without a place to live.
Even today, almost 3 months after the hurricane, they still have
the equivalent of 10 to 15 million, in U.S. terms, people who are
displaced.

The agriculture economy in Honduras was especially impacted by
the hurricane and not only caused a substantial loss of their cur-
rent year crop, but also disrupted the infrastructure, which will af-
fect the pace of their recovery in the future.

Honduras has one of the larger assembly industries of the Carib-
bean Basin countries, about 90,000 to 100,000 people employed
overwhelmingly in the garment and apparel area. In conversations
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with everybody from the president of the country, through the gov-
ernment, to private sector individuals, the single most important
step that the United States could take to help in this economic re-
covery would be to enhance the CPI benefits for those countries.
That was a uniform request. _

In light of that, it is stunning to me that a couple of things have
happened, and I would like to understand what the significance is.

First, in the State of the Union speech of the President last Tues-
day, there was a written sentence which specifically committed the
administration to CBI enhancement. That sentence was not spoken
on the floor. I understand that the Caribbean/Central American re-
lief package which is coming to the Congress does not include CBI
enhancement.

Those two anecdotes raise questions as to just how committed
the administration is to CBI enhancement, particularly in the con-
text of the urgency of some of the circumstances that I have just
discussed.

I wonder if you could comment as to, how committed is the ad-
ministration, what are going to be some tangible indicators of that
commitment, and in what form would the administration be advo-
cating a CBI enhancement bill?

Ambassador BARSHEFSKY. Let me say that the administration
and the President are absolutely committed to CBI parity legisla-
tion. There really is no question about that. The President has
made that clear in meetings with the Central American leaders
with whom he has had extended conversations, individually and
jointly, not only on CBI matters, but also with respect to disaster
relief following Hurricane Mitch.

He is personally very committed to this issue and has indicated
to each of his counterparts in each of the countries affected, as well
as the surrounding countries, that he is firmly committed and very
interested.

Senator GRAHAM. Excuse me for interrupting. But could you ex-
plain, in light of that, why the President would -have in his written
text.in the State of the Union a reference to CBI, but it would not
be spoken to the American people?

Ambassador BARSHEFSKY. I cannot comment one way or another,
except it is not an indication of any lack of interest, support, or
dedication to the issue of CBI parity. :

Senator GRAHAM. Is it correct that the Central American Relief
bill that the administration will be sending to Congress will not
contain CBI, and if so, what is the significance of that?

Ambassador BARSHEFSKY. At this juncture, it would not contain
CBI because the leadership of both Houses, Majority and Minority,
have suggested that it not. We are obviously happy to work with
the committee.

Were it possible to put CBI on that bill, we would be delighted
to do so. The administration was asked not to. But, as I say, we
are happy to work with the committee.

May I make one other comment? I want to correct, I think, a
misimpression that you may have which was reflected in your
opening remarks. That is, that the concern the United States has
with respect to European banana policy does not, and is not, in-
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tended to impact the preferences Caribbean producers have long
held in Europe with respect to banana trade. :

Those preferences are under Europe’s Lomay Convention with
the Caribbean and other nations. The U.S. has been a staunch sup-
porter of the Lomay benefits for those countries. Every settlement
proposal we have made to Europe with respect to bananas retains
very substantial preferences for Caribbean bananas, as against
Latin bananas, which is the current situation today. -

Our concern with European policy is simply that there is no need
for Eurogean polic':f:hto discriminate against U.S. interests with re-
spect to bananas. Those interests can be accommodated fully, while
also retaining the preference that Europe holds for Caribbean ba-
nanas over Latin American bananas.

Senator GRAHAM. Let me say on that last point, that certainly is
not the impression that the countries in tﬁe Eastern Caribbean

have. Theﬁ feel that they are goirig to be very adversely affected
and that the United States is the source of their pain.

If there is a case to be made that one or both of those statements
is incorrect, that message needs to be communicated because it is
causing us tremendous difficulty on areas like getting cooperation
on anti-drug policy within this region.

Let me go back to my final question on CBI. What will the ad-
ministration be recommending as the specific components of a CBI
enhancement bill?

Ambassador BARSHEFSKY. As to the specific components, we will
be working closely with the committee as it moves forward. We
have always supported the broadest possible bill with the maxi-
mum benefits to the Caribbean, similarly, with respect to Africa
legislation, recognizing, however, that a number of members have
concerns about the breadth of both of those bills and obviously are
desirous of working out a solution with those who are concerned
about the breadth of the benefits.

But, consistent with achieving legislative outcome here that
would be positive for both the Caribbean and Africa, we wish to see
a bill that is as broad as the political traffic will bear.

Senator GRAHAM. Thank you.

The CHAIRMAN. Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr. Chairman.

I guess I would address this question to both of you. I think the
uestion of fast track, for which I have, unlike any of my colleagues
rom the State I represent, consistently voted, and the whole con-

cept of international trade and those of us who believe in inter-
national trade—in fact, I spend every January—we have been in-
terrupted by a circumstance this January. '

But we take West Virginians to Asia, China, Ja{)an, Taiwan, usu-
ally, to enhance the whole idea that we are in a globalized economy
and that we should beth export, that is good for bringing in jobs,
and that we should have reverse investment, which is good because
that puts our people to work.

However, I think fast track and the international economy and
lobalism has always been, and will much more increasingly, as
enator Moynihan indicated, be based upon a sense of fairness on

the part of the American people, that there is a contract here, that
as we trade, that we trade fairly.
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There is an increasing understanding in West Virginia, particu-
larly in the northern part where our steel mills will be probably
closed by October unless the administration does something, that
this compact no longer holds and that there is an obsession about
globalism and the global economy in this administration which, in
fact, takes Ambassador Barshefsky’s statement that trade is but
one part of the international economic situation and brings realism
to ;;; That is, it is one part, and becoming increasingly a smaller
part.

-I do not think, Ambassador Barshefsky, that you are saying what
you really would like to say because you are part of the administra-
tion. That is natural. We understand that.

But let me just say to both of you that the President, in his
speech, talked about putting a human face on trade. Again, that is
an easy thing to say. It is also an easy thing to walk away from.

We have in our steel mills in West Virginia, the largest of which
is the largest industry in the entire state, is not a union one in the
U.S. steel workers’ concept, therefore, it has gotten most of the at-
tention. People say, well, we are in steel, we are in steel. Well,

- there happens to be over 4,000 people working, again, ii. the larg-
est plant in our State.

That completely ignores the fact that, on July 1 of this year, the
United Steel Workers’ contract will expire. In that contract, there
is a no lay-off clause which means, in fact, that at LTV Bethlehem
and many other larger steel companies that have U.S. steel worker
contracts, there are a lot of steel workers now s«oeping the floors
and keeping the machinery clean because the inventory reaches the
ceiling already.

When July 1 comes, you are not going to be talking about 10,000
steel workers, you are going to be talking about 75,000 to 85,000.
I come back to the sort of contract between globalism and the inter-
ests of the American people. The trade deficit with just China and
Japan this year is going to be, at a minimum, $120 billion, as Sen-
ator Moynihan suggested.

My question is, at what point do you consider that we do some-
thing? Secretary Daley is going to come out with a report on Thurs-
day on hot-rolled steel. There will be very interested effects from
Japan. Japan is exporting way over 200 percent of what they did
a year ago from last August, and they are 42 percent of all of im-
ported steel in this country today.

Now, I predict to you, their numbers will come down, Ambas-
sador, but they will still be well over 100 percent of what they were
this past August, much less the August preceding that.

So at what point is it that we enforce trade laws and, therefore,
uphold the contract, unspoken but in fact written into law, between
the American people and their willingness to deal with a global
economy that most people d¢ not understand that well because
they live in this country, what we would then consider to be unfair
trade, worthy therefore of response, which Secretary Rubin says we
cannot afford?

Ambassador BARSHEFSKY. This administration is absolutely com-
mitted to enforcing ocur unfair trade laws and our laws against in-

jurious import surges. The President is personally committed to
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that. I know of no member of the administration who is not com-
mitted to that. :

I think, first off, of the antidumping preliminary rulings, which
will come out in February. Of course, we do not know what the re-
sults of those will be, but they have the prospect of dampening
quite significantly steel imports coming into the U.S.

I think we have already begun to see a little of that happen,
given implementation of the Commerce Department’s critical cir-
cumstances ruling in mid-November this year which allows Com-
merce to reach back on potential duties.

Second of all, I agree with you. I think we will see a downturn
in Japan’s exports of steel to the U.S. I think we are going to have
to see, as the President said, a return to pre-crisis levels on Japa-
nese imports soon.

My guess is, the downturn in December will not demonstrate a
return to those pre-crisis levels. It will be inadequate. The down-
turn the next month is going to have to be mighty, mighty severe
to begin to return Japan’s steel exports to the U.S. to pre-crisis lev-
els, which Japan has indicated they wish to do.

Senator ROCKEFELLER. And then, Secretary Summers, Ambas-
sador Barshefsky having said that, and the President having said
that if Japan does not—Japan is not the only country. I mean, as
my colleagues here know, I went to school in Japan. I have a long
history with Japan. But there are many countries doing this.

The President then went on to say, if Japan does not reduce it
substantially, something to that effect, dramatically, substantially,
I think it was, he said, we will respond. Why, at this point, should
I believe him? .

Secretary SUMMERS. Senator Rockefeller, let me make a genera
comment if I could, and then address the steel question.

I completely agree with what you said about how trade has to
work for people in communities in America if it is going to work
for the global system. I think there is no greater threat to the idea
of globa% integration than people seeing that it is associated with
local disintegration. That is why we are absolutely committed to
enforcing our trade laws in as vigorous a way as we can to ensure
that trade is fair to American workers.

With respect to the situation in Japan, it is certainly too early
to reach any definite judgments. There are large gaps and statis-
tical confusions between Japanese export figures and American im-
port figures, so one does not want to reach definite judgments.

But I think it does bear emphasis that total Japanese exports of
steel to the United States, as measured by the Japanese figures
which were 846,000 tons in August and 909,000 tons in September,
had declined to 367,000 tons, iess than 45 percent of their Septem-
ber level by December, and that there were similar declines by a
factor of three with respect to hot-rolled steel.

Now, as Ambassador Barshefsky made very clear, that is not
good enough. As the President made very clear, we will avail our-
selves of the remedies under U.S. law, 201, dumping, and so forth,
if adequate progress is not made and we do not see results.

But we are seeing very substantial declines. We will, I hope, see
voluntary actions by the Japanese to produce further substantial
declines in the next several months. If not, there will be actions
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taken that will ensure that there are very substantial declines in
the threat that is posed to U.S. workers from unfair imports. .

As you know, Senator Rockefeller, with respect to some of the
other countries, the Commerce Department is engaged in a negotia-
tion with respect to a suspension agreement with respect to Russia,
which is another potentially very important issue, and a number
of aspects of the IMF program go directly to the question of sub-
sidies of steel in Korea.

We have also, I remarked earlier——

Senator ROCKEFELLER. Secretary Summers, my time is about to
run out.

Secretary SUMMERS. Sorry.

Senator ROCKEFELLER. I need to make one point. The Mexicans
and the Indians are also dumping steel. They have a different word
for it. They call it reference price system. I do not believe there has
been any comment out of the U.S. Government on that with respect
to WTO, either from the Ambassador or from any other part of the
government.

