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TRADE REFORM ACT OF 1973

THURSDAY, APRIL 4, 1974

U.S. SENATE,
Com[rEE oN FINANCE,

Wa8hington, D.C.
The committee met, pursuant to recess, at 10:10 a.m. in room 2221,

Dirksen Senate Office Building, Hon. Willian V. Roth, Jr. presiding.
Present: Senators Packw and Roth, Jr.,
'Senator Ram. The hearings will come to order.
We do have a long list of witnesses who will be confined to a 10-

minute summary of their written statements. The 5-minute rule will
remain in effect as it has throughout the hearings for the questioning
of witnesses.

Our first witness will be Dr. Lev E. Dobriansky, chairman of the
National Captive Nations Committee, Inc.

Dr. Dobriansky, we welcome you to these hearings and you may
begin with a summary of your statement.

STATEMENT OF DR. LEV E. DOBRIANSKY, CHAIRMAN, NATIONAL
CAPTIVE NATIONS COMMITTEE, INC.

Dr. DOBRIANSKY. Thank you. My statement is a short one, but, as
you suggest, I will summarize it.

Immediately, at the outset, let me state that our committee-and of
course this expresses my own views as well-is in complete opposition
to the extension at this time of the most favored nation status and
credits, both public and private, to the Soviet Union. We have right
along advocated a realistic poltrade policy. We also urge at this tune
no short-sighted compromises with regard to the necessary concatena-
tion of human rights and political obligations with the trade me-
dium. And I shall endeavor here to justify a realistically extendedC linkage in this case, especially in the area of the so-called'treaty
obligations of the U.S.S.R. in connection with the Universal Decla-
ration of Human Rights, the Genocide Convention and so on.

My first point here, a major point, is that the history of trade
- itself, related to totalitarian powers like Imperial Japan, Nazi Ger-

many, and Fascist Italy, certainly shows that such trade did not
contribute to the interest of world peace. The totalitarian power, the
Soviet Union, far exceeds any of the three mentioned.

(1759)
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Actually if we don't exercise proper caution, we will probably find
ourselves abetting this whole development of the militarist U.S.S.R.
whose bid for global supremacy remains undiminished.

A second point is that in terms of the economic behavior and the
development of the Soviet Union-and one can certainly go into
many other aspects of that, but I would simply summare--trade
has always been or has always served a utility for the entrenchment
of the regime, the suppression of internal pressures, and assisted
implementation of its ultimate political goals.

Now in connection with these two points, Mr. Chairman, I request
by way of documentation a short chapter of my own work on the
"Russian Trade Trap" which I would like very much to have ap-
pended as part of my remarks here.1

Senator RowH. We will be happy to do so.
Dr. DOBRIAwSKY. Thank you, sir.
My third point-and let me emphasize this, too-is that I think it

has been established in the area of scholarship by Anthony Sutton
and numerous others that well over 90 percent of the technology, the
so-called Soviet technology. has had its primary source in the West
and certainly in the United States.

Now for another point, I had occasion to testify before Mr. Mills'
committee previously, but I have noticed over the past year that we
have had an infusion of what I call maxi-illusions concerning the
Soviet Union. I think this should be amply emphasized in view of
the fact that if you have the conception, as some in our Government
do h-ave, that the Soviet Union is a nation, that the people there
constitute one people called supposedly the Soviet people and that
therefore, with this nation-state concept there is no ground for inter-
ference with what they call the internal affairs of this so-called
nation, I would think tht is a basic illusion. On the other hand, if
you have an alternative and an accurate and realistic conception,
that this is not a nation-state, that more properly it is an empire-
state of many different nations, all of which pretty much having
come under Moscow's conquest, at one time or another, then there is
every around for interference. On this particular point, Mr. Chair-
man, I-would like as an elaboration of it also to have as part of my
testimony the New York Times' exposure of this in the Shabad
article on the latest Solzhenitsyn letter to the Krer,liu. 2 The point
here, Mr. Chairman, is that the major theses of Solzhenitsvn are
actually the same theses that my committee and numerous others that'
specialize in and analyze the U:S.S.R. have made right long. This is
an empire made of many nations and it exposes, if you will, some of
the myths that were even presented before this committee by several
of our ofttleials not too long ago.

Another point, if I may make it, concerns an important issue
brought up many years agio, before Mr. Fulbright's Foreign Rela-
tions Committee. Actually it was in February of 1965 that there was
talk of the poltrade policy. In essence the concept calls for trade in

1 I: 72.
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return for political-social concessions. Senator Dirksen himself, a
year or two later, advanced it, as did numerous others.

The point in my testimony is this, Mr. Chairman. Namely, that we
talk in terms of linkages, both political and economic, but as I see it,
it has been misdirected. In other words, the poltrade concept has
been applied more on our side of the line, namely, in the free world,
in Vietnam and now in the Middle East and Lord knows where next,
rather than in the area where it was first advanced for application,
namely, the Soviet Union itself.

On this score, if I may as part of my testimony, too, show the
origin of poltrade and the employment of the poltrade policy in our
society, I would like very much to have this letter from the American
Federation for Soviet Jews -be inserted as part of my remarks. Its
meaning is that they adopted this poltrade concept, and applied it, if
you will, in the right area with regard to the implementation of
soviet Jewish emigration.

SM'iator lori. So ordered.3

Dr. DOBRIANsKY. The problem has been over this year to show that
this is just a relatively minor aspect. I am glad to say that legislators
on the other side, such as Congressman Vanik and others, saw theneed for the e xpanson of this area of application of the poltrade
concept not only to Jews but to numerous others, which leads me to
the final point and a very concrete one. Aside from the other aspects
that I bring up in the course of this testimony in connection with the
matter of beefing up the Soviet economy and indirectly actually
supporting the priorities that they have maintained right along,
would like to conclude my summary of this particular testimony by
pointing out what I consider the proportionate poltrade concessions.
What I am saying is that the free and unlimited emigration of
Soviet'Jews is hardly enough for the billions of credits and invest-
ments proposed in this development of U.S.S.R.-U.S. trade. In this
connection let me state that as a signatory of the Universal Declara-
tion of Human Rights, the Genocide Convention and other treaties,
Moscow should be caused to observe its obligations under these trea-
ties through the pbltrade process. At this point and under these
treaties, Moscow itself is discriminatory and thus justifies discrimina-
tory treatment in the form of a denied MFN status and checked
-credits. The poltrade concessions we should seek for its qualifying
for the status and credits are initially the following:

(a) Open and free emigration not only for Soviet Jews but all the
C different nationals in thM1.S.S.R., as Khrushchev himself suggested

in "Khrushchev Remembers."
(b) The reunion of families and the elimination of extortionate

Soviet duty taxes on relief packages sent by Americans to the
U.S.S.R.

(c) In the spirit of religious freedom, the resurrection of the major
Ukranian Orthodox and Catholic churches, which were genocided by
Stalin.

a" p. 1770.
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On this particular point, a measure directed at Ukraine, which is
the largest non-Russian republic or nation not only in the Soviet
Union, but in Eastern Europe, I think it would be a very critical
and constructive gesture on our part.

(d) As advanced by many prominent American scholars, the be.
ginning of direct diplomatic relations with the national republics
since possible investments would be in their areas, two of the repub-
lics-tUkraine and Byelorussia-are in the U.N., and the U.S.S.R.
constitution provides for this.

(e) Surcease of psychiatric and labor camp incarceration of dissi-
dents.

I think this is, at least in the initial stage, a worthwhile propor-
tionate package deal for what has been contemplated in the way of
offering credits and investments to the U.S.S.R. It is no bargain
simply to restrict it to the relatively minor-and though I say
relatively minor yet it is essentially important-matter of free em-
gration of Soviet Jews. Proportionately, that is no bargain.

So, in conclusion, let me Just state this without elaborating on the
so-called detente policy that has been expressed here. It is not because
of detente that Jews have been permitted to emigrate; rather, Jewish
agitation in the free world and Moscow's technological hunger ap-
count for it. It is also not because of detente that Solzhenitsyn is in
Switzerland, but, again, because of this hunger and the Russian's
towering stature.

Thank you, sir.
Senator RoTir. Well, thank you.
I have one question. As I understand your testimony, you are in

favor of linkage but when you speak of linkage, you are talking
primarily about human rights, rather than security. Other witnesses
have suggested that we should not make trade concessions unless we
are able to get security concessions. Do you have any comment on
that

Dr. DOBRIANSKY. Well, I don't know what the nature of those
security concessions would be.

Senator ROTe. Well for example that we condition MFN on some
kind of agreement in the SALT talks.

Dr. DOBRaINSKY. Well, yes, I would go along with that in a way.
That would be a further expression of this poltrade policy. Yet I
think one still has to bear in mind the origin of this poltrade policy,
which was advocated before the Administration came in power, and
the need for concentrating this on the Soviet Union itself.

In addition, I think if we can get any exchanges, they would be of
temporary worth, let us say, in the area of SALT Two.

Senator Ro'rH. Senator PackwoodI
Senator PACKWOOD. I have no questions, Mr. Chairman.
Senator Ram. I would just make one comment. I do appreciate

your being here and I might say that I know that we hadeard a
number of times from you in the past and I have been happy to
include remarks on Ukrainians and others.

Dr. DoBRiANSKY. That is correct.
Senator Rom. Thank you.
Dr. DoBwANSKY. Thank you, sir.
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[The prepared statement of Dr. Dobriansky and material referred
to previously follow. Hearing continues on p. 1786.]

PREPARED STATEMENT OF DE. LEV E. DoBRIANSKY, PROFESSOR OF EcoNomics,
GEORGETOWN UNzvEsrry, PRESIDENT, UKRAINIAN CoNGRESS COMMIT=EE OF
AMERICA, CHAIRMAN, NATIONAL CAPTIVE NATIONS CoMM3ITTEE

SUMMARY

1. Denial of MFN status and credits to the USSR at this time.
2. Trade does not foster peace, but the very reverse. Trade with similar

totalitarian powers, such as Imperial Japan, Nazi Germany, and Fascist Italy
furthered their designs and led to World War II.

8. Indiscriminate trade with the USSR would beef up Its total, totalitarian
power, bolstering its economy technologically, helping to overcome its deep,
economic difficulties, and facilitating its expansive military growth.

4. Need for a conceptual breakthrough on the official front as to the nature
of the USSR and the scotching of perpetual myths about Soviet nation, Soviet
people, noninterference in an Empire-state, and economic interdependence.

6. Need for a redirection of the poltrade concept from deals with Moscow to
arrive at compromised situations on the World side of the globe for those
involving nations, peoples, situations, and factors in the USSR,

6. Establishment of proportionate poltrade concessions, Involving free emigra-
tion for all the different nationals in the USSR, reunion of families, elimina.
tion of extortionate Soviet duty taxes, the resurrection of Ukrainian Orthodox
and Catholic Churches, direct diplomatic relations with the national republics,
and surcease of psychiatric and prison incarceration of dissidents.

STATEMENT

Mr. Chairman and Members, I gratefully appreciate this opportunity to
advance fundamental views and facts basing our complete opposition to the
extension at this time of the most-favored-nation status and credits, both public
and private, to the Soviet Union. As longtime advocates of a realistic poltrade
policy toward the Soviet Union and other totalitarian communist states, we
urge also that ho short-sighted compromises be made with regard to the
necessary concatenation of human rights and political obligations with the
trade medium. In fact, considering the incalculable values of this medium, I
shall endeavor here to Justify a realistically extended linkage so that we
wouldn't be fleeced as, In miniature, we were on the celebrated wheat deal.

Within the allotted -time and having dealt with this issue several times In
Congress,' I should like to essentialize and Itemize specifically the salient
points supporting our position and also, in particular, to address this testimony
to some of the myths that have already been officially expressed before this
committee. As my testimony before the Mills Committee last year stressed,
while we're considering more liberalized trade with the Soviet Union almost
two decades after the first push in the post-World War II period, substantially
nothing really has changed in the broad politico-economic context except our
Increasing comparative disadvantage in this context and, apart from the
superficialities of PR diplomacy, no concrete evidence provided by Government
or private sources has been offered to disprove this emperical generalization.
Here, let me emphasize, too, that trade with the USSR or any communist-
dominated state cannot be evaluated in a vacuum of political and social
considerations. The typical American business man may have his P&L blinders
on, but thiq crucial issue has full life-and-death meaning in the total politico-
ecouomic contest 6f global strife today.

(1) Trade and pwe d
First, as concerns tiresome tradecepeace utterances regarding totalitarian

powers, the lessons of history alone explode such rhetoric. The climate of peace
fosters trade, notthe other way around. Just as in the cases of person, If a

18 ra Apmoteo Bteon., Hearlnas. .1L 1., Prt 2, 1983, 0833-2858
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nation cannot profit from the lessons of its past experiences, it foolishly
exposes itself to disaster, particularly one that is an open society, highly
resourceful, and still respected worldwide for its standards of freedom and
human rights. One incontestable lesson is that our trade with totalitarian
powers, such as Imperial Japan, Nazi Germany, and Fascist Italy, did not
serve the interests of world peace but rather contributed by the real aid given
to the furtherance of their aggressive designs which led to World War II. If
acute caution is not exercised today, this lesson can well apply to the
militaristic USSR whose bid for global supremacy remains undiminished. Mr.
Chairman, for documentation on this point, I respectfully request that the
short chapter on "The Russian Trade Trap" in my recent book be printed as
part of my testimony.2

(2) Beefing up totalitarian Conmunist power
A second historical lesson applies notably today to the USSR, I.e., the prime

politico-economic utility of trade for the entrenchment of the regime, the
suppression of Internal pressures, and assisted implementation of its ultimate
political goals. This applies to Brezhnev's policy as it did to Khrushchev's and
Stalin's, with trade as a sieve to technologically bolster the USSR economy,
overcome its planned deficiencies, and indirectly facilitate Its top priorities of
expansive military strength, a deepened dependence of the other COMECON
economies, and the progressive flexing of political muscle In targeted areas of
the Free World.3 Over 90% of Soviet technology is ascribable to Western
sources; as Stalin, Khrushchev and others have attested, we helped to lay the
foundations of this totalitarian, imperialist economy; now Moscow seeks Amer.
ican technology in particular to beef up its composite totalitarian power while
it pursues a course of tyrannical consolidation within its empire and one of
global influence without.
(8) Illusions of Soviet nation, nonintecrfernce and interdepedence

Of late, certain Illusions have crept into this discussion of U.S.-USSR trade,
such that cause one to seriously question the proponents' framework of
understanding the USSR. Trade or any other matter cannot be accurately
assessed within a defective, conceptual framework. Some of these illusions on
the part of our leaders contributed heavily to the very formation of the USSR,
to its economic growth, and to its dominance in Eastern Europe and Asia
following World War, and the price we have been paying for all this is
incalculable. The illusions of a Soviet "nation", a Soviet "people", and a Soviet
"domestic structure" play havoc with existential facts and cannot but produce
misleading policy proposals.' Given the different nations in the USSR, the
various national republics, and the essentially international environment in the
USSR, the prevalence of such illusions at this late stage really demands an
official conceptual breakthrough regarding the very imperial nature of the
USSR. The structure Is far from being "domestic", and the concession made in
the Moscow Declaration of '72, equating the USSR and U.S.A., was both
contrary to objective reality and needless in fact. To underscore these points,
Mr. Chairman, I request that the recent New York Times exposure of the
latest Solahenitsyn letter to the Kremlin be printed as part of my testimony.

Logically, a nation-state concept and existence support non-interference in Its
truly domestic affairs; an empire-state concept, which is accurately conforma-
ble to the USSR, does not. With a long tradition in imperialist practice,
Moscow has always insisted on non-interference in Its imperial domain, and as
a conceptual obverse to the Brezhnev Doctrine, It Is applied also to the
satellites in Central Europe. If Moscow's domain were extended to the Atlantle,
the same cry of non-interference would be encountered. Moreover, the current
illusion about a growing economic interdependence with the USSR indicate a
miscomprehenson of both the nature of the USSR economy and this empire
texture of the state as a whole. The dominant economic trends in the USSR,
with unremitting emphasis on heavy goods production and the military, the

S"The Russian Trade Trap," oh. , .A. ad The 8oviet My'th. The Devin-Adair Co.,197 2 06-239.
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repressive consolidating process engineered by Moscow among the numerous
non-Russian nations in this Imperial complex, and the unrelenting push for
some forms of "Integration" of the satellite economies with that of the USSR
point to a relative self-sufficiency that leaves little room for any meaningful
interdependence with the West To obtain grains when needed, to acquire the
best of technology free of R&D costs, and for some period have all this paid
with loans guaranteed by taxpayers of adversary states is a neat formula for
the operation of the trade sieve, especially when strategicity, as reflected in
the Kama River truck works, becomes increasingly blurred.
(4) A needed redirection of the poitrade concept

Perfectly consistent with this necessary overall view Is the poltrade concept
which I advocated several years ago jn hearings before the Senate Foreign
Relations Committee* and which Senator Dlrksen later advanced. Briefly, the
concept calls for trade In return for politico-social concessions. It must be
emphasized that this linkage concept always pointed to peoples, situations and
factors In the communist-dominated states. As this copy of a letter released by
the American Federation for Soviet Jews shows--and which I request to have
appended as part of this testimony-the concept was first applied to the Soviet
Jews and their emigration.$ On this point of emigration, my testimony last
year In the House stressed the need to expand this to all the different
nationals In this imperium in imperlo.

But there Is now the greater need to redirect the poltrade concept from the
course it apparently has taken in the conduct of our foreign policy. Instead of
the concept heing applied to the peoples, situations and factors in the USSR, it
appears to be increasingly employed to cover our weaknesses outside the
Communist orbit; it short, our economic promises and pay-offs to Moscow and
Peking for their twisting the arms of clients and proxies in Vietnam, Syria and
elsewhere for temporary compromises and partial surcease of ideological as-
saults. This was never the intended objective of the concept, and the best way
to correct its present misuse Is to redirect it to its original objective. The
empire-state of USSR-Its many nations and peoples--s the chief object of
poltrade.

When one reduces all this to basic perspectives and analysis, the question of
how much Moscow, our chief enemy, will gain in technological and economic
returns to strengthen both its empire reins and bid for global supremacy
becomes a very fundamental one. The present course of exchanging economic
benefits for momentary relief, comprimises and abeyances in Free World areas
is a definitely self-defeating one. The additional question is how tall a price
will we be caused to pay as Moscow bolsters its sagging economy at little cost

.N to Its continued military build-up, now the largest in the world, and all sorts of
intrigues, entanglements, and systemic warfare in the Free World? This real
politico-economic price can be measured by having Its economy shored up,
indirectly facilitating Its current consolidation process within, inadvertently
discouraging opposition forces of freedom within its empire, and providing for
much greater access for its operatives and agents in our environment than we
could possibly have in its totalitarlanized arena.
(5) Proportionate poltrade coneevitons

The external policy of any nation-state or of an Empire-state Is reflective of
Its Internal policies, institutions, and traditions. Changes In the latter will
show 'in the former. The institutional nexus between the USSR's external and
Internal policies is almost Iron-clad. For the real economic aid Moscow hungers,
especially our advanced technology, we as a nation, and in terms of or
traditions of freedom and humanism, should strive to exact proportionate
poltrade concessions In the internal policies of what is essentially a state of
many different nations. In the current phase, the free and unlimited emigration
of Soviet Jews is hardly enough for the billions of credits and investments
planned.

As a signatory of the Universal Declaration of Human Rights, the Genocide
Convention and other treaties, Moseow should be caused to observe its obliga-
tions under these treaties through the poltrade process. At thin point and under
these treaties, Moscow itself i discriminatory and thus Justifies discriminatory

oaat-Wet Trade, Iearing. Part TT, 196. pp. 94-104.
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treatment in the form of a denied MFN status and checked credits. The
poltrade concessions we should seek for its qualifying for the status and
credits are:

(a) open and free emigration not only for Soviet Jews but all the different
nationals in the USSR, as Khrushchev himself suggested ';

(b) the reunion of families and the elimination of extortionate Soviet duty
taxes on relief packages sent by Americans to the USSR;

(c) in the spirit of religious freedom, the resurrection of the major Ukranian
Orthodox and Catholic Churches, which were genocided by Stalin;

(d) as advanced by many prominent American scholars, the beginning of
direct diplomatic relations with the national republics since possible invest-
ments would be in their areas, two of the republics (Ukraine and Byelorussia)
are In the U.N., and the USSR Constitution provides for this; and

(e) surcease of psychiatric and labor camp Incarceration of dissidents.
In conclusion, among many other things, detente may be "a process of

managing relations with a potentially hostile country in order to preserve
peace", but the process has also to be founded on an appreciative understand-
ing of that Empire-state, its tyrannical Institutions, and moves toward global
supremacy. Fall-back arguments on nuclear war, in themselves reflective of
rational desperation, cannot obscure the Instrumentalism of trade in the
broader polltico-economic framework that involves fundamental Issues of na-
tional security, human rights, and the freedom of nations. It is also not
because of detente that Solzhenitsyn Is in Switzerland, but again because of
this hunger and the Russian's towering stature.

[From the New York Times, March 8, 19741

SOLZIIENITSYN AsKs KREMImN To ABANDON CoMMuNxIsM AND SPLIT UP SOVIET
UNIoN

(By Theodore Shabad)

Aleksandr I. Solzheniteyn, the Russian dissident writer, addressed a long
letter to the Soviet leaders last fall, asking them to abandon Communism as an
alien, unworkable political philosophy, dismantle the Soviet Union and focus on
developing Russia proper as a separate state.

The author's 15,000-word proposal of national priorities also urges a halt In
the headlong rush Into an urbanized, Industrial society and a return to the
traditional Russian rural way of life, including more settlement of the vast
empty reaches of northern Russia and Siberia.

LETrTER DATED SEPT. 5
Mr. Solzhenitsyn regards such a radical change in course over the next 10 to

30 years as the only way of instilling a new Idealism in cynical youths and of
averting what he views as two impending disasters: war with China and the
collapse of Russian civilization, together with that of the West, in a polluted
environment.

The sweeping proposals, reflecting the writer's devotion to Russian national-
istic values and his distaste for the big noisy cities and other attributes of the
modern age, are dated last Sept. 5.

After several months had passed without a reply "or even the hint of one"
from the authorities, the author states in a foreward, he decided to make his
statement public. A copy of his letter to the Soviet leadership has been
obtained by The New York Times.

CHANGES WiME MADZ

But Mr. Solzhenitsyn, after his expulsion from the Soviet Union on Feb. 18,
decided to make a number of changes in the original letter for publication in
the West. The nature of the revisions could not be immediately ascertained.
The modified text is being published in English today by The Sunday Times ot
London. It is also being printed in Russian by YMCA-Press, a Paris publishing
house. I I

*$K1.1r*eshev Remembere, 1970, pp. 022-525.
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There was no explanation of why the author, who Is now in Zurich,
Switzerland, found it necessary to change the wording of a message that was
already in the hands of the Soviet Government. This article is based on the
original version, as translated by The New York Times.

Mr. Solzhenitsyn's ambitious proposals for remaking Russia as a nation after
more than half a century of Communist rule recalled another statement of
similar sweep, issued in 19138 by Andrei D. Sakbarov, the physicist and
dissident leader, in the book "Progress, Coexistence and Intellectual Freedom."

But while Mr. Sakharov saw the salvation of the world from nuclear war,
pollution, overpopulation and starvation in a "convergence" between the Soviet
Union and the Webt, particularly the United States, Mr. Solzhenitsyn would
have Russia turn away from the West and look inward for a solution of her
problems.

The novelist says that "some of the practical proposals In this letter may
cause surprise" and that "they are being put forward with little hope-but not
with none."

He sees reason for hope, ffir example, in the "Khruschev miracle" of 1955-56
when after the death of Stalin, millions of innocent prisoners-Mr. Solzhenit-
syn has put the figure as high as 12 million-were released from the vast
network of labor camps described in "The Gulag Archipelago, 1918-1958," tke
author's latest book.

CITES DE-STALINIZATION

Alluding to Nikita S. Khruschev's de-Stalinization program as giving rise to
"the ragged beginnings of a humane code of law," Mr. Solzhenitsyn writes:

"This culmination of Khrushchev's activity goes far beyond the political
steps he was obliged to take. In its essence, it was hostile to Communist
ideology and incompatible with it (which is why it was so hurriedly rejected
and systematically abandoned). His reforms were undoubtedly governed by
genuine emotion, by penitence and open-heartedness.

"If mercy can once gleam where it seemed ruled out forever, it may yet be
repeated. To rule out such a possibility would mean totally shutting the door
on any hope for a peaceful evolution of our country."

Mr. Solzhenitsyn addresses the leaders of the Soviet Union as Russians,
"which almost all of you are by birth," affirming his sense of Russian
nationalism In the face of the many other ethnic groups that Inhabit the Soviet
Union.

THE UNPARALLELED SUFFERINGS

"I wish all peoples well," he declares, "and the nearer they are and the more
they depend on us, the more so. But what I am chiefly concerned with is the
fate of precisely the Russian people, not only because, as the proverb has It,
home is where the heart is, but even more deeply because of the unparalleled
sufferings Russians have undergone."

The 55-year-old writer declares that he felt entitled to advance his Ideas "to
the extent that my name has assumed a certain weight in our country and
abroad." He says that the letter might never have been written if one or more
of the Soviet leaders "out of pure curiosity" had taken a few hours for a
private chat to find out what made the author so opposed to the Communist
regime and its policies.

Describing Marxism as a "dark un-Russian whirlwind that descended on us
from the West," Mr. Solzhenitsyn says that the Marxist economic and political
syste mhas become a millstone around the Soviet leaders' necks.

"It has given you collectivization," he declares, in an allusion to the Soviet
Union's farm problems, "the nationalization of small workshops and services
(which has made life intolerable for the ordinary citizen, though It has had no
impact on you) ; the necessity, for the sake of the grand international design,
of pushing military development so far as to undermine the country's domestic
existence, with the result that no time has been found in 55 years to develop
Siberia; it has held up Industrial development and technological renewal."

STALIN'S APPEAL IN WAS

Mr. Solzhenitsyn says his suggestion that the leaders of the Soviet Union
abandon their ideology had a precedent In World War II, when Stalin appealed
to the national patriotism and even religious feelings of Russians in the
struggle against Hitler.
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"Although the war appeared to be against an ideology diametrically opposed
to Soviet Ideology," Mr. Solshenitsyn writes, "Stalin lost faith at the outset in
its putrescent and corrupt assistance. Wisely he cast it aside, forgot it almost,
and unfurled instead the ancient standard of Russia, even at times the
Orthodox oriflamme. And he won !"

A major theme in the writer's "Russia First" program is the need for the
settlement and development of what he calls the "Northeast," the vast forested
and sparsely inhabited reaches of northern Russia and Siberia.

This region, situated to the northeast of the Russian heartland, has a
territory of four million square miles and a population of only four million
people in scattered coastal towns and inland mining settlements and along
major river valleys.

HAVE DONE VERY LITTIZ

Although the author concedes that there has been some development there
under Soviet rule--the population of the "Northeast" was half a million at the
time of the 1917 Revolution--he contends that "by the standards of the age, we
have done very little."

He voices dismay that the Soviet leadership is now eager to enlist Western
capital in the development of Siberian resources.

"What an irony !" Mr. Solzhenitsyn writes. "For half a century, since 1920,
we have proudly (and properly) refused to let foreigners exploit our natural
wealth, and this could have been put down to our own great national ambi-
tions.

"But we delayed more and more, lost more and more time, and now that the
depletion of world energy reserves has become evident, we, the great industrial
superpower, are behaving like the most backward country by inviting foreign-
ers to dig our earth and offering them in exchange our priceless treasure-
Siberian natural gas."

rOOUS OF DEVELOPMENT

Describing Siberia as the focus of future Russian development, despite the
region's harsh climate and hostile environment. Mr. Solzhenitsyn says:"We have only one solution, and the sooner the more effective it will be-to
shift the center of the Government's attention and the center of national effort

-(and with it, the center of settlement and the focus of search for the young)
from distant continents and even from Europe, and even from the south of our
country into its Northeast."

In a footnote added for the published version of his program, Mr. Solzhenit-
syn makes it clear that his proposal would mean abandonment of Soviet influence
over other countries and even the ultimate dissolution of the Soviet Union as an
amalgam of national regions.

"Of course," he writes, "such a shift must mean sooner or later lifting our
trusteeship from Eastern Europe, the Baltic republics, Transcaucasia, Central
Asia and possibly even from parts of the present Ukraine. Nor can there be
any question of our forcibly keeping any peripheral nation within the borders
of our country."

FUTURE RUSSIAN STATE

Although Mr. Solzhenitsyn does not amplify on his plan for the dissolution of
the Soviet Union, he apparently envisages a future Russian national state as
consisting of the present Russian Republic and some adjacent territory with a
predominantly Russian population.

In addition to abandoning Soviet sway over the countries of Eastern Europe,
the Kremlin would also be expected by the author to drop its control over the
Soviet Union's 14 non-Russian republics.

They are Estonia, Latvia and Lithuania in the Baltic; Armenia, Azerbaijan
and Georgia in Transcaucasia; Kazakhstan, Kirghiaia, Tadzhikistan, Turk.
menia and Uzbekistan in Central Asik; the Ukraine, and two smaller republics
not mentioned by Mr. Solzhenitsyn-Byelorussia and Moldavia.

The Soviet leadership over the years has had to contend with persistent
nationalist sentiments among the major non-Russian republics within the
Soviet Union, and some ethnic emigre groups in the West have been calling for
ultimate independence of the areas from Russia.
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HALF OF SOVIET POPULATION

The Russian Republic, which stretches from Smolensk In the west to the
Pacific In the east, accounts for about three-fourths of the Soviet Union's area
and a little more than half Its population.

The abandonment of a Communist Ideology, retrenchment of Russians within
their boundaries and development of the empty spaces of the "Northeast" are
also presented by Mr. Solshenitsyn as steps that may help avert a war with a
numerically superior China.

Describing such a conflict as primarily based on Ideology, Mr. Solzhenitsan
contends thaL It may be fought over whether "the gospel truth is on Page 538
of Lenin's works or on Page 835 as our opponent contends."

By renouncing Marxist Ideology and leaving it to the Chinese, In the author's
view, the Soviet leadership will eliminate one possible cause of such a war.

TO AVERT OHINESE PRESSURE

Russian settlement of Siberia would avert the "dynamic pressure of a billion
Chinese against our thus far undeveloped Siberian lands, not just the strip that
Is being disputed under the old treaties, but all of Siberia," Mr. Solshenitayn
writes.
.nHe Is alluding to border talks that began after armed clashes between Soviet

and Chinese troops in the late nineteen-sixties. Peking has charged that the
Czars acquired Chinese territory under unequal treaties In the 19th century
and has called for Soviet renunciation of the treaties and minor territorial
adjustments.

The author predicts that a war with China would be conventional, not
nuclear, would be "the longest and bloodiest In the history of mankind" and
would cost the Russians at least 60 million lives.

Such a war, in Mr. Solhenitsyn's view, would follow in general the scenario
of Andrel A. Amalrik's "Will the Soviet Union Survive Until 1984?" which
predicted Russia's defeat in conflictt With China.

QUESTIONS INDUSTRIAL PROGRESS

Mr. Solzhenitsyn adds that Mr. Amalrik, who was exiled to Siberia after
publication of his book abroad, should instead have been made an expert
adviser to the Kremlin.
. In questioning the Soviet and Western premise of continual Industrial
progress, Mr. Solzhenitsyn refers the Kremlin leaders to Western studies that
warn of global disaster unless economic growth Is curbed. He quotes partlcu-
larly from "The Limits of Growth," a 1972 report by a group at the Massachu-
sett8 Institute of Technology, which urged deliberate constraints on growth.

Mr. Solzhenitsyn emerges from his letter as a man who considers modern
cities to be "cancerous tumors," who would outlaw the internal-combustion
engine in favor of electricity and go back to the horse and buggy, if necessary.

Reverting to his cherished "Northeast" project In this context, he tells the
Soviet leaders:

"The construction of more than half a country afresh in a new place would
enable us to avoid a repetition of the. terrible mistakes of the 20th century,
mistakes Involving industry, highways, cities.

PURE AIR AND WATER

"If we wish to transcend the limited economic goals of today and present our
children with a-land of pure air and water, we must start now by curtailing
the poisonous Internal-combustion engine In favor of the electric motor, even
the horse In some places.

"The urban life of our day, to which more than half our population Is now
condemned, is completely unnatural, as all of you agree, since every evening
you flee the city to your country places.

"And all of you are old enough to remember the old cities, before the advent
of the automobile-cities intended for people, horses and dogs, and street cars,
too: human cities, welcoming and comfortable, the air ever pure. Cities that
were snow-covered in winter, while in spring the sweet scent of gardens wafted
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over the fences into the streets. Almost every house had its garden, and only a
few exceeded two storiesthe perfect height for a human dwelling."

If Marxism goes, what political system ,does Mr. Solzhenitsn envisage for
Russia- Certainly not Western democracy, which he says is "experiencing a
great decline, perhaps its last decline."

DEMOCRACY CrITo0Z

Contending that democracy is devoid of ethical foundation, Mr. Solzhenitsyn
describes it as -little more than a framework in which "parties and social
classes engage in a conflict of interests, Just interests, nothing higher."

For his Russian national state, the novelist looks to a vaguely defined
authoritarian but benevolent system based on the love of man.

"Russia is authoritarian," he declares. "Let it remain so, and let us no longer
try to change that. But the authoritarian system must be based on genuine
concern and love on the part of the rulers, not only for themselves and those
around them, but also for all their people and all neighboring peoples, too."

Lest the Soviet leaders felt that he was seeking to oust them from power,
Mr. Solzhenitsyn says that they may stay on as officials of a post-Marxist
government if they renounce the all-pervasive Communist party system that
now rules and parallels the governmental administration in the Soviet Union at
all levels.

Elsewhere, however, the novelist suggests that he would even allow the
continued existence of a strong political party provided it tolerated greater
intellectual freedom.

"What have you to fear?" he writes. "Is it really such a frightening
prospect? Are you really so unsure of yourselves? All your invincible power
would remain intact, a single, strong closed party, an army, police, Industry,
transportation, communications, mineral resources, a monopoly over foreign
trade, the artificial parity of the ruble--but let the people breathe, think,
develop!

"Allow freedom in the arts, In literature, the freedom to publish, not political
books--God Forbid !-not appeals or election leaflets, but philosophical, ethical,
economic and sociological works.

"All this will yield a rich harvest, it will bear fruit--for Russia, and for you,
too, and you will be serving the interests of Russia.

"Such a free growth of thought will soon save you the trouble of belatedly
translating every new idea from Western languages, as has happened through-
out this half-century, as you well know."

AMERICAN FEDRATION FOR SOVIT JAWs, IN0.,
New York, N.Y., Juno 14, 1972.

Mr. J. K. JAMIESON,
Standard Oil C7o. of New Jersey,
Rockefeller Plaza,
New York, N.Y.

D&uu MR. JAMIESON: We are an organization of academics, professionals and
business executives dedicated to aiding the Jews of the U.S.S.R. In the
fulfillment of their desire for repatriation to Israel. Your corporation is one of
the 61 firms In the U.S. capable of makinq-a material contribution to the
realization of this humanitarian goal. Thus, the occasion for this letter.

High on the-list of priorities discussed by President Nixon during hi, recent
visit to Moscow was the question of expanded trade between the U.S. and the
Soviet Union. Let me say at the outset that we are n6t opposed to such a
development. On the contrary, we believe it can contribute materially to a
lessening of global tensions and the improvement of the economic and social lot
of both the American and Soviet peoples.

Trade negotiations, however, particularly between super-powers, cannot be
pursued in a moral vacuum. I believe it was Dr. Lav HL Dobriansky of
Georgetown University who delivered the most succinct statement of the
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problem in testimony before a Congressional committee examining bl-latearl
trade in February 19I. He labeled U.S.-Soviet trade an "economic weapon for
freedom" and noted further: "we should have no hesitation or fear to utllze
trade as a weapon for freedom. This policy of proportioning trade bids to
political concession bids represents a middle way between complete embargo
and slipshod liberalization. Any relaxation of present licensing and credit
restrictions on trade with Communist countries should require reciprocal
political concessions by the Soviet Union."

Mr. Jamieson, six million American Jews seek no political concessions from
the U.S.S.R.-only a humanitarian one: that it permit the free and unfettered
repatriation to Israel of those among the Soviet Union's 3.5 million Jews who
wish to leave. This Is a basic human right In accordance with the Soviet
Union's own oft-stated views, the Universal Declaration of Human Rights, (to
which the U.S.S.R. is a signatory), and the decent thinking of all civilized men.