Again, you say that the President will taken action. Again, Sec-
retary Rubin said this morning that anything that would reduce
access to U.S. markets would be against our National economic in-
terest. .

I believe he has, and I have, and I do not have to explain to any
of the three of you, enormous respect for him and for both of you,
and you know that. Case closed. But I worry enormously about the
compact, I worry enormously about a severe political reaction
which is already very heavy in my State which is causing at least
this Senator to think about not voting for fast track for the first
time in my Senate life. I think that feeling is going to grow very
substantially unless the administration, in fact, enforces the trade
laws that are the law of the world and that are on the books.

The CHAIRMAN. Senator Grassley.

Senator GRASSLEY. Ambassador Barshefsky, welcome. I want to
talk about China. That country has promised, and it has always
been in the context of the WTO accession negotiations, to liberalize
the availability of its trading rights, the right to import and gain
access to China’s distribution system. They decided to do this over
a 3-year period of time.

You addressed this issue in your July 9 report to this committee,
and could I quote from that? “China has made commitments on a
number of critical issues related to the rules of the WTO. For ex-
ample, China committed to WTO obligations relating to trans-
parency, judicial review of administrative decisions, and non-
discrimination. China also agreed to phase in trading rights over
3 years.”

Yet, despite the commitments you described last July and despite
the commitments that China made in its 1992 market access
memorandum of understanding, China aggressively restricts the
type and number of business entities within China which have
legal right to engage in international trade, and only those forums
with important rights may bring goods into China.

Specific agencies and bureaus all across China impose infc.mal
marketing access barriers for imports that fall within their jurisdic-
tions, and even some Chinese agencies demand that end users pur-
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chase certificates before they can win permission to U.S. imports.
One thing I am particularly interested in in this area is that that
seems to be true of U.S. pork, citrus, and other products.

So are these restrictive licensing practices a portent of things to
come from China despite their official commitments to the con-
trary? Also, could you tell me specifically what you are doing to ad-
dress this issue, that they do not seem to be performing according
to their words?

Ambassador BARSHEFSKY. Senator, as I recall, the testimony that
I provided to the committee talked about China’s range of commit-
ments in respect to its WT'O accession negotiations, of which trad-
ing rights is one of a series of commitments that China will make
were it to accede to the WTO.

It has not yet acceded to the WTO because we are as yet not sat-
isfied with respect to a nu:aber of areas in which China has thus
far refused to take sufficient action to open its market.

Trading rights, however, is one area where China has agreed
that it will liberalize those rights overall over the course of 3 years
once it accedes to the WTO. They have undertaken voluntarily
some recent relaxation of trading rights restrictions, particularly in
the industrial sector, as it wishes to import goods more efficiently
and effectively from abroad, particularly in connection with infra-
structure projects.

We think that is fine and we appreciate that China is doing this
voluntarily and in advance of accession, but it will not detract from
the fact that full trading rights liberalization will have to occur.

In agriculture, the situation on trading rights is as yet a little
unsettled because agriculture is one of the areas that is holding up
China’s accession inasmuch as China has refused to make commit-
ments adequate to open their agricultural markets with respect to
a variety ot commodities, including pork and including citrus.

Once we re-engage China, which we will be doing later this
month and next month on the agricultural issues, we can provide
you a fuller picture not only of the agricultural access progress that
we have made, if we have made that kind of progress, but also the
way in which the trading rights regime would affect agricultural
exports.

Senator GRASSLEY. You said China made some progress in one
area, you stated. And I do not want to question what you said on
that because you are probably right. But do we make sure that we
are not getting blue smoke blown at us in the sense like, at the
end of 1995, they abolished nontariff barriers on 176 items speci-
fied under that 1992 memorandum of understanding, and then we
now know that it has put in place alternative nontariff measures
such as the automatic registration requirements. They have done
that on about 400 products. Are we sure that we not thinking that
we are gaining in some areas and then losing in others?

Ambassador BARSHEFSKY. What we have done in the context of
the accession talks, is this. We have required China to notify, that
is, to spell out all of their existing nontariff barriers, and then we
are in the process of negotiating how each one of those barriers will
be phased out and eliminated over time.

If a nontariff barrier has not been neotified, then that barrier can-
not be enforced in China. That way, we have, first of all, a picture
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of what the range of barriers is, and second, we are basically say-
ing to China, if you did not tell us the barrier existed, then as a
legal matter, it cannot exist in the future. It cannot be imposed and
it cannot be enforced, or that would be a clear violation of WTO
commitments.

Senator GRASSLEY. I think you are telling then me you have a
way of monitoring these 400 barriers.

Ambassador BARSHEFSKY. We believe that we do. The barriers of
which you are speaking are on the list of items that would need
to be phased out.

Senator GRASSLEY. All right. Then my last question to you, be-
cause I want to ask Dr. Summers one. This is more agriculturally
oriented, at least towards meat.

In 1977, China announced a 1l-year trial program for imports of
meat fromn the United States for its retail market. Only five U.S.
plants were approved to export meat, including pork, to China. So
how much U.S. meat, including pork, has been shipped to China
under this trial program?

It is my understanding that almost no U.S. meat has been, but
I will let you counteract that. What specific actions would be taken
to ga‘n greater access by U.S, meat producers to Chinese markets
under what we are led to believe is an opening by China, which
may not be an opening? _

Ambassador BARSHEFSKY. We do not believe that the pilot project
that we worked out with China opened China’s market for meat
and pork products. We were very dissatisfied with the way in
which the program operated.

China took the basic position, it would certify individual plants
for export, which is exceptionally inefficient, does not provide those
plants with sufficient sureness of their ability to export. We wanted
a system-wide certification by China, as we have in most other
countries.

Our beef, pork, citrus, does get into China because it is smug-
gled. As you know, with respect to China and in many of these
areas, there is a very substantial smuggling trade through Hong
Kong into China. This was the early route for our computers into
China. Obviously, smuggled product is not, in our mind, considered
market access.

So this is an area that is also now incorporated in the agricul-
tural negotiations with respect to China’s WTO accession. Our
thinking right now is that we would, and this is consistent with
WTO rules, set up a system in China of tariff ratc quotas and mini-
mum access commitments. That is, numerical commitments China
would have to meet in each of the principal agricultural commodity
areas, including in beef and so on.

That is consistent with WTO rules. That would provide us with,
if you will, guaranteed access fully enforcible in dispute settlement
because this is simply whether a number has been met, and it will
be easy to determine if that number has been met or not. And then
a quota system accompanying it in which quotas would gradually
be liberalized over time.

The goal here is to make the system on agriculture as selt-enforc-
ing as possible and as numerically oriented as possible to ensure
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genuine market access which, thus far in the meat area under this
pilot project, we were unsuccessful in obtaining.

Senator GRASSLEY. Thank you.

Dr. Summers, you are probably going to hate me for asking you
this question, but I have got the Harmonized Tariff Schedule here,
- 4,000 pages and obviously very cumbersome, very complex, ve

difficult to handle, and probably even more difficult to understand,

as part of the U.S. Tariff Code, which also would probably be de-

scribed the same way. ,

Is there any thought being given to simplifying the Harmonized
Tariff Schedule and simplifying and flattening the tariff rates? For
instance, I think there is a great deal of cost connected with this
for not only the administration of it, and I am not so interested in
that as I am the cost of business, about the costs of complying with
tﬁe Tariff Code. Like I said before, you are going to hate me for
that.

Secretary SUMMERS. No. I just turned behind me hoping to be
passed a note that laid out our detailed plan for simplification in
this area, and I am still waiting. [Laughter.]

Senator MOYNIHAN. Sorry. I think you are supposed to say flat
tariff. [Laughter.}

Secretary SUMMERS. Right. I was about to. Thank you, Senator
Moynihan. I was about to say that perhaps we can take some satis-

. faction that the Tariff Code is slightly shorter than the Tax Code.
But I think in both cases, we can agree on the desirability of sim-
plification. I will, perhaps, go back from here and ask the people
at the Customs what some of the larger issues are there and get
back in touch with you.

Senator GRASSLEY. Yes. If there is nothing being done about it,
there is nothing wrong with answering no.

Secretary SUMMERS. To my knowledge that is the case, but I will
investigate it.

Senator GRASSLEY. If there is, I would like to encourage a little
bit of thought along that line.

Ambassador BARSHEFSKY. If I could just add, I think one of the
goals in the next round ought to be to bring as many tariffs as pos-
sible down to zero, articu%arly tariffs we would consider nuisance
tariffs, that is, tariffs at 3 percent or below. There were a variety
of zero-for-zero tariff initiatives in the Uruguay Round which were
unsuccessful at that time, but which may form part of this.

The Information Technology Agreement, of course, will reduce to
zero all tariffs on information technology products, which includes
evervthing from semiconductors all the way through to computers,
phones, faxes, and the equipment that makes those kinds of prod-
ucts.

So what we would like to see over time is, frankly, a movement
toward as many zero tariffs as possible, which is, I guess, about as
flat as you can get. -

Senator GRASSLEY. Thanks to both of you.

The CHAIRMAN. If we cannot get them to zero, I wish we could
at least get other tariffs to our level.

Ambassador BARSHEFSKY. eed.

The CHAIRMAN. Well, time has run out. I would point out that
the ministerial meeting is in November. It is not that far off. I
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think it is pretty obvious, we have a long, long ways to go in devel-
oping the kind of bipartisan support that I think is essential if we
are going to move ahead in a constructive way.

I cannot emphasize too much how important it is that there be
strong, strong leadership from the White House, that the only way
that we can get this job done is by that kind of leadership.

I want to thank you for being here. This is the beginning of the
hearings. We have a long ways to go, but I am confident we can
succeed. -

Ambassador BARSHEFSKY. Thank you, Mr. Chairman.

The CHAIRMAN. Before we recess, I would like to announce that
written questions can be submitted until 5:00 tomorrow.

The committee is in recess.

{Whereupon, at 11:59 a.m., the hearing was recessed.]
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OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A US.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE

The CHAIRMAN. The committee will please be in order.

First of all, it is a pleasure to welcome our distinguished panel.
Let me start out by saying, Senator Moynihan, I thought we got
off to a significant start in addressing the most fundamental issues
confronting the President, the Congress, and the American people
as we begin to forge our trade golicy objectives for the future.

I believe our hearing yesterday was a positive first step towards
our goal of sending our negotiators to the WTO ministerial this
coming November, hopefully, with the backing of the Finance Com-
mittee, the Congress, and the American people.

Now, today I hope to take a second step towards that goal. We
will hear from two very distinguished panels of witnesses that will
address two different aspect of our current trade policy.

The task of our first panel is to outline the practical lessons or
reasons for pursuing open markets and benefits of an open econ-
omy. A number of witnesses on our first panel will also outline
what, in their view, we should pursue as our negotiating objectives
in a new round of multilateral talks to be launched at the WTO
ministerial in November.

Now, the second panel of witnesses will address a different as-
pects of our trade policy, one that raises the question of how best
to address the economic dislocations that may arise from changes
in the marketplace.

In many ways, the steel industry has been a litmus test for the
conduct of American trade policy for many years, and it once again
finds itself in that role. There is little doubt that the American
steel industry today is world class.