In the past 18 months, the Soviet government has shown hesitant signs of
relaxing its rigid anti-repatriation stance in respect to Soviet Jews. Under
pressure of increasingly unfavorable world publicity and the iron determina-
tion of young Russian Jews to risk arrest and even death for the "right to live
as Jews in a Jewish State", the U.S.S.R. permitted 13,500 Jews to repatriate to
Israel In 1971. It may permit an equal number to leave In 1972. But this Is too
little and too slow. Encouraged by Premier Kosygin's own assurances that
"there are no restrictions on emigration", that "the doors are open for all who
wish to renite with their families", more than 80,000 Jewish families have
applied to the Soviet Ministry of the Interior for exit visas. Tens of thousands
more are ready to follow. They have no Ideological quarrel with the U.S.S.R.
They simply want to go home, to Israel, and in their time. Six million
American Jews are determined to help them-no matter what measures this
may require.

One of these measures, indeed the key lever in prying open the gates to
Israel for 80,000 Soviet Jewish families is trade, and this Is where you and
your company can play an unprecedented role. You, along with 60 of your
corporate colleagues, are In the unique position of dealing directly with the
U.S.S.R. on a quid pro quo basis. You have something the Soviets desperately
need: U.S. goods, U.S. services and U.S. technological know-how. We ask quite
simply that as part of the "quo" to this "quid" you put the question of Jewish
repatriation on the bargaining table with the Soviets. You have as your most
telling argument the fact that U.S.-Soviet trade can only function In an
atmosphere of acoulescence on the part off the American people and that six
million American Jews will not permit such an atmosphere to prevail so long
as their brethren are forcibly detained in the U.S.S.R.

We believe such an argument will have a demonstrable effect on the Soviet
leadership. The question of Soviet Jewry can only be of peripheral importance
.to a superpower with a population of 250,000,000. We believe the U.S.S.R.
values trade with the U.S. far above a handful of Jews.

As for your company, Its reputation among our people can only be enhanced
by this humanitarian gesture. blany of our members and friends are stockhold-
irs who have a vested interest in seeing to it that this reputation grows in
public esteem, free of any controversy that would demean the value of their
investment, particularly one that might involve six million American Jews

The moral imperative here is incontrovertible. The 8tath of Israel is a
homeland for every Jew who desires to live there. It is the court of last resort
for those who are denied the right to live as Jews in the land of their birth.
The re-awakening of Soviet -Jewry to a cultural Identity denied them for 25
years and their intense yearning to fulfill their destiny within the confines of a
Jewish State cannot be considered a crime. There is no reason why the Soviet
Government should not let them go.

We are confident that this humanitarian appeal will find a receptive ear
among the officers and directors of your company. We look forward to hearing
from you at your earliest convenience.

Sincerely, MoRis BR"MAN,

Preehient.

80-229--74-pt. 5-
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(From the book, "U.S.A. and the Soviet Myth," by Ler E. Dobriansky I

Tim RUSSIAN TRADE TRAP

"The grizzly bear is huge and wild: Ile has devoured the infant child. The
infant child Is not aware it has been eaten by the bear."

(By A. E. Housman)

li a way, we, the U.S., are like the infant child. On the scale of psycho-
political warfare, "peaceful co-engagement," "competitive coexistence" or what.
ever you wish to call it, in comparison with the Russian totalitarians we are
grossly inferior in the critical areas of diplomatic maneuver, propaganda,
Ideological vision, totalistic thinking, long-run planning, espionage, political
initiative, and sheer national will. Weare like the infant child, being devoured
piece by piece In world leadership and not being aware of it. When you view it
in quiet perspective, our record for the past fifty years is scarcely a laudable
one: military victory In two World Wars and yet a lost peace after each; a
clear-cut opportunity In both wars to end the menace of traditional Russian
Imperialism and in each a lost one; complete military supremacy after World
War II, only to be politically squandered in relatively few years; a disease-like
erosion of national will begun in Korea and perpetuated in Cuba and Vietnam;
and a persistently unrealistic policy toward the USSR, based on fear, Igno-
rance, and degrees of romanticism. As mentioned before, our strength has
always resided in military power backed up by our economy, but this is only
one formidable factor in the type of struggle we're engaged In, and at that a
hamstrung one in environments such as Vietnam, Korea, Cuba, the Middle East
and elsewhere.

The late Senator Everett M. Dirksen, the eloquent and venerable statesman
from Illinois, has highlighted in a nationwide magazine the above discrepancy
between Red political warfare in the area of trade and our typical commercial
attitude seeking gain and "normalization" with regimes whose trademark is
continual abnormalizing for the enemy, which means U.S.' "It's time," he
wrote, "we demanded political concessions from the communist-bloc nations in
return for our economic favors to them." Ascribing this position to me. the
Senator was In effect adopting a suggested poltrade policy, which in essence is
a politicalization of an economic Instrument. The Russians and their Red
offspring make great use of it; why shouldn't we, at long last. In other words,
in this area it Is time for us to grow up if we're not to be devoured eventually.

The subject of East-West trade is an involved and In parts a technically
intricate one. It embraces a whole gamut of topical aspects, ranging from
resource allocation in the USSR to West European and Japanese exploitation
of the East European market.2 The major and most important ones will be
mentioned here and evaluated in terms of our working interpretation of the
USSR and the Red Empire. In the compass of this chapter the reader should
be able to discern the real essentials underlying this issue. Even the Russian
rape of Czecho-Slovakia hasn't deterred many in this country from pressuring
for more trade with the Red regimes of Eastern Europe.

Although cold war evidence of Russian and Red syndicate aggression against
the Free World accumulates daily, the pressure for the swift bi-uck In East-
West trade remains unremitting.3 Moscow's material support of totalitarian
Hanoi, its triggering of the Israeli-Arab war, and indirectly, through Cuba and
the Communist Party in the U.S., Its political warfare exploitation of the
American civil rights movement, leading to organized insurrection in our cities,
make little impression on those who would beef up the Red economies to
commit even greater and more disastrous cold war aggressions. To repeat, the
Cold War is not at an end: on the contrary, it is more intense and complex
than ever before, and trade is a vital part of it. If they knew what Is being
shipped to the Red Empire as "non-strategic materials" under our Govern-

%'Needed: A Realistic East-West Trade Policy," The Readere Digest, June, 1969, pp.
129-183.

2 For a useful inventory of all the arguments on the subect, see Samuel P. .labaugh and
Bdwir. 3. Feulner. Jr.. fradlg With the Commusft&, Washington. D.C.. 1958.

8 lE.g. "Police Paper on East-West Trade," New York Reglomal Brport Ezpansion
Count4l, New York. 1969.
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ment's irrational policy, the American people would be both horrified And
rebellious.

Developments since World War II in the area of Free World trade relations
with the expanded totalitarian Red Empire can be intelligibly reduced to a few
essential and determining points. These are: (1) a repetition of errors commit-
ted in the prewar trade with the totalitarian Axis powers; (2) an almost total
indifference to our past economic contributions to he Imperium in imperio,
namely the Soviet Union; (3) a grave limitation in general understanding of
Red economic strategy in the Cold War; (4) a consequent lack of appreciation
concerning the discernible outlines and Inroads of Red trade aggression; and
(5) the absence of a rationally appropriate and effective Free World trade
policy to cope with the implicit dangers and threats of Red economic strategy
and aggression. A thorough examination of all outstanding literature on the
NubJect discloses the presence of one of any combination of these basic,
ultimate points.

A NEW GENERATION OF ERRORS

In our thinking on East-West trade'-the one conspicuous oversight is the
lessons taught by our experiences with totalitarian economies prior to World
War II. Except for a few references here and there, it would appear from
current discussion that no such experiential background existed. What in
essence is transpiring is a new generation of errors, characterized by a basic
repetition of self-legitimized mistakes which, with new actors and a different
setting on an old stage of imperialist totalitarianism versus freedom, yield
substantially the same lines and sounds.

"Trade for peace," "trade to change the attitudes of the people," trade to
reduce the power of domination and influence by the totalitarian-state over
another, trade to re-orient a totalitarian economy from heavy capital goods
production to more consumer goods activity and also toward multilateral world
trade as against economic autarchy with bilateral trade sieves, trade because
other democracies are profitably indulging in this with the totalitarian states
and an inability to define precisely the nature of a "strategic Item"-these
dominant rationalizations and aspects marked the period of the '80s as they do
now. They were employed to Justify Free World trade with the totalitarian
Axis powers of Nazi Germany, Imperial Japan, and Fascist Italy as they are
now in relation to the totalitarian economies in the extensive Red Empire.4

Supposedly, there were "good and bad Fascists" then as there are now "good
and bad Communists."

Back in 1965, when I researched a good deal of this, I found to my
amaezment that there hadn't been a single book published on this subject of
trade with the totalitarian economies of the '80s. Many contain a chapter or
:two with regard to one or the other, but none covering all three in an
integrated study. Worse still, for my purposes, the Department of Commerce
had to declassify certain reports and data on our trade with Japan-some 24
and more years later! The footnoted article contains some of this Information.

In the welter of discussion on East-West trade the striking similarities
between the '30s and now deserve incessant re-emphasis. As will be shown
below, the present Cold War context with all Its subtleties, evasiveness, and
calculated maneuvers makes the present situation an even fat-more perilous
one. The awareness shown, for example, by the AFL-CIO Executive Council
should be generalized. Referring to business deals with Communist govern-
ments, the Council has clearly stated, "It is not true that in such deals 'the
only thing that matters Is profit and competitive advantage.' This practice of
doing 'business as usual' with the Nazi and Fascist dictators proved disastrous
before W-.id War II. 'Business as usual' with Communist dictators will
certainly ne no less disastrous'

Snme of the ideas suggested here have received only minor emphasis in
current discussion. For example, a nationally known columnist has observed,
"But it, as in the 1980s, the private greed supersedes the Interests of the people

'See my piece on "Historical Lessons in U.S.-Totalitarian Trade," The Inter0o0legieto
Refew, Philadelphia Pa November-December 1966.

"stAtemment on gast:Wet Trade," APL-O10 Recu mitv Cownefl, Bal Harbour, Fla.,
March 1. 1065.
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as a whole, the world may again see a global conflict. For it was the failure of
the embargo on oil against Musoolini in 1935 and the flagrant indifference of
the nations of Europe to the plea of President Roosevelt in 1937 for a
'quarantine' or economic embargo against Hitler that brought on the very
conditions which made World War II inevitable."6 Quoting a Chicago Tribune
editorial, he observes further, "Although grain is not usually classified as
'strategic material' in the sense of arms and ammunition, it certainly becomes
strategic when our enemies are hungry and can't feed themselves."

That our experience before World War II must be recalled over and over
again with a necessary dimension of thought conveying the new context of
protracted cold warfare is further underscored by much limited thinking in
liberalizing trade with Eastern Europe. For example, a commission established
by President Johnson to report on the subject well demonstrates this with its
unrealistic and narrow conception of what constitutes "strategic trade" in the
contemporary context. It states in its report to the President, "we rule out
from these considerations any kind of strategic trade that could significantly
enhance Soviet military capabilities and weaken our own position of compara-
tive military strength." T Although this represents an improvement over the
difficulties of thought encountered in the thirties, when far more than just
scrap iron was shipped to the Axis powers, to think that strategic trade is
related solely to military capability sufficiently indicates a conceptual insular-
ity concerning the psycho-political content of the Cold War. Red propaganda
employed In programs of subverting governments in the Free World, notably in
Asia, Africa, and Latin America, doesn't place stress on the military powers of
the USSR or even Red China but rather, and almost entirely, on the rapid
economic advances of "the socialist countries."

It is noteworthy, too, that the commission virtually disregards the interre-
lated complexity of modern Industry and agriculture, which Is even more so
now than In the thirties. The shipment of oil facilities, chemical plant struc-
tures. transport means, plastic and synthetic processes, high-grade fertilizers,
various types of machineries for even consumer goods production, and valuable
intangibles of managerial organization and talent cannot but have either direct
or indirect benevclal influence for Red military capabilities In terms of
waging a psycho-polltical cold war, I.e., paramilitary capability, such measure
of aid Is absolutely unquestionable. But this perhaps more important factor
escapes the understanding of not only the President's commission but also of
most analysts of the subject.

Moreover, on the base of developments over the past thirty years and an
examination of all current output on East-West trade and the new Cold War
dimension, it Is no exaggeration to conclude and argue that up to this point we
have developed an outlook of military preparedness toward the Red challenge
which we did not have toward the Axis threat. But, as of now, we still are
fully exposed to cold war Pearl Harbors because of our fundamental unpre-
paredness In cold warfare, which embraces economic weapons as well as all
others. These cold war Pearl Harbors may occur In the Dominican Republic,
Brazil, Sudan, Thailand, anywhere in the Middle East and numerous other
areas in the Mre World. Ironically, the leading economic powers of the Free
World would in some Indirect way be contributing to these outbreaks by
beefing up the Red totalitarian economies through indiscriminate liberalized
trade, In this broader framework of understanding, wheat shipped to the USSR
so that it could meet its cold war commitments to Egypt, Cuba, andseveral
other states is itself clearly a strategic item.

When one recounts how much the Red Empire expanded after World War II
with inferior resources, one dreads to think about the long-term prospects of
the empire's Cold War operations, equipped with superior resources supplied in
part by the Free World. Strangely enough, most analysts ignore the cumulative
long-run record and concentrate exclusively on separate-annual statistics of
either absolute or percentage amounts. Yet, in the case of grain, for example, It
requires little imaginative thought to contemplate what the possible conse-
quences might have been had the Red Empire been deprived of 40 mIl~on

David Lawrenc. '"i' do With West Bolsters Reds." #ymsdiooted Oolums October 1968.
'Report to the Proefdest, Speial Committee on U.S. Trade Relations With East Earo-

peas Countries and the Soviet Union. The White House, April 29, 1065, p. 1.
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metric tons which it obtained from the Free World in the short period of
1900-4. There is no end In sight on this yet. In the sphere of complicated
Industrial equipment, the same perspective should apply on both the military
and cold war scales. Over the years of the '80s, the Axis powers acquired
sizable amounts of economic aid for their war plans.

Now, for a moment, let's consider briefly the substantial economic contribu-
tions made by U.S. In the past to the Soviet Russian empire wherein our chief
enemy resides today.

Anastas Mikoyan, the past nominal head of the UISSR, once said, "A modern
Communist is one who has the zeal of a Bolshevik and the practicality of a
capitalist." If the record of U.S. economic contributions to the development and
power of the Soviet Rassian empire is any guide, Mikoyan's "modern Commun-
fst" began operating In the early '20s. There seems to be almost a cyclical
pattern In our economic assistance to the growth and protection of Moscow's
empire, a swell as to the permanent captivity of numerous non-Russian nations
In the USSR. In the 1920, then the 'S, then in the '40s, our efforts worked to
the benefit of the regime. Now again in the '60s and 'T0s, many would have this
repeated for diverse, intentional and unintentional reasons.

In 1021, when the new Soviet Russian empire was being formed amidst
famine and chaos, the American Relief Administration pursued its good,
humanitarian intentions of feeding, clothing, and sheltering the people, but
being an unconditional project, its expenditures of over $40 million also
assisted the entrenchment of the imperio-colonlalist Soviet Russian regime. 8

This was the first case of good Intentions pursued In a void of political
exactions that led to wrong ends. Woodrow Wilson's principle of national self.
determination Inspired nation after nation in the Tsarist Russian empire to
establish Its independence; then American economic assistance from 1919 on
Indirectly helped the Soviet Russian regime to destroy these independent
nations

The second case was the trade and all the contacts, peace, understanding,
good will, and profits we pushed at the end of the '20s and in the '80. By
1928-29, American Industrial and electrical equipment, steel, dies, tools, oil
refinery facilities and a host of other essential items poured into the USSR,
along with basic American know-how and supervisory skill.5 U.S. exports
Jumped from $&2 million in 1926 to $186 million In 1980, then receded slightly
In 1931, slumped heavily in 1932-84, and moved steadily upward to about $7
million by 1940.10 Strong business pressure was exerted In 1932 and '88 to have
the U.S. recognize the USSR, arguing that this step would lead to a substantial
increase In exports. As we all know, this recognition was given in 1938, and in
1935 we entered into a bilateral commercial agreement with the USSR, the
latter promising to import from us at least $0 million of goods annually."'

In his testimony on East-West trade, Secretary of State Rusk admitted all
this. He observed: "Even before we recognized the USSR diplomatically, the
Soviet trading company, Amtorg, operated widely In the United States, and
American engineers and private corporations helped to build Industrial plants
and Installations in the Soviet Union," Is What the Secretary failed to point
out Is that this basic economic assistance was extended at a time when the first
Five Year Plan was launched, when Moscow had embarked on an imperio-
colonialist program of crushing the forces of non-Russian nationalism within
its empire, when a man-made famine of staggering proportions was already in
the making. In this whole period the percentage of U.S. exports going to the
USSR was never more than 4.8 per cent but of what enormous incremental
value It was to Moscow and its empire.

The third case of substantial American contributions to the Soviet Russian
empire doesn't require any elaboration. Under lend.lease, U.S. exports to the

'See Sister Marie Jerome Wilkerson, The Un tef State. (Tf but£ to the Seote#
Rc.,mv Marquette University, Milwaukee, 1958. p. 5.

S. 0. Bron, Soviet Reonomlo Deueiopmest aod Amerioas 8uvSee,9 New York, 1980,
. 0. artmen of Commerce, Poreign Couuerce Yearboo,, Washington, D.C., 1981

through 19It Arthur D. Geyer and Carl T. Schmidt, Ameran Boometoi ForeiT Polye, New York.
1939 p. 242.

to kst-e.t Trade, Part I, Committee on Foreign Relations, United States Senate, 1964,
p. 8.
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USSR shot up to $1.3 billion in 1942, or about 17.6 per cent of our total
exports. Our assistance totaled some $11 billion for our survival, to be sure, but
also without political foresight and acumen. While we were expending parts of
this toward the close of the war and even beyond, Moscow was already
launching its Cold War against the West. When we finally became aware of
this, lend-lease was terminated In 1947, and in 1949 the Export Control Act was
passed. U.S. exports to Eastern Europe dropped from $120 million In 1948 to
$2.6 million in 1961. Since the early '50s, U.S. trade with the USSR in what are
euphemistically called non-strategic items grew at a slow rate, but in 1964
trade between the Free World and the Empire amounted to over $8 billion,
with the United States participating to the tune of only $300 million and our
West European allies to that of about $5 billion.