(43)
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The industry has been driven both by imports, and more fun-
damentally, from new sources of domestic competition through a
dilfﬁcult period of adjustment and renewal over the last two dec-
ades.

What the industry confronts today is a different kind of chal-
lenge. The remarkable events that have unfolded beyond our bor-
ders in recent months have led to a dramatic surge in imports of
certain steel products and, desrite record-high U.S. demand for
stee_lt, the industry is faced with layoffs, bankruptcies, and idled ca-
pacity.

The administration announced its plan for addressing the situa-
tion in a report filed with Congress the first week of January. I ex-
pect we will hear comments on the administration’s proposal, as
well as legisiation sponsored by others, including Senator Rocke-
feller and Senator Moynihan.

So, with that, I am happy to ask Senator Moynihan for any com-
ments he may care to make. ]

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

Senator MOYNIHAN. Just a word, Mr. Chairman, to thank you for
getting us off to this start. You are quite right about the tone of
our hearing yesterday. We have a very specific challenge before us,
which is to get trade negotiating authority to the executive in time
for the meeting of the World Trade Organization in Seattle this
fall. You have done so in the last Congress, and the Senate was
supportive. Our problems are obviously on the House side. But,
again, our initiative will be an example.

I think we have a widened recognition that this is not something
you can just take for granted any longer. We have had, since
Cordell Hull, an opening of trade policies in successive administra-
tions, and just seem like a given. Suddenly it is not, and takes
the kind of effort we are going to see today.

I would like to, just on a personal note, welcome Frank Raines.
About 3 years ago at the Democratic caucus, I had occasion, when
he was brought up and introduced, to say, “Nothing can make a
man feel older faster than for a former student to become Director
of the Office of Management and Budget.” [Laughter.} It shows
still. But I am very proud to have you.

Mr. Kleckner, we were colleagues on the Social Security Adminis-
tration years ago, if you will recall. i

Well dore, sir. Let us hear the witnesses.

The CHAIRMAN. Well, I understand, as a teacher, you were a
- child prodigy, Senator Moynihan. [Laughter.}

I am very pleased to welcome such a distinguished panel. We are
very happy to have Franklin Raines, who is, of course, chairman
an?CEg of Fannie Mae and, as you pointed out, was one time Di-
rector of OMB. :

We are very pleased to have Dean Kleckner, who is, of course,

resident of American Farm Bureau, an organization with which I
rnave had much contact and have been happy to work with.

We are, indeed, pleased to have Gary G. Benanav, who is chair-
man and CEO of New York Life International, and a board mem-
ber of the Coalition for Service Industries.
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Finally, we are delighted to have you, Mr. Cohen, Cal Cohen,
who of course is president of the Emergency Committee for Amer-
ican Trade.

Well, we are going to start from the right and go tot the left. Do
not make any implications from——

Senator MOYNIHAN. Mr. Chairman, would you allow me to say,
in welcoming Mr. Cohen, that for so many years there when the
American trade policy was absolutely solidly in place, the Emer-
gency Committee continued even so. But now there is an emer-
gency and we are really happy to have you.

Seéx?ator Baucus. Mr. Chairman, may I make a very brief state-
ment?

The CHAIRMAN. Yes.

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

Senator BAucuS. Mr. Chairman, I would like to just make, as I
said, a very brief statement and focus primarily on a major indus-
try in our country, and that is agriculture.

I think my staff is putting up a chart behind us which makes a
very simple point. It is one that I think we all should remember
when we are trying to decide how we are going to approach the
WTO and how we are going to deal with agricultural subsidies, in

particular.
As the chart indicates, essentially European agriculture subsidies
are eight times that of the United States. Fra , Buropeans’ ex-

ort subsidies are about $7.7 billion, I think, and the U.S., about
¥500 million. That is just in export subsidies.

So I hope that, when Mr. Kleckner and others discuss agri-
culture, that we just keep in mind the degree to which Europe
heavily subsidizes agriculture, much, much more than does the
United States, to the tune of eight times. '

In addition to that, I would like Mr. Kleckner, when he gets a
chance, to discuss the transparency problems that we have in the
United States, say of the wheat boards in Canada, Australia, and
whatnot, as well as exchange rate issues and how we deal with ex-
change rates. Often, many farmers find that American policy is all
right but, because of currency fluctuations and exchange rates, sud-
denly there is just a big drop in their income.

Thank you, Mr. Chairman. I appreciate that.

The CHAIRMAN. Thank you.

We will now proceed with you, Mr. Raines.

STATEMENT OF FRANKLIN D. RAINES, CHAIRMAN AND CEO,
FANNIE MAE, WASHINGTON, DC

Mr. RAINES. Thank you, Mr. Chairman, and thank members of
the committee for this opportunity to appear before you today. I
have a brief statement, gut I would like permission to submit a
longer statement for the record at a future date.

e CHAIRMAN. Without objection. I would advise all the wit-
nesses that their complete statement will be included as if read.

Mr. RAINES. Thank you, sir. .

[The prepared statement of Mr. Raines appears in the appendix.]
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Mr. RAINES. I am, as you said, the chairman and CEO of Fannie
Mae, the largest investor in residential housing in the Nation. Al-
though originally founded by the Federal Government, last year we
celebrated our 30th anniversary as a company owned by private
shareholders. .

We continue to be regulated by Federal agencies and operate
under a Federal charter that requires us to create and promote a
secondary market in residential mortgages.

That means we do not originate mortgages, but we make sure
that lenders have the money so that they can make loans. Fannie
Mae is in the business of expanding home ownership and afford-
able rental housing in America.

The members of this committee are well aware of the importance
of home ownership to American families. Home ownership remains
the American dream and it is still the greatest generator of wealth
for most families. It is the bedrock of the middle class.

Housing is an important part of the economy as well. Over 21
percent of private consumption in the United States is related to
housing. That means 21 cents of every dollar spent by American
consumers goes towards housing their families. Compare that to 15
cents spent for medical care, 14 cents for food, 5 cents of each dol-
lar spent oh motor vehicles. Clearly, housing must be at the fore-
front of your thinking when you consider the interests of American
consumers.

I am here today to make the case that open capital markets are
important to the average American family because, without access
to international capital, the cost of housing in the United States
zvould go up and the opportunity for home ownership would go

own.

As 1 mentioned, our job at Fannie Mae is to promote the func-
tioning of the secondary market for residential mortgages by in-
creasing the liquidity of mortgage investments and by improving
the distribution of investment capital available for residential
mortgage financing.

We provide stability in the secondary market and work closely
with the international capital markets. Fannie Mae is the Nation’s
largest supplier of home mortgage funds. In the 1990’s, we supplied
more—tian $1.9 trillion in mortgage financing, helping more than
21 million American families own their own homes.

Today, Fannie Mae finances one out of every four homes in
America. Due in part to our efforts, the home ownership rate has
hit an all-time high of 66.8 percent. We raise money to buy these
mortgages by borrowing from domestic and global capital markets
and by issuing mortgage-backed securities in those markets. Today,
Fannie Mae is one of the Nation’s largest issuers of debt.

Foreign investors have been important purchasers of Fannie Mae
debt. Of the $147 billion we raised from issuing long-term debt last
year, 30 percent, or $44 billion, came from overseas investors, in-
cluding foreign central banks. In other words, foreign countries and
other overseas financial institutions invested $44 billion in the
American housing market in 1 year through us. _

Last year, Fannie Mae responded to a greater demand for higher
quality debt by issuing our landmark benchmark notes, large de-
nomination, non-callable debt issues with terms from 3 to 10 years.



47

Over the year, we issued eight benchmark notes and had seven re-
openings, for a total of $42 billion.

These have proved very popular with foreign investors who saw
their credit quality, liquidity, and attractive spread and bought
more than $18 billion worth, 44 percent of the total issuance. In
turn, benchmark notes helped give us uninterrupted access to glob-
al capital markets.

When foreign investors buy Fannie Mae debt, they are making
an investment in new home construction and jobs, they are invest-
ing in our neighborhoods and communities, they are helping to fi-
nance the American dream of home ownership, and they are help-
ing Fannie Mae hold down the cost of home ownership and extend
it to more families. Without open capital markets, Fannie Mae
would have to rely more on U.S. debt investors to finance homes.

In response, the domestic interest rates would rise and home
buyers would pay more each month, and many would be prevented
from buying a home at all. So it is clear to me that anything that
jeopardizes open . capital markets, in effect, could impose a burden
on home ownership for American families.

Let me reiterate. Fannie Mae’s ability to ensure liquidity in the
mortgage finance system for average Americans depends on our
ability to raise overseas capital through open markets.

We used to say that Fannie Mae was the link between Wall
Street and Main Street. For home buyers today, however, Fannie
Mae is a crucial link betweer. Main Street and Wall Street, and the
financiai corridors from Beijing to Frankfurt. '

Last fall, we saw just how crucial this link is. In fact, the finan-
cial crisis last fall is the best illustration I have ever seen of how
our access to open credit markets saves home buying consumers
money.

It began with a confluence of events, including the year-long
slump in Asian markets, Russia’s Black Thursday, and the multi-
billion dollar hedge fund bail-out. The resulting turmoil in world fi- -
nancial markets led to a sudden, dramatic, and widespread short-
age of credit capital.

This credit crunch hit many sectors of the U.S. economy and the
world as investors simply stopped buying all but the safest, highest
quality debt. In a short time, major corporations, hedged funds,
and even foreign governments had to scramble for capital and they
had to pay a premium when they could get it. In fact, the credit
crunch hit mortgage finance very hard.

Lenders in many parts of the market were out of business. But
the largest group of home buyers was not affected by the credit
crunch, those served by Fannie Mae. They never felt the credit
crunch. Chances are, they did not even know it was happening be-
cause their mortgage approvals and interest rates went virtually
unaffected by the global turmoil.

In fact, during the depths of the credit shortage last fall, our
home buyers could still get a 30-year fixed rate mortgage for less
than 7 percent, the lowest mortgage interest rates since the 1960’s.

How did we do this? We did it because we continued to have ac-
cess to international capital. During this period of time, we were
able to sell over $12 billion in the long term credit markets and we
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}v:rere. able to provide $30 billion just in the month of October for
ousing. -

What did that mean to consumers? What it meant, was that the
difference between the cost of a Fannie Mae mortgage and the
mortgages that they could get that were funded by other means
jumped from 23 basis points to 49 basis points, a savings over the
life of the mortgage of $26,000 for a consumer who could get a
Fannie Mae mortgage as opposed to one who had to rely on mort-
gages that did not have access to international capital in the same
way.

So when foreign buyers buy Fannie Mae debt, what they are ac-
tually doing is investing in the American housing industry which,
as I previously mentioned, is 21 percent of consumption here.

Home builders will tell you that access to global capital markets
is crucial to their bottom lines. Realtors will tell you how home
sales depend on reliable sources of home loans. Bankers will tell
you how important housing is to family balance sheets. Mayors will
tell you how important home owners are to viable neighborhoods
and commmunities.

Open international markets in financial services are now as im-
portant to home ownership in America as that little savings and
loan was to the town of Bedford Falls in the movie, “It's a Wonder-
ful Life.” Without access to international markets, we could not do
our job for American consumers.

Thank you, Mr. Chairman, for this opportunity to address the
committee.