With regard to the unquestioned strengthening of the USSR, no one has
raised the crucial point of such trade and aid contributing to the imperlo-
colonialist hold of Moscow over the dozen captive non-Russian nations in the
Soviet Union. The United States, advocate of the freedom and independence of
all nations, can scarcely maintain its historic principles by blindly trading with
the USSR, Soviet Russia's primary empire, in effect reinforcing Its imperlo-
colonialist reins over approximately 125 million non-Russians. Our sad record
of the past may be explained away on grounds of ignorance and shortsighted-
ness; today, there is little excuse for ignoring the effects of expanded trade
with the USSR on the captive nations In the USSR. This even applies to the
U.S. Chamber of Commerce resolution which calls "not only for freer trade
with the Communists on non-strategic items, but also for tightening Free
World export controls on products or material contribution to the 'build-up of
Communist war-making potential,' " Some. however. "want to repeat the
massive transfer to them of Western technology which took place In the
thirties and early forties.""

REEFINO UP THE RED EMPIRE

The past twenty years of developments surrounding the issue of trade with
the Red Empire lend themselves to an intelligible patternization of dominant
trends and phases, in terms of both volume and controls. Bearing in mind the
experiences of the '30s, It is remarkable how easily the natural instinct to
exchange, veritably the economic side of the Instinct for peace, can be exploited
to advance the strategic objectives of the Red economics. It is also startling to
observe how few pay any heed to our substantial economic contributions in the
past to the build-up of the USSR imperum in Imperlo.13

Some who do recognize this past record rationalize it away on the basis that
selective trade now would not contribute nearly as much because it would
constitute a small percentage of Red gross product, estimated over $500 billion,
and that in time the Red economies will develop their own respective economic
capabilities. But, then, the basic question still remains, "Why are they so
anxious to indulge in trade with the industrial Free World?" What In this
rationalization Is overlooked, too, is the fact that the global goals, commit-
ments, and cold war operations of the USSR in particular and the entire Red
Empire In general are more positive, expressive, and costly today than they
were decades ago. In effect, the Industrial Free World is being called in to
expedite these for the far-flung empire.

Control policy over the period logically bears an inverse relationship to
volume of trade: a hard policy with many extensive controls means less trade,
a soft policy with fewer qualitative and quantitative controls conduces to more
trade. Three distinct phases punctuate the post-World War 1I period. Immedi.
ately after the war, In 1945-47, Western trade with the USSR and the
"satellites" was on the increase, this exclusive of residval lend-lease deliveries
and UNRRA operations. By 1948 controls were Instituted by the U.S. and its
Western allies to curb the shipment of goods Important to the empire's military
strength.

""Chamber Backs Red Trade Expansion." TAe Washinfton Post. Washington, D.C.,
April ". 1964.

14 "rrad With Soviet Rnussia." Oenoresesoml Recor4., 14av 4.1944. n. A?2T.
I Ree "Five Perspeetives on East-West Trad,,." Bast-West Trade, Part ff. Hearing,

Committee on Foreign Relations. V.8. Senate. 1068. pp. 94-104.



1777

This early control picture from 1948 to 1953 was reflected statistically In the
decline of exports and imports concerning the empire, whether one views them
on the basis of the OECD (Organization for Economic Cooperation and
Development) countries, the Free World, or the United States alone. OECD
exports to the empire declined from $1.1 billion In 1948 to $770.8 million in
1053, Imports from $1.2 billion to $934.1 million.26 During tile same period,
total Free World exports decreased from $1.9 billion In 1948 to $1.8 billion In
1953, Imports from $2 billion to $1.6 billion. U.S. trade dropped In exports from
$06 million in 197 to $1.8 million in 1963, Imports from $154 million In 1947
to $46 million in 1963.17

A new trend followed this early period, thus Initiating the third phase. The
year 1054 may rIg?,tly be accepted as the starting point of a period of
liberalization or breakdown In controls which has continued to the very
present, with forces and pressures seeking a marked relaxation, particularly in
the U.S. The end of the Korean War, the death of Stalin, the bilateral and
multilateral control stings felt by the empire, and a deceptive policy of
peaceful coexistence resurrected by Moscow account for this change. COCOM
(Coordinating Committee) lists were successively subjected to review and
sealed down markedly in 1954, 1958, 1963, and 1964. In conformity with
COCO31 rules on individual country privilege, the U.S., however, had main-
tained its extensive control lists until recently.

The consequences of the soft multilateral control policy are plainly evident
in the statistical data. OECD exports to the empire Jumped from_$770.8 million
In 1953 to $2,481.4 million in 1960, and $2,972.4 million in 1963; for the given
years Its imports from the empire also rose from $934.1 million to $2,44&8
million and $3,150 million. Total Free World exports to the empire Increased
from $1,389 million In 1953 to $4,425 million in 1960 to $5,173 million in 1963:
imports showed equally significant increases from $1,631 million to $4,462
million and $5,389 million, respectively. By virtue of a discrepancy in controls,
u.S. exports to the empire rose only from $1.8 million in 1953 to $194 million in
1960 and $167 million in 1963; imports also increased from $46 million to $84
million and $85 million for these years.

Since 1962 powerful pressures have been generated In the U.S. for relaxed
export controls. While the campaign progresses, numerous disquieting features
of slipshod control administration have been emerging, as though to reinforce
the campaign. In addition to renewed pressure for U.S. wheat sales to the
USSR, clearances have been given for the sale of advanced technologies,
specialized machinery and equipment, and industrial plants, products and data
to the empire. Of the far too many examples that can be mentioned, a few
should be observed here as being typical of the present trend, notably from the
viewpoint of strategic materials.

In July 1965, for example, the Department of Commerce Issued an export
license for the shipment of over $3 million of chemical woodpulp to the USSR.
This good is ultimately used In the production of tires, both passenger cars and
trucks for both military and economic build-up uses. Another license issued
that month was for over $2 million worth of grinding machines to the USSR,
also important militarily and economically in the transport industry. A license
for the export of polystyrene to the USSR was also issued, despite the fact
that the Item enters critically into the manufacture of explosives, demolition
blocks, nonmagnetic mines and the like. In addition. much technical data and a

C broad assortment of advanced machineries are being released to Rumania,
Czecho-Slovakia. Hungary, and Bulgaria without certain knowledge as to their
end use. Moreover, many of the clearances give every indication of prototype
purchasing by the Red regimes."' Through July 81. 1965, the Export-Import
Bank had authorized 83 commercial credit guarantees to Red states, totaling
some $60 million. The 1966-07 clearances are abounding and incredible. includ-
Ing steel mill components. computers, missile guidance devices. industrial
chemicals., converting machinery, magnetic tape units, Boron Isotopes, aircraft
equipment, and wide assortments of machineries.

%A nnual Trade Statistics. Denartment nf Commerce.
"f Dlreetion. of latematlonaI Trade, United Nations. 1948: Statistleel Bulletin#. Foreign
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To complete this picture in outline form, it should be emphasized that Red
exports consist largely of raw materials, food, fuel, and finished natural
products for imports that are chiefly of highly developed finished industrial
products, whole plants, and new technologies, such as chemical processing
plants, oil refineries, synthetic rubber plants, electronic computer parts, re-
search laboratory equipment and so forth.

Given a long-run cold war viewpoint, in the 15 years of the 1950-1964 period
Free World exports to the Red Empire have totaled some $49 billion, and in
1965 they well exceeded the $50 billion mark. Although total imports from the
West make up only a little over 1 per cent of USSR's gross product and about
2 per cent of the combined gross product of the other East European Red
States, and despite the even lower aggregate significance of this trade for
Western Europe and the United States, over time this trade is substantial for
the build-up and cold war potential of the Red Empire. And in any given year
It bears disproportionate significance for selected Red Industrial targets; trade
between the Red states of Eastern Europe and the Western Industrial countries
was about $8.5 billion each way in 1964, or a total trade turnover of approxi-
mately $6 billion. Up to that time, it grew over the decade by nearly 10 per
cent, exceeding the rate of growth in the overall trade of the Western
Industrial states. For Western European countries this trade has averaged
about 8% per cent of their total trade, for the United States scarcely 1 per
cent.

Since the mid-'60s, the trend in overall trade has been markedly upward. In
1967, exports from the industrial West to Eastern Europe rose to $4.2 billion
and imports to the West to $4.5 billion. Total East-West trade increased by 24
per cent over 1966. In 1968, U.S. exports to Eastern Europe amounted to $216.8
million and imports from the area $198.4 million. With growing West European
trade in the area, the clamor for more U.S.dbusiness there has increased on the
theory that the Red regimes are acquiring capital goods anyway from the West
European economies. We'll weigh this theory, another vintage of the "0s, in the
last section.

Those overemphasizing small U.S. proportions as justification for more liber-
allted trade demonstrate their insufficient grasp of Red economic strategy in
the Cold War. Regardless of the facades of "increasingly independent" Yugo-
slavia, Poland, Czecho-Slovakia and Rumania, this strategy is substantially no
different from the past totalitarian economic strategy of the Axia powers, with
stress on overall self-sufficiency, accelerated build-up by overcoming current
deficiencies, and controlled trade and foreign exchange operations. Again, in
essence, the errors of thirty years ago are being repeated again. Some 50 per
cent of all trade between the empire and the Free World is accounted for by
the COCOM countries, predominantly the West European ones (non-uropean
are the U.S., Canada, and Japan). In relation to the Red Chinese sector of the
empire, Free World trade has also increased since the early '15s, rising from
$740 million in 1953 to $1,505 million in 1983.1 West Germany, Japan, Great
Britain, France, Italy, and Canada show up in the figures as the leading
traders with the Red Empire, taking into account all sectors.

When talking about "strategic items," one need exercise only a minimum of
common cold war sense in assessing these typical reports: (1) according to
Moscow, USSR trade with developed capitalist nations rose 15 per cent In 1984,
chiefly in industrial products (by them, total USSR foreign trade Increased
more than 75 per cent since 1968, to about $15.8 billion, of which about 70 per
cent was with other parts of the empire; in 1967, total turnover was over $18
billion, of which about 60 per cent Involved the empire) ; (2) Swedish firms
contracted to supply Red China with heavy duty trucks valued at $80 million,
apparently at the time the most important single Industrial contract between
Red China and a Western country'O; (8) Fiat, the Italian auto manufacturer,
Is constructing an $800 million plant in the USSR, aiming to produce 800,000
cars a year and by 1972 hopes to produce 900.000 vehicles annually under
license In Eastern-Europe; (4) Bonn and others are seriously responding to the
March, 1969 Budapest declaration of the Warsaw Pact leaders on "the neces-
sity to implement through joint East-West efforts major projects in power

t A Baokrond htyuI s nEastWeet Trade, Committee on Foreign Relations, U.S.
Senate. 1965,T. 67.

fM Torono (;lob*atem Mail, Peking, June '7, 1965.
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engineering, transport, water and air space..." which a redirection of East
European resources from military, poUce, and cold war enterprises could easily
solve alone. Similar items abound monthly and add up to sizable absolute
amounts yearly, at least In the light of their significance for Russian economic
strategy.

RUSSIUN ECONOMIC STrAT

As stressed at the outset, there have been grave limitations in general
understanding of Russian and Red economic strategy, which is part and parcel
of overall Cold War strategy as directed mainly by Moscow, the chief power
center of the Red Empire, and to a lesser degree by competitive Peiping. Also
as Indicated above, this strategy Is not new, though it enjoys a considerably
broader framework than prevailed prior to World War II at the bands of the
Axis powers which did not command the resources now at the disposal of the
Red totalitarians. 4;

The elements of this economic strategy, which even lends itself to diagram-
matic exposition, include accelerated economic growth, relative self-sufficiency,
overcoming short supplies, selective bilateral trading, sustaining cold war
commitments, Inroads into the underdeveloped areas, East European Industrial
assistance for the USSR, Increased productivity and fulfillment of plans,
acquisition of latest technology, data, and managerial ability, Russian exploita-
tion of the empire, concentrated deficit payments in gold, and a growing
Integration of the empire-all Interrelated and oriented to serve the consum-
mate goals of political subversion, takeover, and empire expansion. All of these
fundamental elements fit Into a working pattern of operation in which the
Industrial Free World countries are to play their vital, assisting role.

Many salient points In this deficient understanding, In not perceiving the
situation as a whole, can be elaborated upon. Whether we recognize It or not,
our past valuable assistance contributed heavily to the economic and military
build-up of Soviet Russian imperio-colonlallsm, the effects of which have been
felt by th eWest since. Today, under the illusion of fostering the "Independ-
ence" of East European "satellites," we are being pressed to strengthen the
extended Soviet Russian empire largely through trade With Its outer integral
parts. It is not generally recognized that an extraordinarily high percentage of
USSR Imports from Its Red partner In Eastern Europe is made up of
Industrial equipment and machinery. Rising significantly over the recent pe-
riod, his machinery component represented 89 per cent In 1958, but 45 per cent
In 198 and above since then, with greater overall trade. Thus, when one reads
"Present trends toward decentralization of the economic systems of the East-
ern countries deserve a positive response from the West," he' cann6t but
wonder about the politico-economic vacuum such statements are conjured up
In."

Thirty years ago statements of Intention and alms issuing from the Axis
powers were virtually ignored and even scoffed at. It is quite evident that
today similar Red statements are not read or understood. They well support
the facts presented here. Just to cite a few examples, it is well to recall the
31arx-oriented statement of Lenin, "When the time comes to hang the capitalist
class, they will compete with each other to sell us the rope." This typifies today
the American business clamor for a greater share in the East European
market. Kbrushchev clearly stated In 1959, "We will soon need a large anibunt
of equipment which must be designed and produced anew. It would also be
expedient to order a part of this equipment In capitalist countries, primarily
the United States, West Germany, and Britain." In 1959, during his visit here,
he spoke quite frnkly, "Some thirty years ago when our county started
building a large-scale Industry, good economic contcts were established with
leading United States firms. Ford helped us build the motor works In Gorky;
Cooper, a prominent American specialist, acted as a consultant during'the
building of the hydro-electric power station on the Dnleper, which In those
days was the biggest in the world. Your engineers helped us build the tractor
works in Stalingrad and Kharkov. Americans, along with the British, were
consultants during the construction of the Moscow subway." He also stated he
wanted more, following this up to the end of his reign: "ve need to study all

XsW-Wut Trad., Committee for Economic Development, New York 1965, p. 18.
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the best achievements, the best foreig experience, and apply this ourselves in
order to obtain higher labor productivity." 22

One of Khrushchev's successors, Premier Kosygin, has continued this strain
by indicating the USSR's desire to "link the long-term economic planning with
foreign trade prospectS to expand the Soviet market for western goods and the
pj'ouction of Soviet goods for export." Is In the Red trade campaign in the
Mildle East and Southeast Asia, the Czechoslovak Statistical Institution ob-
served fifteen years ago: "Czechoslovak participation in this expansion of trade
is not guided by purely practical considerations. It follows a plan carefully
drawn up in accordance with political considerations." 24 The director of the
Department of Circulation of Goods in the Rumanian State Planning Commis-
sion stated it plainly: "We put great emphasis on modern techniques. We do
not purchase equipment from abroad unless we are convinced that it is at tie
top of the world in technology. We find that the United States, West Germany,
France and Great Britain make the finest equipment and we want to procure
it. This accounts for the increase in our trade with the West." 25

An East German economist sheds light on another dimension, eventual
military and political concessions by the West: "The fact that not only the
working people but a substantial section of the bourgeoisie in Western Europe
want closer economic relations between the two systems opens up broad
opportunities for supplementing the political struggle for peaceful coexistence
with economic struggle. The creation of a nuclear-free zone in the centre of
Europe, renunciation by Bonn of nuclear armaments and the policy of revenge,
and peaceful settlement of all outstanding questions, could create a favorable

climate for closer economic collaboration between all the European countries." N

Here a Communist writer gloats, "During 1964, big holes were torn in the
remaining barriers against free trade between Socialist countries and U.S.
Allies. The volume of such trade spurted forward at an accelerated rate. A
further shift In domestic views put a majority of Americap business In favor of
East-West trade." 21

These statements are sufficient to indicate the primary factors at work in
this Issue. Discussion about laws, patent rights, copyrights, outstanding Indebt-
edness and the like, is of secondary importance and suggests a bllnd willing-
ness to trade with the empire. If we believe, for example, that more liberalized
trade would contribute to peace, the growing independence of the "satellites,"
and a fairer share for American business, then an easy resolution of these
secondary problems should take effect, with the Red regimes doubtlessly
accommodating It in no small degree.28 Prior to Its recognition by us In 1033,
the USSR repudiated debts to the U.S. valued at about $628 million. During
World War IT. the USSR received approximately $11 billion in U.S. lend-lease
aid. By pillage, preparation, and expropriation, Moscow collected over $30
billion worth of property in Germany and elsewhere. All this did not deter us
in 1951-52 from a negotiating figure of $800 million for Moscow to settle its
debts. It balked with a counter-offer of $800 million."

If we should disregard the content of Red economic strategy and plunge Into
a haphazard, liberalized East-West trade, some nominal settlement of outstand-
Ing obligations may be expected or the Johnson Act may be repealed. Concern.
Ing patents and copyrights, the trade-eager Russians have already demon-
strated their civility by becoming the 68th member of the Paris Convention for
the protection of Industrial property. This "concession" is not without several
subsidiary advantages to the Russians, such as buying the complex know.how
along with the patent, obtaining foreign exchange from the sale of Its own
patents, and continued difficulties we would encounter in finding out how our
patents are being used in the closed society of the USSR. Moreover, with the
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dubious argument of increasing their purchases here, the Russians would seek
the elimination of what they consider a discrimination against their exports to
us, namely withholding the most-favored-nation treatment from their exports.

Exclusive concern with these secondary problems cannot but abet the objec-
tives of Red economic strategy, for It reinforces the underlying assumption of
liberalized trade. In 1955, Khrushchev illumined the essence of Red totalitarian
trade when he said, "We value trade least for economic reasons and most for
political reasons." It appears rather naive for many Americans to believe that
trade with the empire is a peace-contributing, normalizing agent. Trade has
been and will continue to be an essential weapon In the arsenal of Red
economic warfare. The outlines of Red economic strategy thus are clear for all
to see: (1) acquisition of the best of Western technology In its broadest sense
to augment productivity, accelerate economic growth, and reap surpluses for
Intensified Cold War operations; (2) furtherance of the empire's Integration on
the bases of national division of labor and a heightened intra-empire trade
facilitated by products from the Free World; (3) marginal penetration of the
markets in the underdeveloped areas, also indirectly assisted by Free World
Industrial trade and leading to political Involvements designed for eventual
takeover, and (4) playing off one Free World Industrial competitor against
another with the aim of advancing political divisions among allied Free World
nations.