The CHAIRMAN. Well, thank you, Mr. Raines, for a very interest-
ing statement. If I understand what you are saying, it is that, in
effect, our current trade deficit means homes for American people,
and jobs.

Mr. RAINES. Well, two things. Open credit markets and access to
capital around the world means access to homes and access to jobs
for this important part of the economy. .

A flip-side of the trade deficit is that you also are attracting
international capital. It means that you are attractive to the inter-
national markets, which means even lower cost funds are available
for housing. That is the reason that we now have the lowest inter-
est rates and the highest home ownership rate that we have had
in many years.

The CHAIRMAN. It is always good to hear a bright note of opti-
mism.

Senator MOYNIHAN. We were hearing vesterday about the bal-
ance of trade deficit in terms of capital flows. Secretary Summers
from Treasury laid that out, and you gave a very concrete example.

The CHAIRMAN. Mr. Kleckner, we look forward to hearing from
you.

STATEMENT OF DEAN KLECKNER, PRESIDENT, AMERICAN
FARM BUREAU FEDERATION, WASHINGTON, DC

Mr. KLECKNER. Thank you, Mr. Chairman and members of the
committee. I am Dean Kleckner. I am the elected former president
of the American Farm Bureau. I have a 350-acre corn, soybean,
and hog farm in northern Iowa, actually about 40 miles from Sen-
ator Grassley’s farm, where he and I—he is no longer here, but I



49

fil}ink he will be back—actively farmed our farms in our younger
e.

We represent about 4.8 million member families across the
United States and our farmers grow every type of commodity that
is grown in the country, 300 or so. We depend on access to foreign
markets for about one-third of our production. If we did not have -
it, that means we would produce on one-third less acres to have the
same prices we have today, which are not very good for almost ev-
erything.

We do appreciate the opportunity to testify before the Senate Fi-
nance Committee and stress the need for congressional action on
the following trade priorities.

Trade negotiating authority. When Congress passed the Freedom
to Farm Act in 1996, it phased out farm price supports, phasing -
them down, actually, making U.S. agriculture more dependent on
the world market. Our productivity continues to increase. We are
growing more each year. Exports are our source of future growth
in sales and income.

Despite significant progress in opening markets, agriculture re-
mains one of the most protected and subsidized sectors of the world
economy. We see the chart that Senator Baucus put there about
the EU, the chief subsidizer, in my view.

Congress must pass trade negotiating authority to enable our ne-
gotiators to create new export opportunities for U.S. farmers and
ranchers. However, such authority should not link environmental
and labor issues to trade.

We oppose such a linkage and stand united with leaders in Asia
and Mexico, other places, and Secretary Ruggiero of the WTO,
against using the WTO as a forum for resolving nontrade-related
environmental and labor issues. There are fora for addressing those
issues, but it should not be in the new agreement in WTO.

The American Farm Bureau supports expediting action on the
next round for agriculture. We must begin the negotiations and
conclude them as early as possible to level the playing field for our
producers with the rest of the world.

Regarding specific objectives for the next WTO round, we have
several. They should include, (1) binding agreements to resolve
sanitary and phyto-sanitary issues based on scientific principl&sin
accordance with the current WTO agreement; (2) provide tariff
equalization and increased market access by requiring U.S. trading
partners to eliminate tariff barriers within specified time frames;
(3) eliminate export subsidies within specified time frames; and (4)
make changes that would facilitate and shorten dispute resolution
procedures and processes.

Regarding enforcing trade agreements, the U.S. has brought
more dispute settlement cases before the WTO than any other Na-
tion. We must ensure that our trading partners comply with WTO
rulings. Our trading partners cannot be allowed to unilaterally
weaken the very principles that we negotiated in the Uruguay
Round as, for example, the EU is now doing in the Banana and the
Beef Hormone cases.

We encourage Congress and the administration to take whatever
actions are necessary to ensure successful WTO-consistent out-
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comes that will demonstrate the effectiveness of the system. The
system, gentlemen, is now under pressure,

Sanctions reform. U.S. agricultural producers are closed off from
several export markets due to unilateral sanctions. Qur competitors
relish the ogportunity to access these markets without competition
from the U.S.

U.S. producers, on the other hand, lose important markets and
are branded as unreliable suppliers for decades to come. The Amer-
ican Farm Bureau supports sanctions reform that would exempt
food from sanctions, except in cases of armed conflict, and we sup-
port the provision of market loss assistance payments for lost agri-
cultural export sales when sanctions are imposed. We also support
the administration’s recent changes to U.S. trade policy that will
permit food and agricultural input sales to Cuba.

Freedom to Farm increases the importance of maintaining and
expanding access to foreign markets. We must increase funding for
these programs in order to remain competitive in the face of in-
creasing international competition.

The United States should undertake a review of its existing agri-
cultural export programs to improve their effectiveness and flexibil-
ity, and then fund these programs adequately.

The Transatlantic Economic Partnership, or TEP, establishes a
regular dialogue between the U.S. and the EU to seek to reduce
trade barriers and to ensure closer cooperation in preparation for
the 1999 WTO ministerial. It is critical that Congress and the ad-
ministration closely review elements of the TEP to ensure that U.S.
agricultural interests are adequately represented.

U.S. agriculture is a primary contributor to the Nation’s GDP. As
such, farmers and ranchers need a strong voice in U.S. trade policy
to ensure that our interests are being vigorously pursued.

The American Farm Bureau supports S. 185, sponsored by Sen-
ators Ashcroft and Daschle, which will make permanent the Spe-
cial Agricultural Negotiator position at USTR.

In summary, Mr. Chairman and committee, the U.S. agricultural
producers are the most productive in the world. We need Congress
and the administration to act on agriculture’s trade priorities so
that U.S. farmers and ranchers can reap the rewards of their pro-
ductivity and provide an affordable food supply to U.S. and world
consumers.

Thank you, Mr. Chairman. :

The CHAIRMAN. Well, thank you, Mr. Kleckner. Let me just say
once again how much I appreciate the strong support your organi-
zation has given to trade liberalization.

Mr. KLECKNER. Thank you very much.

The CHAIRMAN. We appreciate your being here today.

[The prepared statement of Mr. Kleckner appears in the appen-
dix.]

The CHAIRMAN. Mr. Benanav?

STATEMENT OF GARY G. BENANAV, CHAIRMAN AND CEO, NEW
YORK LIFE INTERNATIONAL, NEW YORK, NY

. Mr. BENANAV. Thank you, Mr. Chairman and members of the
committee. My name is G Benanav. I am appearing before you
today as chairman and CEO of New York Life International, and
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as a member of the board of the Coalition of Service Industries,
known as CSI.

My oral remarks will summarize the key points in the written
statements that I have submitted for the record. Specifically, I will
comment on four topics. First, the need for a reinvigorated Amer-
ican trade policy. Second, the need for the United States to pursue
aggressively new negotiations to liberalize services trade, including,
in particular, financial services. Third, specific negotiating objec-
tives of the services sector. Fourth, the need for trade negotiating
authority for the administration.

New York Life International and CSI support the view that an
open economy encourages increased productivity, job creation, high-
er wages, and a rising standard of living. Services industries have
fueled U.S. economic growth and now represent our greatest com-
petitive advantage internationally.

But to stay competitive as globalization continues, services in-
dustries require that the United States pursue trade, investment,
and economic policies that encourage open markets globally and
additional improvements in WTO rules governing services trade.

The current economic crisis creates an urgent need to keep mar-
kets open and restore investor confidence in order to prevent fur-
ther deterioration in Asia and elsewhere. The challenge is to re-
ignite economic growth through the power. of an open global econ-
omy, supported by national policies grounded in sound economic

damentals.

The United States must lead by example and articulate a trade
policy and agenda that can achieve meaningful liberalization on a
global scale. Effective international leadership must rest on a
strong conseissus built here at home that the benefits to America
of international trade outweigh the costs.

New York Life International and CSI appreciate this committee’s
effort to forge a consensus for a reinvigorated U.S. trade policy that
identifies specific negotiating objectives to advance U.S. competi-
tiveness.

We believe that it is essential that the United States aggres-
sively pursue new negotiations to liberalize services trade, and, in
particular, trade in financial services.

In addition to creating new jobs in the United States, liberaliza-
tion of services markets internationally will enhance global eco-
nomic growth, provide developing countries with the infrastructure
necessary to sustain their development, and help restore investor
confidence.

Liberalization of financial services is especially critical to the
ability of emerging market nations to develop modern, efficient,
well-regulated financial markets and attract private capital inflows
for long-term investments. .

CSI welcomes the President’s State of the Union call to tear
down barriers, open markets, and expand trade through new WTO
trade negotiations. We support that declaration and the launch of
trade negotiations in conjunction with the 1999 U.S.-hosted WTO
ministerial meeting. The WTO is the appropriate forum for pursu-
ing the next stage of service trade liberalization.

CSI has identified significant barriers to service industries and
urges new service trade negotiations, including the following objec-
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tives: 1) expand the scope of service industries covered by liberal-
ization commitments; 2) expand the right of establishment and es-
tablish national treatment for U.S. companies; 3) eliminate unnec-
essary restrictions on cross-border trade; 4) remove restrictions to
the free movement of personnel; 5) promote adoption of adequate,
transparent, and non-arbitrary regulatory regimes.

The financial services industry, in particular, urges U.S. nego-
tiators to press not only for increased market access, but also pro-
competitive regulatory reform so that regulation of financial service
firms produces both solvency and competitiveness.

We also believe regional and bilateral trade initiatives can use-
fully complement WTO negotiations. At the regional level, service
industries stand to benefit significantly. First, from the conclusion
of the Free Trade of the Americas; second, from development
through the Transatlantic Economic Partnership of common U.S.-
EU positions on WTO negotiating objectives; and third, from im-
proved market access among APEC economies. )

We believe that our most important bilateral priority should be
achieving China’s full integration into the international trading
system. In addition, if China adopts the rules of the WTO and con-
cludes a commercially acceptable protocol of accession, the United
States should agree to extend permanent normal trade relations
status to China.

We also should continue bilateral negotiations to open other mar-
kets currently closed to many U.S. service firms, as is the case with
India and Vietnam, for example. Finally, CSI supports strong en-
forcement of existing trade agreements, such as the U.S.-Japan in-
surance agreement.

What will it take to implement the ambitious trade agenda 1
have outlined? Broad, multi-year trade negotiating authority is
needed to provide the practical foundation for concluding liberaliza-
tion agreements. We urge Congress to enable the President to
maintain U.S. leadership on international trade issues by renewing
traditional trade negotiating authority.

Another important step is to adopt domestic economic policies,
including tax policies, that help create an environment that encour-
ages competition and reduces the cost of competing overseas.

Congress’ support and leadership last year in revising deferral
rules for U.S.-based financial service companies represents a tre-
mendous step forward in conforming U.S. tax rules to U.S. trade
policies. I urge you to extend this provision.

As I suggested earlier, however, American trade policy must rest
on a solid consensus among Congress, the administration, the busi-
ness community, and the public that we have realistic and appro-
priate goals on the full range of domestic economic interests af-
fected by our participation in the international trading system. We
are committed to working with Congress to develop that consensus.

Thank you.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Benanav appears in the appen-
dix.]

The CHAIRMAN. Now we will hear from Mr. Cohen.
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STATEMENT OF CALMAN J. COHEN, PRESIDENT, EMERGENCY
COMMITTEE FOR AMERICAN TRADE, WASHINGTON, DC

Mr. COHEN. Good morning, Mr. Chairman. My name is Calman
Cohen. I am president of the Emergency Committee for American
Trade, an association of the heads of major American companies
with international operations, representing virtually every sector of
the economy.

Mr. Chairman, before I begin my testimony I would like to take
the opportunity to thank you and Senator Moynihan for your con-
tinued leadership on trade and investment policy, and most impor-
tantly, the bipartisan manner in which you have developed recent
trade legislative initiatives. It has made a very big difference.

At the end of last year, the chief executive officers of 34 of our
member companies joined ECAT’s chairman, Ernest Micek, chair-
man and CEO of Cargill, in sending a letter to the President
stressing the importance of pursuing a positive trade agenda in
order to promote the continued health of the U.S. economy.

ECAT member companies believe that a policy of expanding U.S.
international trade and investment is essential to sustain U.S. eco-
nomic growth and standards of living.

American companies both large and small are operating in a
global economy that is increasingly concentrated outside the United
States. Global integration has strengthened the U.S. economy by
generating new economic activity here at home in research and de-
velopment, capital investments, as well as by creating better, high-
er-paying jobs.

As documented in ECAT’s recent study, “Global Investments,
American Returns,” the trade and foreign direct investment of
American companies have complemented rather than reduced eco-
nomic activity here in the United States in areas such as research
and development and investment in physical capital.

American firms engaging in trade and investment have provided
important new business opportunities in the United States. At the
same time, the foreign affiliates of American firms are an impor-
tant market for U.S. products and services, accounting for approxi-
mately 40 percent of U.S. exports.

The expansion of U.S. trade and investment that has occurred
over the last half century would not have been possible without
U.S. political and economic leadership in maintaining an open trad-
ing system.

As our economy has become more closely integrated  into the
world economy, it is now more important than ever that the United
States not abandon its over half century of leadership of the world
trading system.

The gains we have made over the last 50 years can be lost if we
are not vigilant. It is not often recognized that it was only in the
early 1980’s that the world began to move beyond the level of inter-
national economic integration achieved in 1913.

In this time of challenges, the U.S. must lead by example by
keeping its markets open and moving forward with a positive trade
agenda, such as the ones that you have begun to sketch out in yes-
terday’s hearing, that promotes greater economic opportunities for
U.S. companies, American workers, and their families.
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A positive trade agenda would set out a framework and negotiat-
ing objectives to be agreed at the 1999 WTO ministerial that will,
first, ensure continuing liberalization of trade and goods, services,
and agriculture, and second, call for WT'O members to enter into
an immediate stand-still of trade-restrictive measures.

An agreed stand-still would help the U.S. and other WTO mem-
ber countries resist domestic pressures to close markets in the face
of rising imports, but would not prevent in the U.S. and elsewhere
the provision of appropriate relief under existing law to steel and
other affected industries.

It is imperative that U.S. trade remedy statutes, which serve as
models for trade remedy statutes throughout the world, remain
WTO-consistent. These laws must also remain balanced, reflecting
the interests of domestic petitioners as well as U.S. importers and
exporters.

The positive trade agenda should also include a commitment to
achieve China’s integration into the international trading system,
but it should not be at any price. As the largest emerging economy
in the world, it is imperative that China adopts the rules and re-
sponsibilities of the multilateral trading system.

As Mr. Benanav just suggested, if China agrees to abide by the
WTO rules and to a commercially acceptable protocol of accession,
the U.S. should extend normal trade relations status to China on
a permanent basis. Renewal of the President’s fast track negotiat-
ing authority is also an integral part of a positive trade agenda.

It should include providing the basic domestic infrastructure to
achieve further trade liberalization and other trade policy objec-
tives, including regional integration such as FTAA and APEC.

In order to create momentum for action on these critically impor-
tant trade policy initiatives, the agenda should also encourage ac-
tion early on items on which consensus can be achieved, such as
CBI parity and a miscellaneous tariff bill.

In order to move forward on this agenda, we must reengage the
support of the Congress, the administration, American workers,
and their families for trade expansion. We must do a better job of
explaining to the American people the benefits that accrue from ex-
panding international trade and investment.

In doing so, we must recognize that trade and improved tech-
nology lead to a growing U.S. economy and a higher standard of
living overall. Dislocations, however, occur, which must be ad-
dressed through meaningful worker retraining and adjustment pro-
grams.

In conclusion, Mr. Chairman, the U.S. and its trading partners
must face the reality of a rising trade deficit and the pressures on
an open trading system by acting in accordance with the rules of
the multilateral trading system. It will not be an easy task. The
integrity of the WTO and the dispute settlement process must be
maintained by insisting that the EU and our other major trading
partners uphold the decisions of WTO dispute settlement panels.

In preparing for the next ministerial and the possibility of a new
global round of trade negotiations, we must ensure that the frame-
work and results of any negotiations strengthen WTO rules and ex-
pand market access. ‘
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While ECAT’s membership is clear-eyed about the seriousness of
the challenges that lay ahead, we belicve that, armed with a posi-
tive trade agenda, ECAT and the U.S. business community, to-
gether with the Clinton Administration and our allies in Congress,
will be well-positioned to offer constructive alternatives to market
closing initiatives.

I appreciate the opportunity to present ECAT’s views and will be
happy to address any questions the committee may have. I ask that
the letter of ECAT’s CEOs, the executive summary of ECAT’s new
study, “Global Investments, American Returns,” and ECAT’s spe-
cific comments regarding U.S. preparations for the WTO ministe-
rial meeting be made part of today’s record.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Cohen along with the executive
summary appear in the appendix.} 4

The CHAIRMAN. Let me ask several of the panel the same basic
question. Many of us are watching the administration closely to en-
sure that they are preparing for the upcoming WT'O ministerial, as
well as the sectorial negotiations on agriculture and services.

I would be interested in asking—I do not know that you will be
involved directly in this, Mr. Raines, but the others—what is your
impression of the administration’s preparations, for example, on
agriculture; is it adequate? If it is not, how should it be strength-
ened? Should we spell out in more detail what we seek as goals,
objectives?

How do we explain it to the American people so that they under-
stand, like Mr. Raines did, in a manner that is easily understood?
How do we explain the importance of liberalizing agriculture, or
the services, whatever? Mr. Kleckner?

Mr. KLECKNER. With agriculture, Mr. Chairman, I am not ex-
actly sure that I know where the administration is. And I do not
say that as a criticism. It is early yet. This is the year the ministe-
ria{ is held, in late November, early December, I understand, in Se-
attle.

I do know that Ms. Barshefsky and her crew at USTR, along
with Secretary Glickman and his people at USDA, have done a lot
of talking about this issue. ] have been involved in some of that:
talk with them, on the ACTPN Committee, for example, with
USTR.

There is a lot of talk going on. I have got to compliment them.
I think in both USTR and agriculture, they really want to know
what the private sector thinks. It is more than lip service, in my
view. They really do want to know what we want.

The CHAIRMAN. What would you like them to come home and tell
you they have accomplished; what specific objectives for agri-
culture?

Mr. KLECKNER. Question. Prior to the start of the ministerial,
maybe?

The CHAIRMAN. No, with the ministerial.

Mr. KLECKNER. Well, I hope before the ministerial starts they
will come back and say to us in agriculture, and I am sure services,
and everywhere else, too, these are our objectives. Obviously, when
it is over we want to have some wins.
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For example, very high priority for us in the Farm Bureau and
the farming community has got to be eliminating the export sub-
sidies that Senator Baucus points out on his chart. I think the ar-
- gument should not be over, do we eliminate export subsidies, the
argument should be, in what time frame do we do it?

I think the elimination is critical because export subsidies are
not allowed in any other segment of commerce except agriculture
today, and they are legal. Let us get rid of them.

The CHAIRMAN. What about Common Agricultural Products?

Mr. KLECKNER. In the EU, the CAP? Common Agriculture Policy.
They have their Agenda 2000. I was in Brussels last week, actu-
ally, and went on to Berlin for Green Week. Secretary Glickman
was there, along with Tim Galvin and Gus Schumacher, the Assist-
ant Secretary. In Europe today, they are talking about making dra-
matic revisions in the CAP. They are calling it Agenda 2000.

They want to have agreement now in February or March before
the European Parliamentary elections in June and going into the
ministerial this fall. They want to have an agreed policy in those
15 countries. They are saying, we are going to cut subsidies 30 per-
cent on grains, on oil seeds, on beef.

The argument seems to be on dairy. The argument is always on
dairy, incidentally, around the world. But they are talking about
reducing payments to dairy producers in return for higher quotas.
It would be a quid pro quo.

I think the EU is on the way to reducing probably the highest
subsidies in the world, at least the highest in major countries. We
have to hold their feet to the fire on that and ask for access to their
markets and make sure the sanitary/phyto-sanitary, which is—all
kinds of sins are committed under sanitary/phyto-sanitary. If you
cannot maintain tariffs or subsidies, you keep out other products
by coming up with, oftentimes in my view, phony sanitary/phyto-
sanitary barriers. It is the next big argument.

The CHAIRMAN. Thank you, Mr. Kleckner.

Let me turn to you, Mr. Benanav. You talk about the importance
of making progress in the liberalization of services. Now, what does
that mean to my average citizen back home? How can we explain
that that is critical to their welfare? What are we talking about
when we say we want to liberalize services?

Mr. BENANAV. There are a broad range of services that American
companies would like to be able to offer to citizens in foreign coun-
tries, everything from express service—if you want to send a pack-
age from here to some country in Asia, you want to be able to know
that it will get there in a day or 2 days, not stuck in Customs, not
shipped through antiquated distribution systems.

You want to be sure that American companies have the ability
to tie their telecommunications programs globally, not as a patch-
work of connections with different kinds of companies. So the
American consumer has something to benefit directly. He also has
tremendous benefits indirectly.

As was mentioned in the home mortgage market, American com-
panies that sell services strictly in foreign locations generate a
huge number of jobs domestically. We do not transfer jobs in the
service industry. We may create new jobs overseas, but to support
those jobs we create jobs here at home.
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An example, is my company. We have created 4,500 new jobs
overseas, but we have also created a significant number of new jobs
here at home to support those operations. There is a wide range
of service.

But you are right. We all have a responsibility to educate the
public on those benefits. I believe the business community needs to
take a much more active role in doing so. CSI has a meeting com-
ing up in Atlanta in November, a conference.

Part of the purpose of that meeting will be to generate the kind
of publicity and kind of campaign that will let the average con-
sumer and the average American worker understand that, while
there are some costs, there are some dislocations, the greater good,
the end result, really does produce much better economic and fi-
nancial well-being for the American population.

The CHAIRMAN. Finally, let me ask you, Mr. Cohen. What con-
fidence do you have in the administration’s preparation for the up-
fOlrgng WTO ministerial, as well as the negotiations that will fol-
ow?

Mr. CoHEN. Well, I would say, Mr. Chairman, that we were very
heartened by the testimony of Ambassador Barshefsky yesterday
before this committee when she indicated that a framework has
been put in place to work with not only the committees of the Con-
gress, but also with various economic sectors, and will hold hear-
ings in order to identify the key areas of concern.