Mikoyan, the skilled Armenian trader and former President of the USSR,
confirmed the foundation of this strategy when In 19061 he indicated how the
Industrial part of the Free World was to assist: "It will be necessary to make
wide use of foreign trade as a factor for economizing in current production
expenditures and in capital Investment, with the aim of accelerating the
development of corresponding branches." In short, whether by direct trade with
Moscow or Indirectly through the parts of the CEMA network (Council of
Economic Mutual Assistance) meaning Bucharest, Warsaw, or Prague and
others, the West Is to enable the empire to leap over years of research and
development cost so that It may be strengthened to pursue more rapidly Its
global objectives. As Czecho-Slovakia showed, the "independence" of any of
these "satellites" Is a patent hoax.

A POSITIVE POLTRADE POLICY

What goods are strategic? From the analysis given here It becomes clear that
virtually no goods for export to the empire are non-strategic. Its cold war
economies thrive on fertilizers, food, transport facilities, plastics, clothing, etc.
as they do on imported technological data, heavy machinery, and military
weapons. As a vital Instrument of the Red States, trade covers deficiencies in
the economy, Influences policies of less powerful states, affords channels for
acquiring useful information, permits Industrial espionage, has wide propa.
ganda uses, allows for psycho-political penetrations of countries and their-
dependence on the empire without having to go "communist," and gradually
leads to a displacement of Western Influence In the areas, primarily through
political agitation for socialism, nationalization, and the Imitation of totalitar-
Ian economic plans. In sharp contrast to normal, standard Western practices,
the Red trading mechanism embraces all of these factors--ingredients of
economic warfare.

One of the striking aspects of East-West trade discussion is the confusion
surrounding the definition of "strategic materials." Either the discussant prat-
tles the term with no precise definition offered or he defines It solely in terms
of military weapons, disregarding the intermeshed military-political-economic
mix in a totalitarian economy oriented fundamentally toward Cold War goals.
It cannot be said that the Reds, like the Nazi and Fascist totalitarians, haven't
time and time again specified their desires, methods, and aims. As another
example, Eugin I. Cortemlev, deputy chairman of the USSR Committee for
Inventions and Discoveries, frankly told a National Amsciation of Manufactur-
ers conference In New York that for the lastest and best technology, "We are
prepared to conclude not only separate license contracts but also permanent
agreements on the exchange of patent rights and technical information between
your companies and us." SO An examination of the reports by a U.S. business

0 "U.S. Technology Bought in Boviet." The Xew York Timea, June 12, 1965.
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mission to Poland and Rumania, shows a hungry appetite by the Red regimes
for American techniques. Concerning the Polish, 'They are very much inter-
ested In any form of cooperation with U.S. computer manufacturers, peripheral
equipment manufacturers, and U.S. producers of integrated circuits, measuring
and testing Instumentatlon." 31 The same applies to the Rumanians American
businessmen are quite capable of meeting this demand, but they also make
clear their Inability to determine the politico-strategic Importance of such
trade.

Clearly, our failure to recognize the varying strategic character of all goods,
consumer and capital, to the .planned cold war economics of the Red Empire

"-has bred a series of policy failures that render our posture Irrational and self-
defeating. Inadequate food, for Instance, does not exactly bolster a Red
regime's relations with the underlying populace In terms of exacted productiv-
ity, stoic acquiescence, and reduced frictions and resistance, all of which have
their impact on the overall strength of the state. Our basic failure to face up to
the broad strategicity of goods has accounted for the little pressure exerted on
our allies to restrict their trade with the empire, the little discipline we've
displayed with our own recent exports, our own violations of the Battle Act
during the Korean War aid since, and the rash of Free World trade with led
China while the U.S. defends thb sovereignty of South Vietnam. The proliferat-
ing anomalies In the vital 'ltuatfon are logically traceable back to this basic
failure.

The problem Is not as complex as the confused thought on strategicity would
make it appear. Chemical plants, for example, are a top priority item In Red
import demand.- Missilery, space technology, munitions, agriculture, and general
industry depend heavily on such plants. Strategic? As a restricted study by the
Center for Strategic Studies at Georgetown University discloses, our Manufae-
turing Chemists Association knows they are and, despite naive State Depirt.
ment urgings on Rumanian trust as to use, the group has consistently shown a
reluctance to support their export to the empire. The oil offensive of the empire
Is a story in itself, an excellent example of empire integrAtion through the
Friendship Oil Pipe Line and also economic aggression. Strategic? The Ameri-
can Petroleum, Institute knows it is and has opposed exports of oil processing
facilities to the empire. These cases pan be multiplied along the entire
spectrum of economic goods entering Into a planned cold war economy.

What can we do? On the basis of given evidence, the first thing Is to
recognize soberly, the absence of a rationally appropriate and effective Free
Wopld trade policy toward the Red Empire. Second, to urge a complete
embargo, such as exists against Red China, North Korea, North Vietnam, and
Cuba, or to advocate freer trade with- Eastern Europe because our allies
Indulge in it, or because of accl ental gestures 9n the part of the "satellites," 1o
in the present situation an extreme course disproportionate to our strategic
cold war needs. It is obviously not entirely true, as the President's Commission
maintains, that "The United States has three alternatives. It can leave things
ap they are It can eliminate this disparity through action across the board
that would bring U.S. trading practice into line with those of our allies. Or it
can modify its practices selectively and on a country-by-country basis." so In
reality, there are two other alternatives-a complete embargo and selective
country-by-country trade on the basis of political concessions; in other words,
the latter being a poltrade policy with the same approach as the commidslon's
third alternative but with a different and realistic, cold war political basis.

The poltrade policy has these five dominant characteristics: Cold War.
realism, freedom Instrumentation, a via media approach, a formula for maxi-
mum flexibility and consistency, and a structure for positive Free World
action. The first characteristic has ben reflected throughout this analysis. Its
content constitutes the very foundation of this poltrade policy. It refutes as
illusory the basic assumptions and major reasons given for liberalized trade
with Eastern Europe and emphasizes the Red economic strategy, the aggressive
nature of Red trade, the vital distinction between Red states and the underly-
ing captive nations, Red empire autarchy and integration, and the self-defeat-
ing character of unconditional Free World trade with the empire.

A Thomas P. Collier, "Poles Enter Electronic Age," International Oommeroe, Novem.
ber 16. 1965 p. 14.
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Indeed,* the more one contemplates the clear-cut benefits of unconditional
trade to the U64 totalitarians, the more concerned one becomes about the acute
vulnerabilitles of the Free World. The trade issue cannot Pe divorced from
"wars of liberation" and a host of other Interrlated phenomena. Even this
would be Indicatively pertinent: "We have evil4ence," disclosed the Venezuelan
Minister of the Interior, Gonzalo Barrios, "that Venezuelan Communists have
been getting money from the Soviet Union, using the Italian Communist party
as a vehicle. The Venezuelan Communists recently asked for additional funds
designed to organize a large-scale subversive plan." 8s

Freedom instrumentation Is the second characteristic, meaning the full use of
trade as a means of sustaining and expanding freedom. Liberal trade advocates
argue in terms of freedom, too, but their false notions about the weaning
process and evolution have already been noted, With cold war realism we
should scarcely hesitate or fear utilizing trade as a freedom weapon Just as the
Ifed regimes manipulate It as a weapon for conquest. Vague rhetoric about
bridges of understanding, contacts with peoples, and exchanges of Ideas could
hardly forge such a weapon for freedom. In the present-day context only trade
predicated on specific political concession values, involving even pecuniary
subsidy, can guarantee such a weapon. The one striking fact that seems to be
Ignored by our easy trade advocates Is that for soine time now the USSR,
under heavy pressure of self-imposed demands on its relatively limited re-
sources, has not had the capacity to serve adequately the needs of other East
European Red regimes. Naturally, the escape valve Is broader but regulated
East-West trade."4

The Red regimes would not, of course, find this poltrade policy to their
liking. Early In 1905 the Polish premier, Josef Cyranklewics, already "warned
the West not to demand political or ideological concessions In exchange for
Increased trade." 85 He seemed to forget that the empire desperately needs this
trade, not we. On the Free World side, former Chancellor Ludwig Erhard of
West Germany Issued another type of warning when at the 18th Congress of
the Christian ]Dbmocrtlc Union he bemoaned the fact that some Western
nations are "competing with each other to give the Communist East long-term
credits without getting any political concessions in return." Short-term credits
are also important, and on this basis West Germany has led the others in East-
West trade. It cannot be emphasized too strongly that the United States leads
in overall technological development, and It Is this fact which places It In a
unique position to determine how far the Red regime can partake of it. As one
editorial has aptly put It, "Actually almost anything the Russians buy In the
West Is strategically Important, because of the backwardness of their economy
and their desperate need for Western technological assistance." $e Bedazzled
by Moscow's concentrated Potemklnist display of military rocketry, space
explorations, and propagandized military strength, most A~mericans, even on the
highest official levels, are unaware of the basically underdeveloped economy of
the Inner Soviet Russian Imperium.

Another Important characteristic of the poltrade policy is its via media
approach, a general avenue between a complete embargo and free tfade, yet
participating in their negative and positive natures in unlimited possible
combinations of bids and offers. The approach would be sharply differentiating,
in breadth and depth far more so than that of the present policy. The reasons
for this are an awareness of the general strategic character of all goods for the
Red cold war economies and their varying degrees of strategic Importance, and
of the different political conditions existing In various parts of the empire In
terms of oppression, persecution, special restrictions, and opportunities for
internal pressure. These are the two broad bases for the operation of the
poltrade formula, which would proportion trade bids to political concession
bids; In short, fusing economic values with political values.

Much Is uncritically made of Yugoslavia as an example of wisdom in our
present policy, for $8.5 billion In U.S. assistance are chalked up its "Independ-
ence" from Moscow, about 70 per cent of Its trade being done with the West,
and a cozy association with Free World economic organizations. Yet It's

,a A) , :a. Venezuela A rill 12. 1965." eg.a m Rutherford. Fixonoa Ti mes o London, June 25, 1969.
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extremely difficult to perceive the political values of this pragmatic wisdom.
From viewpoints of ultimate survival and ideological hue, Belgrade's interests
are Inextricably tied up with Moscow's and, just to mention one example, Tito's
record-of condemnations against U.S. action in the Congo, Vietnam and the
Dominican Republic and concerning Cuba, constitutes Ironic compensation of
the most Indescribable type. Belgrade trades with Havana and, despite Its
negligible power on the global scale, has played for the empire a unique role of
diplomatic broker. Also, the thought of Yugoslavia setting a pattern of profita-
ble practice for others In the Red Empire, and to the net advantage of the
empire, seems to elude many. This pattern was formed not by design but rather
by necessity of response to Internal and external problems. In any case, the
wisdom of our policy toward Yugoslavia has worked against the freedom of the
various nations in that totalitarian state, as its broadened application certainly
will against those In Rumania, Poland, Hungary and others. Tito may have his
recurring squabbles with Moscow, but in the last analysis the survival of his
regime depends on continuing Soviet Russian power.

Turning to the poltrade formula, one can see that it would be practicable and-
adaptable for all changing circumstances. Scaled to priorities of political
consideration, the formula allows for long-term and short-run credits, as well
as cash payments. It deals in producer, capital goods and consumer goods, as
well as managerial ability, organization, and technological data. In sharp
contrast to present U.S. policy, it advances a principle of consistency In that its
application would be directed at the Asian sectors of the empire as well as the
European and Latin American. The avid use of the formula would produce
considerable politico-propaganda values, since all trade transactions would
necessarily be tied to specified political items. Bids for specific political
concessions would make the latter Integral parts of the economic valuation
process just as much as Red bids fqr machines and so forth. It certainly would
not allow us to be belted In the competitive Jungle on the supposedly pragmatic
basis that if an item, e.g. a computer, is available to the Red regimes
elsewhere, It should be allowed for export.3 ' This is tantamount to saying if
others make regular attendance at a brothel, this is justification for us to do
likewise.

Moreover, application of the formula would unambiguously work in behalf of
the captive nations; it woul not accommodate without real cost the empire's
economic plans; it would uphold the efficacy of our foreign aid program by
relating Red subversive efforts in the underdeveloped areas to trade offers;
and It would provide U.S. with an effective leverage to solve the problem of
unconditional West European trade with the empire and reorient much of this
trade toward intensified Intra-Free World trade. A vigorous and well-planned
poltrade policy with alternative advantages for our allies and a consuming
emphasis on trade for freedom would find few, if any, Free World nations
seeking to help the empire unconditionally, particularly as concern savings In
intangible values of time and costs of research and development. The signif-
cant fact here is that since World War II, we have never taken the leadership
in this kind of FreeW orld control over trade with the Red empire. With our
power, it wouldn't be difficult to propagate suct action.

Steps in applying the formula would in general be simple, methodical, and In
graded order: (1) as in present policy, military weapons and space technology
would face complete embargo; (2) most advanced producer goods, technology,
managerialism and data would be proportioned to poltrade bids of the highest
value, entailing free elections, enforcement of the national self-determination
principle, the opportunity for political party pluralism, and the satisfaction of
legal obligations In World War II treaties; (3) trade in less advanced
producer goods, engendering the set-up of whole factories and organizational
plans, would call fo6r proportionate poltrade values. In the order of dismantling
Me I Mrlin Wall, Russian, Czech, etc. exodus from Cuba, the withdrawal of
USSR troops from Hungary and other captive areas, a vastly expanded
cultural exchange program, proven Red support of subversion in Vietnam, etc. :
(4) trade In consumer goods would also be differentiated on scales of regency,
quality, and quantity and proportioned in terms of prevailing conditions and
acts of religious oppression, slave labor employment, civil suppression, unjust

asm E.. Rowland Evans and Robert Novak. "LlberalluInj of Export Act Is Olven Chance
sTrade Ecllpses Ideolosy," 8voidlosted o@l1sin, July, 1969.
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arrests and imprisonment of Free World citizens, atrocities, the need for
rehabilitating political prisoners and so forth,

These are the four general categories of poltrade application into which
further specific poltrade bids would be fitted as developments and cIrcumstan.
ces demand. Another manifest advantage of such constant predication is that
the real cause of otr foremost problems today will be kept In the forefront of
world 'itteutlon and thought. Except for a complete embargo and its Justifying
reasons, this is not the case with the other alternatives; indeed, they submerge
these causes into temporarf-oblivion. Again, the argument that the empire
would refuse to trade under such poltrade conditions misses the whole, crucial

4 point of trade as a weapon for real freedom and the tremendous leverage
possessed by the West. Pursuit of the present course means endowing the Red
economies with intangible values of shortened time and reduced real costs of
development without, in this dimension, receiving anything in return except the
spurlops satisfaction of believing that dispersed contacts would lead to "greater
understanding" and "evolution toward peace." Also, in the cold war context, to
literally aid them to undermine us In time and everywhere is the height of
folly, a fact that can easily be impressed on our allies. Rationally, a quid pro
quo is demanded in these dimensions and can only be realized through
advanced bargaining for counterpart, intangible freedom values. If the Red
states are desperately In need of this trade, as they indicate to be, the best test
of their determination is this quid pro quo approach.

As mentioned earlier, the formula's application would, of course, receive
detailed treatment in relation to each Red state. If Hungary, for example,
seeks Free World trade, in addition to the items stated above there are the
genocidal abortion laws, the case of Cardinal Minduenty, the reduction of the
Iron Curtain, release of political prisoners, freedom of assembly for the Petofi
Circle and others and a reciprocal distribution of U.S. literary output in
Hlungary. The same detailed treatment can be applied to any other Red state.
To settle, as some "high Administration oMcial" suggests, for "Soviet goodwill
In defusing the East-West German Impasse over holding West Germany's
presidential election in West Berlin; Soviet help in searching for the victims ofthe U.S. flying Pueblo . . .; Soviet goodwill In trying to find some workable
peace formula for the Middle East.. ." means to settle for hollow appearances
at the complete sacrifice of substance." How easily a "high Administration
official" can be duped. Doubtless, in enforcing our idea, the totalitarian regimes
will cry about interferences In internal affairs," their "national sovereignties"
and the like, lint these protestations are thoroughly arid In the light of history,
the empire network, the basic solidarity of the entrenched Communist Parties,
and the International Red conspiracy.

Lastly, the structure of positive Free- World poltrade would to a notable
degree he erected by the initiative and leadership of the U.S. and its poltrade
policy. Though the structure should be built concurrently with the adoption ofthe policy, unilateral U.. action would itself become a constructive, efficient
cause for tie moulding of the institution. The objective is, of course, a unity of
action primarily with our West European allies, and there are numerous
averages of favor and disfavor to apply for such, unity. The present lack of
such unity Is to a great extent ascribable to our own failure In providing the
necessaryy leadership in the Cold War, over and beyond the military umbrella
dnd foreign aid. A new, concentrated Initiative by us should aim at theformation of a NATO Council on Free World Trade. The move would undoubt-
edly Infuse a new life of working partnership in the Atlantic community. To
maintain, as one senator hes, that the Cold War is over and that trade
restrictions are no longer in order Is indicative of the folly of our present
thinkingx3

The ('ouncll's prime function would lie a multi-lateralization of the poltrade
policy. Free World countries, such as Japan, would he included as associates.
Japan has been pushing its trade with the empire (Japan's 1968 trade with it
increased 15 per cent over 1964 and amounts to less than 7 per cent: about
$400 million with Red China, jumping 0 per cent over 1984, $80 million with
North Korea, and small amounts with North Vietnam). With this economic

aWarren Vona. "Nixon Opposes Freer Red Trade." The Woshngtom Post, June 80. 1969.rusen. Warren 0. Magnuson. "Introduction of The East.West Trade Relations Act of1969." Congressfoxsi Record, May 2?. 1969. p. 851O8.
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power assembled, In the ratio of 8 to 1 to the entire Red Empire, the so-called
Communist economic offensive would become a sterile exercise as the Free
World market, particularly in the underdeveloped areas, becomes In every
sense a true, free market. The new structural framework would, with qualifica-
tion, accommodate the inclinations of our ales as expressed., for example, in a
resolution by the six-nation Common Market Assembly stressing "the political
and economic importance of trade relations with state-controlled trade, in
particular with neighbor countries of East Europe, and the desirability of
developing them"-yes, toward genuine freedom. Canadians selling $403 million
of wheat to Red China, Italians buying natural gas from the USSR, Greeks
selling wheat to Bulgaria, and mnltiplying dayto-day reports on unconditional
Free World trade with the emr,,re would receive an entirely new assessment
under the away of a rational poltrade policy.

Only thirty years ago we substantially committed the same trade mistake
with another breed of totalitarian powers This time It is even worse because
of the cold war subtleties Involved and the trained capacity of the enemy to
compound the use of his relatively inferior resources. In the final analysis, the
requirements of the present sltuaton are a firm understanding of Red eco-
nomic strategy, the launching of a poltrade policy to counter this strategy, and
a national will to see It through. Frequent comments on the current disunity,

-the alleged ambiguity of strategic materials, and "our allies are trading wilth
them" are only convenient rationalizations for less than firm action In behalf of
expanded world freedom.

President Calvin Coolidge, who showed more long.run Insights than some
short-sighted historians credited him with, stated at the beginning of the USSR
as an imperial state that "Our Government does not propose to enter Into
relations with another regime which refuses to recognize the sanctity of
International obligations. I do not propose to barter away for the privilege of
trade any of the cherished rights of humanity. I do not propose to make
merchandise of any American prinelples." 40 Those seeking the swift buck-
directly or by U.S. Government guarantee--are merchandising our principles.
Let's see what more Coolidge said about prlnciples-4n our concluding chapter.

Senator Rom. I don't know how good my pronunciation is, but at
this time I would like to hear from Mr. Barbu Niculescu, who is
secretary general, League of Free Romanians.

STATE N 01 BARBU NIOULE U, SECRETARY GENE R, LEAGUE
OF FME ROXAIN

Mr. NxcuL ou. I am trying to reduce the 10 minutes to as short as
poible Mr. Chairman.

The eements of the world economy have changed drastically in
the last few years and are now in the process of searching for new
rapport and balances in the world.

As I testified last year in the Ways and Means Committee on the
same bill, it is appropriate that the changes on the economic scene be
encountered here in the United States by a more dynamic and
efficient system in order to deal expeditiously with the new problems
they raise.

The bill is advancing a series of urgent proposals to meet the new
world trade situation. Under the scrutiny of the Senate, the bill is
responding to a pressing necessity. Supporting it I express a general
opinion of.Americans who are aware of its importance and who are
interested in trade both here and abroad.

Particularly relevant to the projects I am associe A with, is an
item which deals with equal tariff treatment for Romania, mentioned
on page 12 of the bill.

0 Aaswl Muege to O. ms Dcnmber .192 .
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It is my conviction that normalization of trade relations with the
socialist countries is highly desirable and in time this will help and
stimulate the progressve opening of these new societies.

Romania has produced already a-new liberalization policy concern-
ing the freedom of movement and immigration legislation and is in
the forefront of Socialist countries.

Now, as far as private ownership of small businesses, they have
improved that too. The people now can own their own homes in the
cities they work in as well as they can own a home in any part of the
country, anywhere in the country for recreation purposes. They can
buy cooperative apartments, which is the same system like in this
country, except that they have to pay taxes of course to the govern-
ment and the maintenance.

The new legislation provides new classes of Romanian citizens.
First, Romanians who live in their country and may remain in
foreign countries forp longer time if they wish so on their Romanian
passports if they only conform with Romanian l legislation; second,
Romanians who live in foreign countries indefinitely for different
purposes. for, let ns say, scholarship purposes or for training or for
speciahzing i different fields; third, another class is formed by the
former Romanians who have acquired foreign citizenship and who-
desire to lie in Romania and retire there They do have to renew
their Romanian pass1orts every year because the Romanian Govern-
ment is giving them, in spite of the fact that they have their
American citizenship, for example, they give them a passport every
year.

Now since the second World War the Romanian Government hasallowed ,40000 Jewish people out of about 420,000 to emigrate to
Israel without paying tat. The rest remain in Romania not because
the government opposed their emigration, but because the were too
old to emigrate or did not want to emigrate to Israel, whic happens
in this country too. Families have been reunited by the Eomahian
Emigration Authority in the past and am still continuing to reunt
them.

After Romanian President Nicolae Ceausescu had declared pub.
licly a few years ago that Romania is a country in the process of
development, today many 1974 plan targets have been sharply up.
graded in the drive to fulfill the 5-year economic plan at least a few
months ahead of schedule next year. The 1974 plan is having many
of its targets upgraded by very ambitious margmn-

For example, this planning is more evident in the area of total
growth of the national income. Economic efficiency and product
quality are the chief concerns of the Romanian Government too. . '

The Romanian Government has proved to the world that Romania
is a country in the process of development, which has been expressed
publicly by the President and this policy is based on the fact that
Romania is a country of great national resources oil, minerals, coals,
metals, plus highly trained specialsts in the fields of science, engi-
neers, chemists, physicians, doctors, good labor, and plenty of raw
materials, which enable Romania to compete on any international
market.

In 1950 the per capital national income was $80. Today the per
capita income is $800 a year. The estimated income for 1990 is
between $2,500 and $8,000 per capita.
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The Romanian Government has reduced the State-owned trade
companies by 13 this year, in order to allow foreign capital invest-
ments, under the new law for the mixed corporations, not bnly in
Romania but elsewhere in the world, especially in the field of chemi-
cals, piharniaceuticals, petroleum, coal, steel, and aluminum.

The Romanian Government has taken measures and has instructed
its foreign trade companies with the purpose to serve the needs of the
government, allowing a greater inflow of Western investments, as
provided in its new law No. 424 of November 2, 1972, for the mixed
or joint corporations.

According to the compiled information given by the U.S. Journal
of Commerce, the Upited States has a favorable balance of payments
with Romania and continues to be so.

Trade between the United States and Romania in 1974 could near
$400 million according to the same source.

This fact is due to the new economic reorientation of the Roman-
ian economy to the West and particularly to the United States.

The Soviet exports to Romania are the lowest in the last two
decades compared with the share of the Russian products imported in
other Eastern Socialist countries.

The industrial West, in market share terms, was worth more to
Romania thai. ever before in 1972. Proportionately too, the slices of
world sales going to East Europe and to the U.S.S.R. were the lowest
in at least two decades. For example, tihe total Romanian trade with
Western countries increased 45 percent since 1960 while the Russian
share decreased to 24 percent since 1960.

Trade between the United States and Romania may well double
this year for the second consecutive year.

The same Western experts predict with the region of $200 million
in the bag for the last year, prospects for 1974, propelled by Ameri-
can exports to Romania, are good enough to near the $40 million
turnover.

Romania takes delivery this y ear of 707 Boeing jet planes and
several projects involving American equipment are getting under
way.

'the U.S. Department of Commerce reported last year that the
petroleum and oil products accounted for about 30 percent of Ro-
manian exports to the United States.

Among the international economic organizations, Romania is a
member of GATT, IMF. World Bank, U.N. Economic Commission
for Europe. and Comecon.

Meanwhile. President Nixon vowed to work for equal tariff treat-
ment for Romanian products-duty rates charged now for non-Social-
ist nations.

At present. U.S. tariffs on goods from Romania as from most
Socialist countries. average about two to eight times more than the
rates assessed imports from other countries.

Just to give you. Mr. Chairman. a few examples of the difference
between the most favored nations and the import duty from Ro-
mania to the American market. the American economy needs terribly
certain materials which they tried to get. They cannot get it because
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it doesn't exist free on the market. Romania has it for export. Now
let's take for example polystyrene. From any most-favored-nation
tariff they pay only $30 per ton. Romania has to pay $144 per ton. In
the field or polyeihylene, the import duty from the most-favored.
nations countries is $27 per ton and for Romania it is $88 per ton. I
can give you more and more and more examples, which are in my
statement.

Duo to this unfair tariff treatment-
Senator RaT. I am going to have to ask you to complete your

statement. We have a number of witnesses. Would you just summa-
rize it very quickly I

Mr. NiCULE8U. Yes, I have only a few words to say.
Due to this American unfair treatment to Romania, the United

States, in fact, prevents the efforts for the Romanian industrializa-
tion and economic progress.

If the U.S. policy is to build a fair and open trade "world, the
United States is morally obligated to insure a fair competition also
on the world markets. What Romania expects therefore, is an equal
and nondiscriminatory tariff treatment in order to buy all their
industrial equipment from the United States.

The balance of payments is always favorable to the United States
because the American Government has repeatedly declared publicly
and at the international conferences that the United States believes
in treating the world nations, whether large or small, as totally
sovereign and as equals.

Romania today has worldwide friendly relations with all the na-
tions in Europe, in Asia, in Africa, and in North and South America
and----

Senator ROm. I am going to have to bring this to an end because,
as I said, we have a number of witnesses, but we will be happy to
include your entire statement in the record.

Mr. NICVLMsCU. I feel it is a duty for all Americans to support the
President's Trade Reform Act of 1978, which advances the cause of
freedom, independence, and lasting peace through world trade and
prosperity.

Senator Rani. I do have one question.
I notice that you are secretary general, League of Free Romanians.

I wonder if you would tell, for the purposes of the record, exactly
what this League is and who it represents

Mr. NICVLFCU. The League was formed in 1951 by the former and
last Democratic Prime Minister of Romania, General Nicolae Ra-
descu, when we escaped from the Russian invasion in 1946. We came
to this country in 1947 and he formed this organization with all of
the refugees .during the Nazi time and afterwards, and after the
Russian invasion.

And we have organizations in the Western part of the world.
Senator Ront. Senator Packwood I
Senator PACKWOOD. No questions.
Senator RoTir. I want to thank you for coming before us and

presenting your statement.
Mr. NICULEusc. Thank you, sir.
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[The prepared statement of Mr. Niculescu follows :J
P&EARE STATREZNT O B~Au Nicutsou, SzCMART GRUAL, LEAGUE OF

Fm RouAniz a
Mr. Barbu Niculescu, residing at 6 East 80th Street, New York, New York

10021, considering the 'Trade Reform Act of 1978. H.R. 6767) presented by the
U.S. Administration, and later amended (H.R. 10710) by the House of Repre-
sentatives. states :

1. The Trade Reform Act of 197*", as presented by She Administration, S a
well-timed initiative to determine a $esible and prompt answer to pressing
world trade problem* oonfrontlng the U.S.A.

As an American business man, aware of the new world economic configure.
tion, I consider the President's Trade Reform Act an urgent and necessary
legislative proposal.

The elements of world economy have changed drastically in the last few years
and are now in the process of searching for new rapports and balances.

It is appropriate that the changes ou the economic scene be encountered bere
by a more dynamic and efficient system in order to deal expeditiously..With the
new problems they raise.

The Bill is advancing a series of urgent proposals to meet the new world
trade situation. Under the scrutiny of the Senate the Bill is responding to a
pressing necessity. Supporting it I express a general opinion of Americans who
are aware of its importance and who are interested in trade here and abroad.

S. Particularly relevant to the projccte I am aesociated with, Is an item whkch
deals with equal tariff treatment for Romania, mentioned on page I of the
Bill.

This new authority would enable the President to fulfill his commitment to
Romania and to take advantage of opportunities -to conclude beneficial agree.
ments with other Socialist countries which do not now receive the MF.N.
treatment.

I do recognize the general concern in the Congress over the freedom of
movement and emigration legislation in some of these countries, but as stated
by the President, I do not believe that a policy of denying M.F.N. status Is a
practical way of dealing with it.

It is my conviction that a normailtion of trade relations with the Socialist
countries is highly desirable, and in time this will help and stimulate the
progressive opening up of these new societies.

S. Romania has produced alrwdy a new liberalization polioy oonoernlng the
freedom of movement and emigration legtslalom.

The new legislation provides new classes of Romanian citizens: 1) Romaniana
who live in their country; 2) Romanians who live in foreign countries Indefin-
Italy; 8) Another class Is formed by the former Romanians who have acquired
foreign citizenship and who desire to live in Romania.

Since the Second World War the Romanian Government has allowed 840,000
Jewish people, out of about 420,000, to emigrate to Israel without paying tax.
The rest remained in Romania, not because the Government opposed their
emigration, but because they were too old to emigrate or did not want to
emigrate. Families were reunited by the Romanian emigration authorities in the
past and are still reunited.

4. Romanlln economic ejlfolenoy and product quality.
After Romanian President Nicolas Ceausecu had declared publicly a few

years ago that Romania is a country in the process of development, today many
1974 plan targets have been sharply upgraded. In the drive to fulfill the five-
year economic plan at least a few months abeod of schedule next year, the 1974
plan is having many of its targets upgraded by very ambitious margins.

Nowhere is this ambitious planning more evident than In the areas of total
growth, as seen by national income and Industry, investment and foreign trade.
Economic efficiency and product quality are the chief concerns of the Romanian
Government.

Herewith is a summary of the 1974 plan highlights, with targets measured
where possible against goals programmed for last year and guidelines origi-
nally given for this year in the 1971-75 plan law:

National Isome.-ProJected growth of 14.6%, highest programmed so far In
any quinquennum.
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PoreOn Traf.--A shocking 41.8% turnover leap projected; exports are to
rise 48% and Imports 89%. Savings realized from fewer new investments
startups are to be allocated for the Import of capital goods destined for
deployment In existing capacities of machinery, tools and Industrial equipment,

rsfWrv.--National Industrial production should reach Fifty Billion Dollars
this year, which is about 20% above the level programmed for last year and the
highest rate In two decades.

A u*uture.-Here, this year's plan is toned down, with farm output 5.8%
above the level programmed for last year. However, the new five-year plan
calls for 889% expansion.

Inveatmee.-Industry gets 00.8% of total investment, while agriculture
receives 11.8% of It; transport and tele-communications 10.8%, housing 8.910
and construction 3.2% of total.

These figures show clearly the determination of the Romanian Government to
prove to the world that Romania is a country in the process of development,
declared publicly by President Nicolase Ceausescu. His policy Is based on the
fact that Romania Is a country of great natural resources-oil, minerals, coal,
metals, etc.-plus highly trained specialists in the field of science engineers,
chemists, technicians, doctors good labour and plenty of raw materials), which
enable Romania to compete on any International market.

Let us take for example the field ofworld electronics.
Romania's electronics and electro-technical products have expanded 48.4% in

the first two years of the 1971-75 economic plan. It to additionally accelerating
during 1978-74 another 605%. Romania now exports these products to more
than forty countries. They use technology licensed by firms from the United
States, Japan, West Germany, France and others, besides employing Romania's
own modern know-how.

In the field of industrial equipment Romania produces an4 exports: Equip-
ment for the metallurgical Industry: Machine tools; Welding equipment and
accessories; Power machinery--puibpa, compressors motors; Quality control
apparatus and devices; Equipment,. installations and mterlals for the genera-
tion and transport of electric power; Tele-communication and electrical engi-
neering equipment; Electronic control and automation equipment and appara-
tus; Electrical and electronic research, measuring and control equipment;
Equipment, installations and machinery for the 011 and gas industry; Equip-
ment, Installations and machinery for the chemical, plastics and rubber Indus-
tries; Machinery, equipment and installations for the textiles, ready-mades,
leather and Moroccan and folk goods Industries, world known for their quality
and beauty based on a very old culture; Equipment, installations and machin-
ery for the mining Industry and transport within plants.

Waoes oud Job.-Non-farm employment is to rise by a quarter million
this year, at once higher than--the increase planned last year and the
galn of the quinquennium, which foresees a million Jobs expansion.

Real Incomes of the population per head are to rise &6% this year. In the
Initial two year Incomes went up 22%.

The real non-farm wage Is $78. monthly, while the monthly farm wage is $48,
which Illustrates the government's boom of the country's industrailsation, tryIn
to put In value Its natural resources, which will bring about a faster growth of
the standard of living of the population.

In 1900 the per-capita national Incomg was $80. The per-capita income today
is $M The estimated Income for 1990 is between $2,500. and $8,000.

The Romanian Government has reduced the State owned Trade Companies by
IS this year, in order to allow foreign capital investments, under thq new law
for the "mixed corporations", not only In Romania, but elsewhere in the world.
especially in the field of chemicals, pharmaceuticals, petroleum, coal, steel and
aluminum.

The Romanian Government has taken measures and has instructed its Foreign
Trade Companies with the purpose to serve the needs of the country, allowing a
greater inflow of Western Investments, as provided in its new law No. 424 of
November 2, 172, for the "mixed or Joint corporations".

The light consumer Items industry sector Las eight trade firms, plus another
three related to handicraft corporations. The total eleven include: TrIcoexport,
Sirer. Ventralimper, Iplu (a design institute), Arpimex, Confem, Romanoes-
port, iRomsit, Ilexim, Eximcoop and Icecoop.
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5. According to the compiled Information given bi the U.S. Journal of Coin.
merce, the U.S.A. hos a favorable balance of payments with Romania.

In 1971 the U.S. imported from Romania goods amounting to Twenty-five
Million Dollars and exported to Romania goods in value of Sixty-five Million
)ollars. against the 1973 amounts when the U.S. Imports were almost Fifty-six

Million Dollars, while the exports rose to about One Hudred-Seventeen Million
Dollars.

Trade between the United States and Romania In 1974 could near Four
Hundred Million Dollars according to the same source.

This fact is due to the new economic reorientation of the Romanlan economy
to the West and particularly to the United States.

A far as the rest of the world is concerned, among non-Socialist developing
countries, the top Romanian Imports came from Iran, followed by Egypt, then
India and Argentina. East Europe's share of the 1972 Romanian Import-qarket
is the lowest since 1967, while the Industrial West's slice is the highest since
1968. The Soviet exports to Romania are the lowest In the last two decades,
compared with the share of Russian products imported in Eastern countries.

The Romanian exports to non-socialist developing countries continue to be to
Lebanon, followed by Egypt and Iran, then India, Brazil. Exports to Israel
ranked behind Iran, but ahead of most Eastern European members, also Japan
and Canada.

The Industrial West, In market share terms, was worth more to Ronmania than
ever before in 192. Proportionately, too, the slices of world sales going to East
Europe and to the U.S.S.R. were the lowest In at least two decades. For
example, the total Romanian Trade with Western countries In 1900 was 22%
and in 1972 it increased to 45%; while the U.S.S.R. share slice in 1060 was 47%
and In 1972 It decreased to 24%.