Additionally, we are very pleased that the administration is now
going to be thinking in terms of coalitions of like-minded countries
in order to achieve specific trade negotiating objectives.

I think it is one thing for us to have a list of all of our priorities.
It is another thing to game them and figure out which countries
we will be able to work with in order to achieve them.

As Senator Baucus and others have suggested, there are major
differences between the United States and the European Union. If
we are going to be able to achieve many of our key objectives in
the next round of negotiations, we have to figure out with whom
we can make common cause.

For example, on agricultural issues, working more closely, as
Ambassador Barshefsky suggested, with the CAIRNS Group. I can
assure you that ECAT and others in the business community will
work with the administration, but, indeed, a great deal of work
needs to be done in fleshing out the objectives and the strategy for
achieving them.

The CHAIRMAN. Senator Moynihan.

Senator MOYNIHAN. Thank you, Mr. Chairman.

Just several things. Mr. Kleckner, in your testimony you remark,
and I know this has béen your position, “Whereas President Clin-
ton emphasized the importance of trade during his State of the
Union address, he also underscored his desire to include labor and
environmental issues in trade agreements.

We oppose such a linkage and stand united with leaders in Asia
and Mexico, and Mr. Ruggiero of the WTO against usinf the WTO
as a fo’fum for resolving nontrade-related environmental and labor
issues.

Two things. First of all, in an address in Bonn in December of
1997, Mr. ﬁuggiero specifically said that it is the International
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Labor Organization that should deal with core labor standards. He
very much is for this development. He says the consensus is, first,
the members were committed to the observance of core labor stand-
ards, second, that the ILO was the relevant body where the issue
of labor standards should be addressed. i

Could I make a point which is sort of lost now in long history,
which is that the international labor treaties begin as trade-related
matters. It was the judgment of Europeans that, if you were to es-
tablish labor standards, the 8-hour day, you would put yourself at
a competitive "disadvantage with your competitors and partners,
and therefore you did not do it until you agreed all to do it at once.

The first labor conference in this regard was called by Bismarck
in the 1880’s. It has always been a trade-rclated phenomenon. We
have something very powerful. There are not many organizations
around that have been around for 80 years, or 70. The first inter-
national labor conference took place at the Pan American Building
in 1919. The ILO was part of the Treaty of Versailles.

I think Mr. Ruggiero has this right. I will just put it to you that
way. If you do not do it, you will not get the open trading system
that you wanted. It is just that that has been our experience.

In that regard, could I just say, Mr. Cohen, you said something
absorbing, that it was only in the early 1980’s that the world began
to move beyond the level of international economic integration
achieved in 1913.

Do I take it you are referring to trade, as a proportion of total
world product? Would you expand on that a bit? If would be won-
derful to get some numbers from you. -

Mr. COHEN. We can probable provide those from our study, Sen-
ator Moynihan.

What it references is, indeed, as you have just suggested, trade
and international investment, as a percentage of total world eco-
nomic activity before into the war period and before the breakdown
through the Great Depression of trade, was at a much higher level
than it was until the 1980’s. Often, as your theme of your hearings
is globalization, it is often viewed as a totally new phenomenon
that we are facing in the 1980’s and the 1990’s.

We were trying to suggest in that study, one has to really return
earlier in history to find a very similar level and recognize that the
aberration, in a sense, is the interregnum, not the new phenome-
non of the 1980’s and 1990’s being identified as globalization.

Senator MOYNIHAN. Very nice. Would you agree with me that, on
the whole, the 20th century has been a mistake? [Laughter.]

Mr. CoHEN. I will sit and listen, Senator Moynihan.

Senator MOYNIHAN. The 19th century sort of ended in 1913, and
we are just getting back. It has been a hideous experience. I think
it is a very powerful point. If ECAT could give us some metric on
this, I think it would help.

Mr. CoHEN. Absolutely. We shall.

Senator MOYNIHAN. Thank ti'ou very much.

Mr. BENANAV. If I could add, Senator Moynihan.

Senator MOYNIHAN. Yes, sir.

Mr. BENANAV. As an example of that, my company, prior to the
first World War, conducted operations in 63 countries. -

Senator MOYNIHAN. No.
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Mr. BENANAV. Today, we are down to about 7, trying to get back
into some of those 63 countries that we withdrew from during and
after the first World War, The problem is, we cannot get back in
as easily as we could in 1912 and prior to the war. So, that is a
perfect example.

Senator MOYNIHAN. Could we get that from you, too?

Mr. BENANAV. Yes.

' Senator MOYNIHAN. That is powerful and important to be kept
in mind. Thank you very much.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Grassley?

Senator GRASSLEY. I am going to start with Dean Kleckner. I
hope, Dean, before you leave here that you will thank this commit-
tee, because a couple of years ago, by a 16 to 4 vote, they approved
ethanol. That is very good for American farmers and all of your
members. That will be coming up again in nine more years, so we
want to keep thinking about it.

Dean, yesterday I had an opportunity to ask Ambassador
Barshefsky, who was here sitting where you are sitting, what ac-
tions the United States is taking when a great economic power like
China makes specific commitments about opening its markets to
United States agricultural products and then does not keep those
commitments.

I think you probably know about the promises that China made
in its 1l-year trial program for imports of meats for the retail mar-
kets. Then the Chinese broke their commitment to allow U,S. meat
producers’ entry to the markets, and even kept high tariff rates,
and also a value-added tax, in addition to the 45-percent tariff
rates of 13 percent on the VAT,

In addition to that, China’s phyto-sanitary and veterinary import
quarantine standards are also overly strict. They are very unevenly
applied and they are not backed up by the science that we have
glenerally agree({ to in internationalptrade are the basis for obsta-
cles. ;

For example, the Chinese Government continues to require for-
eign pesticide groducers to submit costly testing and registration
requirements, but it does not apply these requirements to their
own domestic producers.

So, I would be asking for-advice that you might have for this
committee, and in turn this committee’s oversight responsibility of
the administration, about how to secure from China, which is not
a WTO member and wants to be, meaningful agricultural trade
commitments that give us real access, not just stated access, on
their part. .

Mr. KLECKNER. Senator Grassley, I wish I knew the answer to
your question. Being that they are not a WI'O member and want
to be one very badly, it seems to me, gives us some leverage on
issues like this.

But they have been a powerfully obstinate nation, it seems to
me. They just do what they want to do and kind of, in essence, to
hell with what everybody thinks about it, for whatever those rea-
sons are. They have not yet, as you all know, decided that they will
3‘% 610 some of these things in order to become a member of the

56-759 99-3
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I agree with my colleagues, they should be brought in. But I
think to bring them in now, when they have done what they have
done, and doing what they are doing, would send the wrong signal
around the world. We have leverage now that we will not have
after they get in. I do not know how to make tliem do, Senator,
what they have agreed to do, and then broken the promise.

Let me say that that is one of the problems, though, in agri-
culture that I run into as president of the Farm Bureau around the
country. Most farmers want trade. They do not perhaps understand
the WTO very well, but they consistently point out to me areas
where trade agreements are not being enforced and they are reluc-
tant to go further, perhaps even to the next round, before we en-
force what is there today.

But we farmers always remember what is not being enforced and
do not remember all the good things. We always tend to be nega-
tive. But examples like China, and we can look at Canada, Senator
Baucus, neighboring you, and other nations that seem to get away
when not living up to the agreements, which just makes it harder,
I will repeat, to move forward in the next round when the appear-
ance at least is, and often the substance is, we are not enforcing
the trade agreements that are already in existence.

Mr. COHEN. Senator Grassley, may I make a comment in that re-
gard just to clarify the position of the members of the Emergency
Committee for American Trade. We totally agree with Mr. Kleckner
that the Chinese must adhere to the commitments that they have
made. What we have shared with the administration, is that the
litmus of a successful WTO protocol of acéession for China would
be market access in the area of agriculture.

That does not solely mean a reduction in tariffs, it also means
distribution rights because American companies, farmers, want to
be able to sell their products freely within the China market and
that also needs to be addressed. One without the other would not
be sufficient.

Senator GRASSLEY. All right.

I would ask my next question of Mr. Raines. Foreign direct in-
vestment, of course, is very critical, important both to the global
economy and to the United States. You probably know that the
United States is both the largest investor abroad and largest recipi-
ent of foreign investment coming from overseas. Because foreign di-
rect investment and trade are closely linked, it is very important
to keep these investment flows free from interference as much as
possible.

Fortunately, many barriers to foreign direct investment have
been limited or completely scrapped thanks to bilateral trade trea-
ties and other agreements like NAFTA that protect the security of
international investment.

So my question would be, since foreign direct investment is so
important to the world economy, should it not be subject to multi-
lateral rules and disciplines just like trade is? We do have the
OECD multilateral agreement on investment under negotiation
since 1995 without reaching final agreement. The first question is
in regard to being subject to multilateral rules and disciplines just
like trade is.
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Second, would it not be more sense to have the entire WTQO mem-
ber nations %x’l"ticipate in foreign direct investment negotiations
glEr(é\i)ggl the O and not just confine these negotiations to the

Mr. RAINES. Well, Senator, I think it is very important that we
have an international regime of ensuring open markets and the
flow of capital. In particular, it ought to be easier in foreign coun-
tries for their individuals and institutions to invest in dollar-de-
nominated investments and not have those artificially limited by
national policies. So, international standards can be helpful, and
have been helpful, in the area of capital and opening up capital
markets.

With regard to the OECD and the negotiations on the multilat-
eral agreement on investment, I believe that it is wise to try to ini-
tiate those kinds of agreements, first, at the level of the more de-
veloped countries where you have more developed capital struc-
tures in place. And so the approach that has been tried, but not
yet successful, of having the OECD countries lead that effort, I
think, is a wise one.

Ultimately, there will be a need to expand that to developing na-
tions because, contrary to general thought, the developing nations
are short of capital. Indeed, a large number of them have a lot of
dollar-denominated investments.

In fact, some of our largest investors in debt that we use for in-
vesting in Amcrican homes come from what we would otherwise
categorize as developing nations. So, it is important that it be ex-
tended there as well.

I think the approach of beginning with the more developed econo-
mies in moving toward a multilateral approach is a wise one, if it
can be concluded.

Senator GRASSLEY. Mr, Chairman, I am done, and I have to go.
I would like to have Mr. Benanav answer some questions in writ-
ing. Also, on the second panel, we have a special steel industry in
my State, and I would request that Peter Kelly answer some ques-
tions that I would submit to him in writing.

The CHAIRMAN. We will have the record stay open until 5:00 to-
morrow for any written questions of the panel. ‘

Thank you, Senator Grassley.

Senator Baucus?

Senator Baucus. Thank you, Mr. Chairman.

Mr. Kleckner, I think you touched on a very key point here, and
it is somewhat to the point that the President mentioned in the
State of the Union address, and the Chairman has mentioned. That
is how to develop more consensus and more understanding of
American people and the need to more aggressively have a more
level playing field.

I think they understand the abstract, but I think a lot of Amer-
ican people do, as you suggested, not have full confidence in the de-
gree to which the United States enforces trade laws or believe that
the country is fighting as hard as it should be, not only for Amer-
ican business, but for the average guy.

You said, and it is true in my State, that a lot of people are very
‘'skeptical about free trade, fair trade. They believe that other coun-
tries take advantage of us. As you said, Canada seems to get away
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with some of the things it does. Other countries seem to get away
with the things they do.

In Canada, for example, it is softwood lumber, or it could be
dumping grain, in Europe it is the beef hormone issue, bananas,
et cetera. Nothing seems to happen.

NAFTA, by the way, is extremely unpopular in my State. I am
the only person in the entire delegation, or State-wide person in po-
litical office that supported NAFTA. And I know I paid a price for
it, but I did it because I thought it was the right thing to do.

But I think f)eople have a legitimate compfaint. I urge the Farm
Bureau and all the organizations here, and I know you will do this,
pay much more than lip service to how we put a face on trade.

I mean, the key here, I think, is addressing that lack of connec-
tion, that lack of nexus that I think is a problem today. I think that
is the major challenge here. Once that is addressed, I think that
you will find the country moving a little more aggressively on some
of these initiatives, being a bit more aggressive on enforcing cur-
rent agreements, and putting a little pressure on Treasury, putting
a little pressure on the State Department, putting a little pressure
on the White House, frankly, that may not sufficiently exist now.

We all talk about this problem, that trade may not be a sufficient
priority in any administration. I think it is becoming more of a pri-
ority over the years. I am not sure that it is enough of a priority.
I am not saying trade, per se, but essentially not only trade, but
the United States’ economic interests overseas.

We are doing a good job, I think. And I think we have a good
team, certainly in the financial sector with Secretary Rubin, and
Summers, and the Federal Reserve system. But when it comes to
trade, I am not sure it is as effective.

So what thoughts do you have on how we begin to, not pay lip
service to, but actually address this?

Mr. KLECKNER. Senator, let me respond for agriculture and let
the other areas respond. Everything you said is right. You are right
on target. I have been in Montana a number of times. I hear what
is being said in Montana, Idaho, North Dakota, along the Canadian
border in that area, with wheat and cattle.

There is no doubt about the Farm Bureau’s commitment to this
issue. I mean, we stretched ourselves out for NAFTA, for the GATT
Round, for Uruguay Round of the GATT. I am glad we are getting
away from saying fast track.

Senator BAuCUS. I want to compliment the panelists. In fact, the
Chairman and the Ranking Member noted that you did not say
t}ﬁat awful phrase, but rather referred to a normal trading relation-
ship.

Mr. KLECKNER. Normal trading relations with China.

Senator BAucCuUs. Also, we have to do the same with that other
phrase which also is a misnomer.

Mr. KLECKNER. Trade negotiating authority. Yes. Carla Hills told
me one time that fast track was terrible because, she said, trade
negotiations are never fast, nor are they usually on track. [Laugh-
ter.] But I am glad we are saying trade negotiating authority.

But we are stretched out on the issue. We are going to be push-
ing extremely hard for trade negotiating authority. What we are
urging our State Farm Bureaus to do, because the figures are
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there, they are broken down into exports by State—Montana, I am
positive, is a net winner.

I think every State is a net winner in trade. In agriculture, we
export $50 plus billion, now with the prices down, the dollars are
down, the volume is probably staying up there. But we are a net
gainer of $20 billion in the Nation in agricultural trade, $50 billion
exports, $30 billion imports, roughly. So, we are winners. ,

But when a farmer in Montana sees a truckload of cattle coming
down to be slaughtered at the IBP plant in Washington State going
in front of his home, 20 trucks a day, and he is losing money on
cattle, he is not very happy.

Senator BAaucus. Tell me.

Mr. KLECKNER. Now, the good thing is, those new packing plants
or remodeled packing plants are being built in Canada. When
American cattle started going up there for slaughter, I kind of
laugh to myself and say the Canadian farmers are going to be just
as unhappy about that, seeing our cattle go in front of their farm
on the way to be slaughtered in Canada as ours are.

Senator BAucus. My time is about to expire. I would like to just
make another point, too, as a follow-up on Cal Cohen’s. Namely, it
is not only listing priorities for the upcoming agenda, but it is gam-
ing it and figuring out how we are going to get from here to there.

I want to underline a point that you made referring to earlier
testimony yesterday, namely, the common cause that I think we
have with Canada with respect to the WTO. :

I was in Canada speaking to Minister Goodell a couple, three
weeks ago. Basically, I was complaining about all the cattle trucks
coming down, grain, and so forth. He said, well, do Montanans not
kgow that your greater problem is with Europe? It is not with Can-
ada. -

I said, well, if Montana stopped to think about it, analyze it, and
so forth on the so-called left side of their brain, they would under-
stand that. But on the right side, they see all these trucks coming
down and just intuitively think that is a real problem. And it is a
huge problem.

Nevertheless, the Canadians, I think—in fact, Mr. Goodell, in ef-
fect, said this—there is an opportunity for the United States to, as
Mr. Cohen said, join with Canada and other CAIRNS Group mem-
bers with respect to Europe.

In the last round, we were all going different directions, the

_United States, Canada, CAIRNS Group, Europe, and so forth. This
time there is an opportunity. The Canadians want to do this. The
Canadians want to lock hands with the United States and get
those barriers down.

Now, at the same time we want to do something about the
Wheat Board and cut transparency problems. But I just tell you,
I think we are making progress in this country as we address
trade. We are thinking a little more critically, we are thinking a
little smarter.

We are not just listing goals, we are starting to game them a lit-
tle, starting to think how we get from here to there, our fall-back
positions, and so forth. I am encouraged by it, frankly. I just hope
we can keep on that track.
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Mr. COHEN. Senator Baucus, may I make just one quick com-
ment with regard to your point with regard to understanding of the
importance of trade by American workers. The ECAT CEOs have
put in place a program that is designed to do a better job within
‘ :heér own companies of explaining the benefits of international

rade.

There is a story that I think illustrates what the challenge is. It
is about the late Secretary of Commerce, Secretary Brown, when
he was supporting NAFTA and was visiting a facility in one State,
explaining the importance of NAFTA.

He asked some of the workers on an assembly line, what do you
think of NAFTA? The comment from the workers basically was,
they do not have the money to buy the products that we produce.

What the workers did not realize is, a good portion of what was
going down that assembly line was destined to be exported to Mex-
ico. It is a reason why we in the business sector need to do a better
job, and our companies are working on that project.

Senator Baucus. I know, Mr. Chairman, time is up. But it is not
only educating employees, it is also worker retraining, it is edu-
cation, it is keeping your employees involved and helping them find
mealgingful employment, because it is such a topsy-turvy, turbulent
world.

Mr. COHEN. Yes.

Senator BAUCUS. So it is not just talk, it is also helping employ-
ees and working with the government to make sure that American
people get the full benefits of the trade.

Mr. CoHEN. In ECAT’s written statement, we do support worker
retraining and education as an important component. We agree. '

Senator BAuCUs. My time is up.

The CHAIRMAN. Senator Robb?

Senator RoBB. Thank ]{ou, Mr. Chairman. I am still pondering
the question posed by the distinguished Ranking Member as to
whether or not I want to vote for against the 20th century, but I
am going to move on.

On the same general theme, let me just su%gest that the way I
have posed the problem for those of us who believe in free trade
and believe there is much more net gain, is the difficulty of con-
vincing an individual who has a job, it may not be a particularly
high-paying job but he has a job at a given moment, that somehow
he and the overall economy is going to be better off, even though
his or her job might be placed at risk when his or her two out-of-
work cousins are going to get better jobs for sure, but is not abso-
lutely certain that his job is still secure. If we can ever figure out
a way to answer that question, I think that we will make some real
proiress on this whole question.

The fact that we are now talking about putting a human face on
the globalization, I think, is a recognition that we have not really
answered that question as well as we could and that we are going
to see more and more attempts to try to at least deal with those
who are perceived to be “the losers” on any of these situations. It
is incumbent upon us that believe that there is a net gain to soci-
ety to try to make that argument as best we can. ’

Let me just ask one aﬁeneral question, if I might, about the con-
sequences, which is really part of that question, I guess, of our fail-



65

ure to pass trade negotiating authority. I am trying to make sure
I use that term. Yesterday I am slipped, I am afraid, and fell back
into the bad old habits and used another term that I am using my
best to take out of my vocabulary at.this point.

But what are the consequences, in your judgment? I suspect,
from the steel panel in a minute, we will hear some very specific
examples of failure to enforce in some areas. But what are the con-
sequences to U.S. consumers and those who want to export over-
seas if we do nothing because of our concern about anybody who
has something that they want to hang onto and they do not want
to risk their two cousins getting a better job? ’

Mr. KLECKNER. Senator, from agriculture, I will respond real
quickly because others will want to respond. We started the last
two rounds without trade negotiating authority. We went a year or
two into them before we got it. It may happen again this year. I
hope not; I hope we get it this spring, 1999, rather than waiting
until the next President, whomever he or she may be.

But if we do not get it then, if we do not have trade negotiating
authority at some point in this upcoming round, the U.S. is a tre-
mendous loser because other nations will not talk to us. We will
;alk to them. I mean, what have we got to lose? ‘

If I was another nation’s negotiator, I would not talk seriously
to the United States negotiators about a definitive trade agreement
without the trade negotiating authority, because it goes to Con-
gress, you all just make one change in it, that is 535 changes.

You go back and negotiate again, it comes back, and the next
time there are only 400 changes. You never get a trade agreement
without trade negotiating authority. It would be a disaster, in my
view, for the United States, but certainly for U.S. agriculture.

Mr. BENANAV. I echo that. I think it is very hard. If we are going
to push countries to put everything on the table, it is impossible
to get them to do so when they know we are going to be back again
and again for more on the table.

I think you will kill WTO negotiations and the WTO 2000 serv-
ices expectations that we all have. We almost may as well not go
to the negotiating table if we cannot tell the counter parties that,
when we reach agreement, that agreement will stand.

Mr. COHEN. The U.S. has always led, Senator, trade liberaliza-
tion efforts globally. Without U.S. leadership, they have often fal-
tered. There are two basic consequences of the failure to have, I
would argue, trade negotiating authority.

The first, is the pace of global liberalization will be slower with-
out U.S. leadership. Second, you will have an uptick in regional
agreements that will exclude the United States, and those regional
agreements will be devised to benefit primarily the participants.

Now, there is a pause because of the global financial crisis, but
we know that once things will be worked out, and we know they
will eventually, you will have that uptick in the Americas and in
the Asia region. And if we are not ready to deal, we will suffer and
it will have, eventually, an effect on our standard of living. ;

Mr. RAINES. Senator, I think that is the most important point.
The single greatest generator of wealth in the last two centuries
has been through the creation of common markets. The most im-
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portant one is the United States. We have a common market be-
tween our States that is not always happy.

There are lots of trade disputes back and forth, and people trying
to get a little advantage over a manufacturer from another State,
or a farmer. You have the similar disputes about trucks coming
from one State to another. But we have a regime that says we are
going to have open and free trade basically among the States, and
the States cannot negate that for temporary benefits.

That model will, in my view, be followed in the world. And with-
out our participation, they will create their own common markets
that will make sense for them and, within those common markets
and that progress that will go on without us, we will be left out.