0, Romantan Trade with the U.S.A. may double in 1974.
Trade between the United States and Romania may well double again In

1974, for the second consecutive year, Western experts predict.
With the region of Two Hundred Million Dollars in the bag for the last year,

prospects for 1974-propelled by American exports to Romania-are good
enough to near the Four Hundred Million Dollars turnover.

Romania takes delivery this year of 70? Boeing jet planes and several
projects Involving American Equipment are getting underway.

Moreover, the Romanians are strengthening their own export drive in the
United States In several fields-meat products, beverages, machine tools, chemi-
cals, farm equipment, etc.

One important point In the Romanian export picture Is that the petroleum and
oil products category have been accounting for a significant portion of sales to
AIerica.

The U.S. Department of Commerce reported last year that the petroleum and
oil products accounted for about 80%5 of Romanian exports to the United States
The same source recently published estimates showing that Romania's gross
national product was In 1972 Twenty-eight Billion Eight Hundred Million
Dollars compared with Twenty-four Billion Two Hundred Million at the outset
of the 1970s and Eighteen Billion One Hundred Million midway through the
196(W Within Eastern Europe the latest estimates rank Romania ahead of all
the other countries.

Among the International Economic Organizations, Romania Is a member of
OATT. IMF, World Bank, U.N. Economic Commission for Europe and Comecon.

T. U.S. Romanla Trade Package approved.
On December &, 19M3. President NIxon and Romanian President Nicolae

Ceausescn, in a joint statement pledged to "facilitate economic, industrial and
technological cooperation between U.S. Firms and Romanian enterprises."
Among the 13 point guidelines for promoting bilateral economic relations, there
were signed an Income tax convention, a civil air transport pact and a fisheries
agreement In West Atlantic waters.

A special emphasis was put also on machine building, electronics, energy,
metallurgy, mining, chemicals, tele-communicatlons, building materials. agricul-
ture and tourism.

Among joint ventures the two leaders mentioned manufacturing and market-
Ing aetivitim. Industrial licensing. the mutual exchange of banks and banking
agencies and "cooperative projects" In third nations.
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Other "guidelines" provided for:
Establishment of a joint Romanian-U.S. Economic Commission to meet an-

nually for "broader" economic relations between the two countries.
A pledge not to expropriate each other's assets, except "for a public purpose",

and in such cases, the assurance of prompt adequate and effective compensation.
Front what other country in the world, underdeveloped or In course of develop-
went, has the U.S.A. oMclal agreements which are beneficial to the United
States? Only Romania has closed agreements with the American Corporation as
'Mixed Corporations", before both governments have signed- such agreements,.
like in the case of Central Data Corporation, Manufacturers-Hanover Trust Co,
etc. : "

Mutual protection of Inventions, trade-marks and trade names.
Settlements of disputes through arbitration procedures see by the Interna.

tional Chamber of Commerce In Paris.
The Joint statement also suggested that the U.S., if Congress approved, might

extend equal duty treatment to Romania, because it Is a "developing country"
This is an economical position, which Romania has achieved officially In Wash-
igton.

Meanwhile, President Nixon vowed to work for equal tariff treatment for
Romanian products-duty rates charged now for non-socialist nations.

At present, U.S. tariffs on goods from Romania, as from most socialist
countries, average about two to eight times more than the rates assessed Imports
from other countries.

The two-way trade between U.S. and Romania grew fourfold since 19M. U.S.
will insure American business in Romania.

According to the U.S. Treasury Department, the United States-Romania tax
treaty, which will be subject to Senate approval, Is similar to recent U.S.
treaties with other European countries.

& The pretext Foreign Trade between the United States and Romania, due to
unfair tarif treatment.

Tht American economy is struggling to corer the needs for Phenol, Petrochem-
ials, Polystyrene, Polyethylene, Synthetic Fibres, etc. In the MFN countries, hut
either they do not produce them or the prices are too high. For example:
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Due to this unfair tariff treatment to Romania, the United States in fact
prevents the efforts for the Romanian Industrialization and economic progress.

Romania has made huge efforts to increase the trade with the United States In
order to pay for the huge Imports from the United States, which show a steady
increase In the balance of payments favorable to America.

If the United States policy is to build a fair and open trade world, the United
States Is morally obligated to assure a fair competition also on the world
markets What Romania expects, 'therefore, Is an equal and nondiscriminatory
tariff treatment In order to buy all their Industrial equipment from the United
States.

It would be unrealistic for the American Government to expect Romania to
buy all their industrial equipment and technology from the United States, while
imposing three to five times higher duty on Romanian products.
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- 9. Need for U.S. Senate separate tariff oonsideration for maniai.
Section 504 of the Trade Reform Act of 1978, Paragraph (a), Point (2), as

proposed by the Administration, states that the President may extend M.F.N.
treatment to a foreign country which has become a party to an appropriate
multilateral trade agreement to which the-United States is also a party-which
it the case of Romania.

In 1071, Romania became a member to the General Agreement on Tariff and
Trade (GATT) to which the United States is also a member, together with
Poland and Yugoslavia, both Socialist countries, and at that time the United
States supported the Romanian membership. Under thls agreement Romania
assumed duties which are similar to duties assumed under "M.F.N. bilateral
aRfeements.

It Is also important to note that there are three separate Bills Introduced and
sponsored for the M.F.N. for Romania earlier last year, namely:

1. 8.1085 by Senators Walter Mondale, a member of the Senate Finance
Committee, which handles tariff bills; and Senator Edward Brooke;

2. H.R. 1981 by Representative Joe Waggoner, a member of the House Ways
and Means Committee, where tariff bills are handled; and

8. H.R. 2034 by Representative Paul Findley and seven other members of the
House Ways and Means Committee.

10. The United Statea should consider granting MF.N. status to any ooUntrr,
based on her independent economic merits related to the U.S. economy and her
international performance.

The American Government has reputedly declared publicly and at the
International Conferences that the U.S.A. believes In treating the world naUons,
whether large or small, as totally sovereign and as equals.

President Nixon has declared publicly that the Romanian contribution to the
world cooperation and peace is a well known fact, especially In the U.S. efforts
to reach an understanding with the Soviet Union and the Peoples' Republic of
China, In order to achieve peace in Vietnam. The Romanian Government's war
debt has been fully settled and paid since 1961.

Romania today has world wide friendly relations with all the nations In
Europe, in Asia, In Africa and North and South America.

Her basic principles were very clearly defined during the European Security
Conferences, both In Helsinki and Vienna, that she intends to be an independent,
peaceful and sovereign State.

Among all Socialist countries, Romania has agreed to participate In -mixed
corporations on an equal basis, in the countries where the foreign investments
came from, which provides complete assurance of their honest economic inten.
tons. _ p

In the first place It would be unfair to the American Investors In Romania not
to grant them the MF.N.

Here Is an opportunity for the U.S. Congress and Senate to grant Romania the
M.F.N. treatment, based only on her own political merits and international
economic performance.

I feel It is a duty for all Americans to support the President's Trade Reform
Act of 1978. which advances the cause of freedom, independence and lasting
peace through World Trade and prosperity.

SouRcES OF EcoNOUx0 STATIST08 AND INFORMATION ABOUT R0,MAWJA

1. The U.S. Jorunal of Commerce of January 14th and February 27th, 1974.
2. The New York Times Magazine of February 24th, 1974, Section 6.
8. Chase World Information Corporation, East-West Trade Oonsultants.
4. Business Week Magazine of December lst, 1978 (pp. 40-44) and December

8th, 1978.
5. U.S. Commerce Department.

Senator PACKwoon. The next witness is Lt. Col. Starr West Jones.
While the colonel is coming up let meexplain again.Qur time limit.

We have, after Colonel Jones, five sets of witnesses. We are trying to
hold to a 10-ininute limit on direct statements so we can have time
for questions and get done this morning. I will hold very firmly to
this rule. Colonel I
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STATEMENT OF DR. IAMES H. SHE LON, VICE PRESIDENT OF
RESEARCH CENTER FOR RELIGION AND HUMAN RIGHTS IN
CLOSED SOCIETIES ACCOMPANIED BY REV. BLAHOSLAV HRUBY,
EXECUTIVE DIRECTOR

Mr. SHELDON. Mr. Chairman, I am not Colonel Jones. The request
was that Colonel Jones and myself, and incidentally I am Dr. James
Sheldon, a ppear. It so happn that Colonel Jones edits one of the

C most widely distributed religious publications in the world with a
number of international editions and he had trouble with deadlines
today. His'statement, however, is that of the executive committee and
the bard of directors of the Research Center for Religion and
Human Rights in Closed Societies, of which I am vice president.

I am accompanied here at this moment by our executive director,
Rev. Blahoslav Hruby, a Presbyterian miniister of Czech birth.

Our'special concern is the retention in this bill of the material
commonly known as- the Jackson-Mills-Vanik azifendment which I
believe is supported by a majority of the Members of both HFouses in
its submission and stands before you.

The Research Center was formed to help expand and support the
area of human and religious freedom in the world. This is a cause in
which America has been concerned ever since the days of the May-
flower Compact and the Declaration of Independence. We strongly
favor any steps that expand the area of mutually beneficial trade
because they help to improve the lot of all peoples, however, it is the
established practice of most countries and ours in particular to make
certain that negotiations, looking forward to new extensions of trade.
are two-way streets with a give and take involved.

We favor detente but" only when it is a two-way street. We favor
the expansion of trade but oily when it is a two-way street.

Now we are being asked in this bill to open the way for most-
favored-nation treatment to the Soviet Union and other countries in
the nonmarket economy. I think our position comes perhaps from the
Bible as well as the Declaration of Independence and the Bible
teaches us that all men are brothers and we must be concerned with
each others' welfare. Trade is a part of that welfare, but only a part.
Other parts are: a right to practice one's religion, a right to speak
freely, a right to move freely about, a right to leave one's country
and to return to it.

In short, we believe that morality as well as economics should have
something to do with our world affairs.

Senator PACKWOOD. I would agree with you and I am a supporter
of that amendment. Let me ask you, because a number of the business
groups have been opposed to leaving the Jackson-Vanik amendment
in. Not because it is immoral but because it is not germane and
shouldn't be in the trade bill. This is the argument. In a trade bill
how far should we go in what Russia does internally I How much is
our moral business I Should it extend to freedom of the press?

Mx. SKEwN. I think that since the adoption of the Universal
Declaration of Human Rights, negotiations might legitimately ex-
tend to any of those freedoms. The particular freedom involved in
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this amendment and now a part of the bill is perhaps the most basic
of all because it has to do with the right of people to move freely and
if necessary to become refugees in some other countries.

This right of movement is perhaps the most basic of all and it is
one that. doesn't really concern the internal affairs of the country. It
concerns the external affairs also in the sense that it has to do with
the right of the movement of people.

Now I am aware that a lot of people say that this ought to be dealt
with separately. I understand that the Secretary of State has so
testified. We would take strong issue with that. The question of
human rights ought not to be one that would have to be raised at all,
but if they are denied in a country that is about to become our
trading partner under conditions where we extend credits and in-
vestment guarantees and so on, which indeed uses tax money taken
out of the pockets of all of us, then I think we are entitled to some
quid pro quo in terms of improving the whole state of the world and
helping people who are not able to help themselves. This has to do
with the peace of the world.

Senator PACKWOOD. Well the question-
Mr. SimnwON. And if I might just have one more statement,

because if you don't have a degree of freedom of movement recog-
nized and other freedoms, you are going to have to go to war.

In this case I think that you and the others who sponsor this
amendment have made yourselves the consciences of the world and
also the spokesmen for many, many thousands of people who have no
other spokesmen.

Senator PACKWOOD. I think-we ought to put a dose of morality in
much of the legislation that we pass. I also know if we were to try to
apply most of the freedoms expressed in the U.N. Declaration of
Human Rights to most of the countries ifi the world that do not
observe them, we would have trade with almost none of them if our
insistence was that unless they observed these rights we will not
trade or extend most-favored-nation.

I just want to find out how far should we go. You and I agree on
emigration. How much- more should we demand- I am trying to
think what the United States would think if other countries de.
manded certain things of us. For instance, we restrict emigration for
certain people under indictment for trial and will not allow them to
leave the country pending trial.

Mr. SuELDOy. I would separate the right of emigration from the
right of exit. I appeared before some other committees some years
ago in support of liberalization of immigration policies to the extent
of doing away with ethnic barriers and so on, a change which was
made several years back. But here we are dealing with this just one
very basic element. And I am suggesting that it is appropriate to
invest upon that element because we are making important conces-
sions besides just a matter of two-way trade. We are making conces-
sions to a country which badly needs to purchase a lot of materials
from us, a lot of technology and technological material and so on,
which will help to shore up its military status.

So the question of our military arrangements with the Soviets is
also involved. And also they are asking to do this on a credit basis
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which means using our wloney at least for the immediately foeseea-
ble future. Therefore the situation, and the same is true with all of
the nonmarket economy countries, therefore the situation is a little
different from negotiating a treaty with let us say Great Britain,
with the United Kingdom, whee this kind of issue would not be
involved.

Senator PACIKWOD. What about Red China? We will s6on be
negotiating trade agreements with them I judge.

Mr. SHELDON. I would certainly feel that the same rules a apply
There. And under another hat, as a foreign correspondent, I have

talked with at least two score refugees from mainland China within
the last couple of years in all of the countries surrounding that area.
There is a complete limitation on exist from Red China. If you go to
the border at Hong Kong, if you went there a couple of years ago
anyway. you would see a row of little pill boxes on the Peoples
Republic side. When I first saw that row of pill boxes I had to look
at my map. I thought that I had gotten my directions wrong because
the guns seemed to be pointed in the wrong direction. They weren't
pointed towards Hong Kong; they were pointed towards China to
keep the people in.

A lot of correspondents mentioned that beside myself and the last
time Iwas there the pill boxes had been removed. But they typify
the problem and so you have thousands of young university gradu-
ateslosing their lives hi the risky business of swimming through the
shark-infested waters of the river there at Hong Kong just to get out
of the country.

I think we ought not to make a deal where we are, again, pay for,
through our loans anLd guarantees pay for their side of the trade as
we?* As our own. We ought to mae such a deal without selling out
the rights of people to get out.

Senator PACKWOOD. Let me ask you further. Are there any other
rights we should insist upon ?

1Mr. SHELDON. Yes, but I suppose you can't ask for everything at
once. This basic right that is contained in the amendment I believe is
the one with which to begin. Perhaps then with a little work the
next thing will be a little more freedom of information. If people
have the right to go and come, you have to get more freedom of
information and you are in a better position to argue for it. You
have to begin to lave some freedom of religion if people are free to
go and come.

So I think that the framers of this amendment were very wise in
picking this particular right as the one on which to concentrate. And
of course we have already heard a great deal about the question of
the migration of Soviet oews to Israel; a matter in which our group
is particularly concerned.

I would like to have a resolution of ours inserted in the record as
part of my testimony if I may at this point.

Senator PACKWOOD. It will be.'
Mr. SHELDON. So that I believe that if we stay put in this place,

with this amendment, we may start a whole new picture with regard

see p. 1801.
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to human rights and world affairs It is nothing new to negotiate
over a lot of things when you negotiate a trade bill.

Way back in the early days; we took 14 years negotiating a trade
treaty with France. Albert Galaton and Henry Clay were the a rchi-
tects of that. The main thing techlnically involved was the tariff on
French wines. What actually was involved was the settlement of a
whole string of matters growing out of the Louisiana Purchase.
Years ago when I taught international law, I insisted that my whole
student body read this whole set of negotiations. It took us 14 years
of negotiations and it was technically a trade treaty about duties on
wine.

This is noting new in American history although, for awhile, we
tried to tell ourselves in the 1920's and early 1930's that we could
separate trade from' other things, but now the world has changed
again and trade is inevitably tied up with our military relations,
with the security of the world's peace and so on. How can you trust a
country where a society is totally closed, where there is no freedom to
know at. allI

Senator PACKWOOD. I don't trust them at all. I am just curious how
far the United States should go. We got burned in Viet Nam when
we went in and attempted to impose upon them some of our ideas of
government and what kind of freedoms we thought they should have
or try to have. I am just curious how far we should go in imposing
what we think other countries ought to have.

Mr. SEumDo. Yes. What I would like to do, and I take it the
Senator would also be interested, would be to include a lot of free.
doms, but you can't do that and make it all at once. So I believe that
this selection of the right to go and come is just about the most basic
of the human rights, and is the one to select.

And I think that there is no parallel with the Viet Nam situation;
a situation which I would love to discuss but I know you don't have
time now.

Senator PACKWOOD. No, I'm afraid we don't.
Mr. Smwor;. However, there is no proposal or no possibility

rather that we ar going to send an army or a navy or an air force to
compel the Soviets to accept a steel mill from us or to accept the_
know-how to operate an assembly line or to accept some more wheat.

And I thinkit is utterly unlikely that anyone would suggest
sending the Air Force in to collect what is due under this bill in
that regard. All that is proposed here is one stark fact, to make it
easier for the Soviets to purchase things like those using credit which
we supply.

Senator PACKWOOD. Do you think that we ought to withhold all
most-favored-nation status or any kind of trade agreement with
Russia until they are willing to pay off financial debts of their
predecessors?

Mr. Szmnw.-I would not think so.
Senator PACKWOOD. Why?
Mt. SunwoN. But in negotiating general loans and the like, if we

were ever to do so, we should deal with that.
Senator -PACKWOOD. Why not in this bill? We are going to have

some witnesses a little later on who are going to testify to that effect,
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but why shouldn't Russia be held to its contractual obligations to
citizens in this country th

Mr. SneLDO. There is no reason they shouldn't be, but on the
other hand I think that one has to make some kind of tridesman's
judgment as to how many things you can put into the bill at once. I
mean, if you get this one thing, you have then started a whole series
of new developments.

I think if we put a whole series of things in it, which I personally
would like to see done and I know you would, we nught end up
without being able to negotiate a trade treaty at all. And I think
there are some advantages in doing that.

Senator PACKWOOD. Doctor, I've got to stop you because the bell has
rung and your entire statement and the resolution will be in the
record.

Aain, we appreciate your statement and thank you for coming.
Mr. SiEwoN. Thank you.
With your permission I would like to leave with the chairman a

copy of a monthly publication of our agency also.
Senator PACKWOOD. Thank you.
(The prepared statement of Colonel Jones and Mr. Sheldon and

material submitted for the record follows :1

STATEMENT or RES&AROX CENTER Pol REMIOoN AND HUMAN RIGHTS IN CsvZD8oonmrs.