The world is not going to suffer from our inability to participate
in these agreements. The world will take care of itself. The only
question is whether the United States will be a party to these
asgreements so that we can take care of the people in the United

tates.

Senator ROBB. You are preaching to the choir here. If you could
take that dog and pony show over to the other side, the other body,
we would be most grateful to you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Robb.

I would now call on Senator Rockefeller.

Senator ROCKEFELLER. Mr. Chairman, I have been listening with
interest and respect to this panel, but it may not come as a sur-
pris]e to you that what I really await is the second panel. [Laugh-
ter.

What I would observe, however, is that from these conversations
in the first panel, for those who want to maintain what I spoke of
yesterday as sort of the consensus for expansion of trade, that it
is going to be very important for Americans to know and trust that
our government is enforcing the trade laws that we have on the
books. I think all of you would agree with that, and I know that
the American people do.

Mr. COHEN. Absolutely.

Senator ROCKEFELLER. That would be all I would have to say.

Mr. BENANAV. Senator, I think there are two issues. One, is ag-
gressive enforcement. We all support that. I think we have learned
a lot about the enforcement mechanisms and the process for dis-
pute resolutions. It certainly can be improved.

I think one of the issues that has to be put on the table as part
of the next WTO negotiations is, how do we improve the process
itself? We ought not just to say, let us try harder in enforcing. We
ought to say, what is wrong with it, and let us fix it. If we do not
come to the table with that kind of an agenda and a strong view
on how to fix the problems, then we are going to be left with the
same difficult disputes that we have got today.

The CHAIRMAN. Senator Kerrey.

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

First of all, I want to say that I think this committee can obvi-
ously perform a very useful function in terms of the Congress, not
only in trade, but in Social Security, in Medicare, and in tax re-
~ form. I hope we do so.
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I h?&e this committee, this year, whenever we get this trial done,
will take a lead itself in helping this Congress resolve some of the
most contentious issues that we face. [ think we have got the abil-
itfy to do it.When all of the chairs are full, they are typically full
o 1people who are willing to work together.
hope that we are able to do that, Mr. Chairman. I know that
Iy;ou are willing to do it. I think we have got a lot of unfinished
usiness that needs to be done, not the least of which, I would say,
is making sure that the IRS reform legislation we passed last year
is being implemented by the administration and by the IRS.

Let me say, first of all, that I agree with what Frank Raines
said. I think it is very impressive, what common markets have
done in terms of generating more wealth. It has caused me to sup-
port NAFTA, normal trading relations, and full negotiating author-
ity for the President on trade.

But we have to acknowledge, and I think Senator Baucus has,
and Senator Rockefeller will later on, that we have got serious
problems with trade right now, in terms of the public support for
it.

Let me argue a cou{)le of things that I think caused that. I re-
member 1992 relatively well. From 1992 to 1999, there has been
an extraordinary change in the American economy. In 1992, the
stories were that we were going to be denominating our currency
in yen, that Japan was going to take us over. Well, they did not.

Not only did this Congress pass deficit reduction, but, much more
importantly, in my judgment, has been the adjustments that have
been made both by management and by labor over the last 6 or 7
years to increase our productivity and make us more competitive.

Tremendous changes and sacrifices on the part of people in this
country that are working harder, working longer hours in order to
do the things that are necessary to maintain competitiveness. That
is why there is a considerable amount of anger right now.

We have Nucor in Nebraska. They are not happy. They have ad-
justed to the competitive market pace of the international economy
and they are not happy, watching what happens with trade policies
when they do it. Not only do we lead, but we have a very open mar-
ket. So they feel like they are getting played for a fool, not only
management, but also people who are working very hard trying to
be productive and stay competitive.

We see the wealthiest Nation on earth saying, we ought to have
an open and free market, but I think we have got to acknowledge,
we have an inadequate safety net. We have got an $8 trillion econ-
omy today. Nobody argues we are not the wealthiest Nation. We
have got 43 million Americans that do not have health insurance.

Now, if you are out there working, changing your job, and trying
to stay competitive, it seems to me that one of the things our law
should say, is to say that we are going to have a safety net that
is worthy of this great Nation, and if you lose your job you are
going to have health care.

It seems to me that you all who are arguing for trade and are
saying that we have to have some kind of a safety net are going
to have to be more specific with this and tell us what kind of safety
net we need. Because it does not work for a man or woman out
there who find themselves adjusting, in theory. In practice, for
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them, it means they do not have a job. And if they have a pre-exist-
ing health condition, it means they go onto Medicaid or onto wel-
fare, or some such thing.

So I think we have to acknowlecdge, as a wealthy Nation, if we
want to maintain free and open trade policies, that we are going
to have to make some adjustments in our own domestic strategies.

As for corrections, for my money, I agree with Senator Baucus,
of the trade policies that are the most unpopular, nothing touches
NAFTA in my State. I mean, it is off the charts in terms of the
number of people who think there is something wrong with it.

Dean, I am sure you remember, as a specific area of NAFTA,
having to do with sugar. There were intense negotiations. What
happened in the United States was, consumers were making deci-
sions. They were saying, we do not care if it is corn fructose or if
it is sugar, it is the same to us and we will drink either one of
them. What happened was, in the United States it was a signifi-
cant adjustment.

People that were growing sugar beets and the people that had
jobs in the sugar beet industry were losing their jobs. We adjusted.
V;fle changed our manufacturing plants to accommodate a market
change.

So when NAFTA came along, we were concerned that Mexico
might not do that, that when corn fructose came into Mexico and
displaced sugar, they just shipped their sugar up here. Guess what
we were told? Oh, no. The Mexican taste is different. Well, that
was nonsense.

So we signed a side agreement with Mexico that said, if there is
displacement—and there has been almost 100 percent displace-
ment, 1.8 million tons of sugar has been displaced with corn fruc-
tose, as you would imagine. It is the same thing. So guess what
Mexico now says? We did not mean it with the side agreement.

How do you feel about that, Dean? Do you not think that we
need to do as Al Capone once recommended, that a smile will. get
you a long ways in life, but a smile and a gun will get you further?
[Laughter.] Do you not think that we need to put a bullet in the
chamber in some ways? Because they are not going to modify their
behavior. They are politicians like we are. They know these adjust-
ments are going to be difficult and painful.

Do you not think that we need to have some kind of mechanism
that says to the Mexican Government, if you do not abide by an
agreement that you signed, even though it might be uncomfortable
for yollil, that here is the action we are going to take, or with steel
as well? ’

Do you not think we need some kind of corrective mechanism?
Otherwise, it is awfully difficult for people to say, in this country,
we are going to allow our market to be open, we are going to do
all the tough and difficult things that are necessary, and yet when
it comes time to force our competitors to do the same, we are not
willing to do it because we are going to be accused of being protec-
tionists.

Mr. KLECKNER. Yes, Senator. You are right. You have hit on the
big problem. Our people do not think, and often with justification,
that the agreements are working. You hit on one in NAFTA, with
sugar. I am not sure I know the answer to it, except there cannot
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be a perfect trade agreement. We can sure do better than we have
in enforcing the ones that we have. Incidentally, Al Capone died 47
years ago 2 days ago, so that was something you did not know,
Senator.

S]enator KERREY. No. It was not a big moment in my life. [Laugh-
ter.

Mr. KLECKNER. And you missed it. But you can get more with
kind words and a gun than you can get with kind words alone. I
think we have been going too much the route of the kind words and
not enough of enforcing the agreements that are there.

The other side of the coin is, I have been in Mexico and Canada,
and Senator Baucus, in Canada and Mexico. They point out a lot
of things that, from their point of view, they do not think are work-
ing either. There is no perfect trade agreement. But we are the
U.S. We have got to approach it from our point of view and let
them approach it from their point of view, and we will work it out.

The thing that really bothers me is, without trade negotiating
authority, we really cannot go in and fix what is wrong with
NAFTA and the GATT. If I tell my friends in many States that,
if you really do not like the GATT agreement, the Uruguay Round
agreement and NAFTA—and they do not—you ought to be for
trade negotiating authority so we can more easily fix what is
wrong. It does not make sense in my mind not to be for trade nego-
tiating authority if you really want to fix what is wrong with the
present agreement. You can do it, but it is much more difficult.

Senator KERREY. Well, Mr. Chairman, my red light is on. I would
Jjust say to you, sir, I think one of the difficult things that we are
going to have to do, is to do precisely what Mr. Kleckner is saying.
We need to say that we are going to ask for trade authority and
;ve are going to do it for the purpose of correcting defects in current

aw.

We have significant defects in current law. If we do not acknowl-
edge that, it seems to me, we are going to have a very difficult time
to get the American people’s support, either in this body or the
other one, of the negotiating authority the President needs.

The CHAIRMAN. Well, as I said in the opening comments on these
hearings, one of the purposes, of course, is to correct the weak-
nesses, the vulnerabilities, the defects of past agreements.

Time is running out this morning. I want to express my appre-
ciation to each member of the panel. I think it has been a very val-
uable discussion. But I would urge you to continue to play a vital
role as we proceed towards the ministerial this fall.

I am not satisfied that we have the agenda that we need to en-
sure that we are protecting and promoting the interests of this
country. That is what we are seeking to do in a bipartisan spirit.
So, thank you, gentlemen. We appreciate your being here today.

Our second panel today is comprised of three very distinguished
representatives of the U.S. steel industry. We have George Becker,
who of course is president of the United Steelworkers Union. We
are pleased to welcome you here, Mr. Becker.

Next, we have Peter Kelly, who is president and CEO of LTV
Steel. Finally, we are delighted to welcome Richard Riederer, who
is president and CEO of Weirton Steel Corporation.
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Mr. Becker, we are pleased to start with you. As I said earlier,
your full statements will, of course, be included as if read. We
would ask you to abbreviate them so we could get to the question
and answer period.

Welcome, Mr. Becker.

STATEMENT OF GEORGE BECKER, PRESIDENT, UNITED
STEELWORKERS UNION, PITTSBURGH, PA

Mr. BECKER. Thank you, Mr. Chairman. 1 appreciate the oppor-
tunity to meet before your committee and express concerns about
the crisis in the steel industry and how it affects workers, their
families, and the communities in the steel areas.

I do have a statement that is prepared. I will not read it or refer
to it. I would be happy to answer any questions pertaining to it.
. I would like to make some remarks to kind of put this in perspec-
tive a little bit. Clearly, from the steelworkers’ viewpoint, if this
crisis as it currently exists is allowed to continue, it is going to de-
stroy, is going to eliminate the steel industry as we know it today.

We have over 10,000 steelworkers that are out of jobs now, but
we have got 100,000 of them that are on the edge. I mean, this is
a very real assessment. It is not necessarily ours, it is the indus-
try’s. We have worked very closely with the industry on this and
these are the figures that they are giving us.

Perhaps the hardest thing for me to accept and understand is
that this crisis as we know it was not unforeseeable, it was not in-
evitable. We knew it was coming. We knew it when it hit in the
latter part of 1997, extending over into 1998 with the Asian crisis,
as they call it, South Korea, Indonesia, Thailand.

We had economic models that were run by the Economic Policy
Institute here in Washington that predicted that were were going
to lose some 1.1 million jobs in the United States as a result of
!;hli)s. Seventy percent of these jobs were going to be manufacturing
jobs.

I would submit to all of you, those are our jobs. We are an indus-
trial 