(BY LT. CoL. (RsT.) STARR WEST JONZS, PaESIDENT, AND DR. JAMES H.
8HELDON, Vics PmmxT)

SUMMARY
The extension of most-favored-nation treatment to nonmarket economy areas

brings large economic advantages to them. We should require, In return, from
benefiting nations some improvement In the granting of human rights--to thus
help assure future peace In the world. The Research Center for Religion and
Human Rights therefore urges that the provisions of the Jackson Amendment be
retained in the Bill. While we favor detente, we are keenly aware of the danger
of a Second Munich-and we believe that the provisions of the Amendment will
help guard against that danger.

SrATEMENT

Mr. Chairman, the Research Center for Religion and Human Rights In Closed
Societies was formed to help expand, and support, the area of human and
religious freedom in the world.

This Is a cause In which America has been concerned since the days of the
Mayflower Compact and the Declaration of Independence. These are purposes

C embodied In the Constitution of the United States, and more recently In the
Universal Declaration of Human Rights.

We strongly favor steps that expand the area of mutually beneficial trade,
and the free exchange of peoples and of Ideas, anywhere in the world-because
these help to Improve the lot of everyone concerned, and make the possibility of

permanent peace more likely.
It to the established practice of most all countries, however, and of the United

States In particular, to make certain that all negotiations looking toward new
extensions of trade (or similar exchanges) be mutually beneficial, and If
possible also beneficial to the world.

In other words, we are concerned with a two-way street:
We favor detente, when that Is a two-way street.
We favor trade, but when that, also, is a two-way street.
We are being asked, in this Dill, to open the way for most-favorz'd-natlon

treatment with respect to the Soviet Union, and other countries In the nonmar-
ket-economy area.
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We believe that in making such extensions, which Include important credit and
Investment advantages, we must also consider some very basic principles for
which the United States has so long stood-and the expansion of world trade Is
only one of them.

The Bible teaches us that all mn are brothers-and must be concerned with
each other's welfare. Trade Is a part of that welfare-but only a part. There are
other matters Involved-basic human rights: such as the right to move about
freely, the right to worship freely, the right to free speech, etc.

This country has recently fought three wars for the freedom of the Individ-
ual-and our tradition is to support the enlargement of that freedom, every-
where. To negotiate new areas of trade, without being mindful of this fact,
would mean that we had failed In an obligation to our history, to our citizens
today, and to our fellow-men in other countries

In short, we believe that morality, as well as economics, must govern our
negotiations with the Soviet Union and the other closed societies with whom we
may make agreements under the terms of this Bill.

We must ask ourselves, how does this affect the welfare of people?
In the Universal Declaration of Human Rights, the nations of the world have

declared:
"Everyone has the right to freedom of movement and residence within the

borders of each state. Everyone has the right to leave any country, including his
own, and to return to his country." (Art. 18).
And again, we read:

"Everyone has the right to seek and to enjoy In other countries asylum from
persecution." (Art. 14).

Events today make it obvious that these rights are not available to thousands
upon thousands of people in the nonmarket-economy countries.

The recent sensational incidents, surrounding the exile of the Nobel Prize
winning author Alexander Solshenitsyn, provide one striking example, affecting
the USSR. The Increasing number of young intellectuals who lose their lives
trying to leave the Peoples Republic of China provides other examples, as also
does the very existence of the Berlin Wall.

Some people will ask, what do the rights of these people have to do with
trade-with "doing business"?

We would respond: The Soviet Union and the other nonmarket-economy states
have obvious need to do business; and It Is now being proposed that we meet
some of their needs by making available a considerable array of credit and
banking privileges. Specifically, It Is proposed that what Is called "most-favored-
nation" rights be extended to them.

Such an extension of trade areas Is, in itself, desirable: but, as already
noted, we believe a two-way operation must be invoked. It Is here that we
believe the Bill before you requires the retention of the amendment as has been
proposed by Senators Jackson, Riblcoff and 76 others.

We contend that if the Soviets are sincere in their desire for true detente, then
they must demonstrate it realistically, by a willingness to compromise. The
Jackson amendment provides them with the opportunity for such a realistic
move. Without some such giving on the part of *.he Soviets a two-way detente Is
iot possible.

To extend the most-favored-nation area ibro the nonmarket-economy region In
Itself involves certain risks to the American taxpayer, and some major readjust-
ments in our home affairs. To Incur these risks, without being mindful of the
unique opportunity which history has presented us for bearing testimony to the
concept of freedom, would mean that we had made unjustifiable concessions to
unreclprocating governments who maintain a different and less-free society. It
would mean that detente had become merely a one-way street.

Andre Sakharov, the Soviet physicist, who has long been one of the chief critics
of his government's totalitarian repressions, has in recent Writing surged °1con-
vergence' between the Soviets and the West; hut at the same time he warns the
West about what he calls the "hidden dangers" of a false detente, a collusionist
detente, or a capitulation detente.

We believe that takharov's warning coincides with the danger we see In
granting most-favored-nation status without receiving in exchange some tangible
benefits from the Soviets, benefits that will help insure peace In the world. At
least one such concrete benefit would be ensured under the terms of the Jackson
amendment
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The Secretary of State was quoted recently as saying that these freedoms,
such as the Jackson amendment calls for, will be forthcoming later, in good
time, without demanding them in this Trade Bill.

We ask you, gentlemen, did the peace which a totalitarian government
promised to Prime Minister Chamberlain come after he signed, so trustfully, at
Munich?

This Trade Bill, if passed without the provisions of the amendment, may
become a similarly tragic document.

To barter away our free trade, with all its tremendous advantages, in
exchange only for money or goods would be to dishonor every American who
fought for freedom for ourselves and our Allies in the last three wars. Are the
sacrifices of those lives, careers and fortunes to be now traded off for nothing
more than dollars and shadowy promises?

The objectives being sought in the amendment are simple, and they do not
affect-the internee conduct of other countries. What we ask Is only that, in their
ezternal relations, the other parties to any negotiation under this part of the
Bill, will agree to implement for their citizens the principle that men and
women shall be permitted the free exercise of the right of exit. -

Mr. Chairman, it seems to us that an opportunity is actually before us in this
Bill to ask for much more. Yet what Is provided In the amendment Is only one
of many freedoms that ought to prevail in nations everywhere-and we believe
this one is a bare minimum, without which a most-favored-nation status should
not be granted.

There remains but one question. Some have said, why do we not deal
separately with trade and with human rights? Why must these matters be
Incorporated Into one single package?

The answer Is very simple. It should not be necessary to raise questions of
human rights at all-lt, f they are denied in a country that is about to become
our trading partner, t.en It Is up to us to use the leverage of our negotiations to
bring about some Improvement.

Permanent peace is not possible until nations remove the causes of war. The
denial of basic human rights Is Q0e of these. An opportunity to remove one such
cause of war, without resort to force of arms, Is not apt to present itself again
in the near future.

To fall to use such an opportunity, when It Is before us, would be to fall our
obligations to our own citizens and to thousands of human beings whose
misfortune It Is to have no one to negotiate on their behalf. You, the members of
this Committee, can therefore become the advocates for these voiceless
thousands.

A few weeks ago, when discussing this Bill on television, one gentleman who
heads a committee on extension of trade said in effect: "Oh, they only want to
buy our Pepsi Cola."

There is no harm in people drinking Pepsi--or any other cola, we might add-
but cola is only one item in a free trade. It Is heavy industry and critical
scientific technique which the Soviets want, and will get, once we grant them
most-favored-nation status. That priceless trade will help to build a strong
economy within the Soviet Union; and let us remember that military might rests
upon the strength of a nation's economy. Unless we secure from the Soviets, In
exchange, a realistic proof ot sincere, peaceful cooperation, then we will have
been utterly naive; in spite of our much vaunted Yankee sagacity we will have
been bested in a trade deal, by a subtle and dangerous "Cola diplomacy".

Gentlemen, we urge you to retain In this Bill the provisions of the Jackson
-amendment.

STATEMENT Olt THE MIDDLE PAST

(Statement Adopted by the Board oe Directors of Research Center for Religion
and Human Rights In Clot d Societies on November 20, 1978)

MLM TO WORLD ORDK2-TERRORSM-DISr,0ARD Or RIGHTS OF PuRIBO NR--OML BLACK-
MATL--ZRM O A NEW MUNICH AND A NEW sovWr MPERIALIsM-AUMRCA
POLICY SUPPORT FO ISRAnl.

We are deeply concerned by the peril to freedom which has been created by
the war In the Middle East. The danger takes many forms--
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PERIL TO WORLD ORDER

For the first time in history, observers acting for the whole international
community (the United Nations Truce Supervision Organization) were able to
report definitely as to which side started the fighting. They reported that troops
of Syria and Egypt marched, without provocation, against Israeli positions,
moving on exactly the same time schedule. The United Nations hbq failed to
recognize this basic truth in its actions.

TERRORISM

Terroristic acts by illegal and paramilitary groups have been allowed to
continue, without any discernible effort of Arab governments to prevent them.
When guerrilla forces made illegal forays across the Jordan River or the Syrian
boundary, no government made effective efforts to control such actions. We
recall that when terrorists assassinated Israeli athletes at the Olympic Games
in West Germany, the Arab leaders did not denounce the action-even though It
took place in a neutral land.

There is no code of ethics, anywhere, that can justify punishing innocent third
parties, In countries not party to a' dispute, as part of an endeavor to achieve a
military purpose-whether that purpose be good or bad.

DISREGARD OF RIGHTS or PRISONERS

To this day, the Syrian government has refused to exchange lists of prisoners,
to exchange wounded prisoners, or to allow Red Cross inspections, all this In
violation of the Geneva Convention.

A basic matter of humanity is Involved here. The world cannot stand idly
aside when such violations of human rights take place.

OIL BLACKMAIL

The threat of an oil embargo, intended to coerce sovereign nations not
involved in the Middle East fighting, is dangerous to the peace and security of
the entire world. The use of such methods threatens the industries, the Jobs and
the rights of people everywhere.

No state or group of states, using such means, has the right to plunge the
world Into economic chaos, with attendant suffering of millions of people, and
with the possible danger of general warfare.

THE PERIL or A NEW MUNICH AND A NEW soVter IMPERIALISM

The true protagonists in the Middle East are the Communist totalitarian
world and the free world. It Is in the interest of justice, and in the interest of
democracy throughout the world, to ensure the security and existence of Israel,
as the only strong outpost of democracy in a region that Is critical in both
military and economic terms.

Without enormous Soviet armaments, the Egyptians and the Syrians would
not have been able to mount their attack. Since the outbreak of the war, the
Soviets have resupplied these countries with at least 200,000 tons of new
weapons delivered by sea, plus unknown quantities delivered by air.

America, and the free world, cannot stand by while Communism seizes the
crossroads between Europe, Asia and Africa, along with its enormous petroleum
deposits-energy sources which the Soviet Union does not need for its own
purposes, but would like to control as a means of enlarging Its area of
hegemony. Such a result would reduce many countries to the status of Soviet
satellites, and threaten the way of life of the entire free world.

AMERICAN POLICY

The United States must beware lest our efforts at detente result in steps
whereby America offers tangible benefits to the Soviet Union in exchange for
nothing more than a softening of Moscow's propaganda rhetoric.

We must use every means to make sure that other free nations, and the
members of NATO, understand this peril-and realize that present Soviet policy
is merely an extension of the Czarist ambition to make the Mediterranean the
Southern boundary of Moscow's power.
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America should use every resource of economic power, diplomacy and Interna.
tional negotiation, to prevent the extension of Communist control which is
threatened so clearly.

At the United Nations, we must prevent the endeavors of the Moscow-Cairo
Axis to rewrite history by their attempt to substitute for a concern for refugees
a plan to "liberate the Palestinian natlon"-which is only a euphemism for the
destruction of Israel as a sovereign and recognized member of the family of
nations.

At home, we must not succumb to the threat of oil blackmail.

SUJM0T FOR ISRAEL

In the Middle East, we must make sure that the fragile cease fire is
preserved, by supplying to Israel such support as she may need In order to
maintain at least a balance of power, while negotiations proceed along more
permanent lines.

If the- Western World is to capitulate to the destruction._of a small free
nation in the Middle East, and sacrifice its freedom to an expansion of the area
of Communist control or hegemony, then our children may well say that this was
a generation of blinded leaders and governments devoid of moral principle.

Ax AePAL or SOY=E JEwS TO TE CONRoESS or U.S.A.-

MARcH 8, 1978.
We, the Jews of the USSR, fighting for our repatriation to Israel, hereby

appeal to the Congress of the USA because In our eyes it is not only the highest
legislative organ but also the body exprejsng public opinion in the country.

The ever growing attention of the public and of the Congress of the USA to the
problem of the free choice of one's country of residence and, in particular, to the
problem of the repatriation of Soviet Jews to Israel, testifies to their profound
understanding of this question that is of vital importance to us and to their
Interest in a just and humane solution of the problem.

This is the reason why we would like to give a brief description of the existing
situation in the matter of the repatriation of Jews. This is particularly neee.
sary at present because lately unconscientious propaganda has been trying to
create the Illusion that there has been some sort of positive progress in the
matter. However, nothing like this has been taking place.

What is the aim of our struggle?
We demand the recognized and legally guaranteed right for every Jew who so

wishes to go to Israel. The handouts, distributed from case to case In accordance
with the political situation, cannot satisfy us, the Jews of the USSR, and they
should not mislead our friends. It is this basic right that we are denied. We have
only the right to petition for emigration. The decisions of the authorities remain
absolutely arbitrary, but, In order to create an appearance of respectability in
the eyes of the public opinion In the West, the refusals are given an Imaginary
legal basis.

"HAVING INFORMATION" 03 "BCRDCY"-"OBTACL5 TO EMIORATION

Thus, In the interview given by the Deputy Minister Shumilin, on December 22,
17, It was stated that the limitations on the right to emigrate are applied only
to those who by the character of their activities had been connected with work
Involving interests of State. On the basis of this provision, the great majority of
scientists and qualified specialists In the spheres of physics, chemistry, electron-
ie, calculating machines and other spheres of science and technology, as well as
a number of economists, historians, Jurists and Journalists who had worked in
absolutely open and ordinary establishments, get refusals, which are unlimited
by time and which are based on reasons of "having information" or "secrecy."

It should be stressed that the concept of "having information" or of "secrecy"
has nothing In common with the concept accepted in the West, where secret work
aceem to secret information and the obligations undertaken In connection with
this, causing a temporary limitation of certain civil rights, are clearly defined.
In the USSR, however, it is a matter of Indefinite regulations that have not been
made public anywhere.

In a country where even access to a number of foreign publications is not
open to all citizens, the argument of "secrecy" Is very convenient In order to
refuse whomever one wants.

30-29-74-pt. 6- 5
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In addition, the so-called "registered access" merely means that the person

concerned had been checked and can be permitted to read material of a
confidential nature. This does not mean, however, that he had In fact carried out
secret work or that he Is Informed of State secrets Quite often the "secret"
work, which serves as an obstacle for emigration, concerns matters that had
taken place ten or fifteen years ago, or even during the Second World War. This
is In spite of the fact that It Is well known that even the gravest secrets are
outdated In two or three years. In giving refusals, the authorities also refer to
the presence of "a high informative potential." Nobody knows exactly what this
Is. Evidently this means having a wide mental outlook, which permits the person
detained to judge the standard of science or technology In his sphere.

References are even made to the'access to secret Information on the part of
relatives who remain in the USSR and who have no Intention of leaving the
country.

In light of the above It becomes clear that it would be difficult to find a
person, working in the sphere of science or of Industry, who could not be
refused, if so desired, an emigration permit on the basis of one of the points
mentioned above. The official and public statement of Deputy Minister Shumilin
to the effect that It Is even a secret to explain to the person Interested the
essence of his "secrecy" and the length of Its effectiveness Is a good Illustration
of the atmosphere of arbitrariness that exists In the matter.

The arbitrariness and the groundlessness of these pretexts are clearly demon-
strated by the fact that a number of persons, who had allegedly also had high
"secrecy" and had had their emigration permits refused for this reason, were
suddenly given emigration permits in October 1972.

EMIGRATION TAX CONTRARY TO VNIVERSAL DECLARATION OF HUMAN WRIHTS

In addition to the argument of "secrecy," the Soviet authorities also make use
of the prohibitive tax on education for the purpose of limiting the emigration of
specialists. Certain persons In the West might get the Impression that the new
and widely publicized changes In the instructions for exacting payment of the
education tax have greatly eased the situation. This would be a great error. In
reality, the tax Is contrary to Statute 121 of the Constitution of the USSR and
to the Universal Declaration of Human Rights and is applied retroactively to
persons who had received their education long before this normative act was
adopted. In addition, In the calculation of the sum of this tax, the expenditure
for education has been over-estimated to twice Its amount and the period of
repayment has been made five times as great. Exemption from the tax has been
given only to part of the Invalids and of the pensioners, depriving them at the
same time of their life-term pension.

However, these changes have had almost no effect on the great majority of
persons with higher education (the average age of the repatriates is 2?). In the
future a young specialist with a university diploma will have to put aside the
money for the ransom (with the officially recognized rate of saving-% of the
salary) not for 125 years as before, but only for 90.

All the above-stated clearly shows that there has been no lessening in the two
basic obstacles to repatriation of the Jews. And, In spite of a certain quantita-
tive growth of the number of repatriates, connected In particular with the
increase In the number of persons applying for Issue of exit vis, the policy of
the authorities towards those who Insist on their right to emigrate, has become
considerably harsher.

HARASSMENT AND PCSEOUTIOIN

As before, the Jews who have applied for emigration are forced, as a rule, to
leave their jobs or are dismissed. In such a case a specialist Is forced to look
for any kind of work, including unqualified physical labor. Frequently he Is
deprived of that work as well and is afterwards persecuted as an idler.

Cases of judicial and extra-judicial persecution are becoming more frequent-
and more and more harsh. These cases include prison sentences for collective
appeals to Soviet authorities, arrests of Jews without reason or explanation, etc.

This happened first during President Nixon's visit to Moscow, and since then It
became a sorry tradition and an integral part of holidays or of solemn
occasions In the Soviet capital.
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Of particular concern are the unceasing trials of Jews who wish to go to
Israel. In 1972 eight persons were convicted. In February of 1978 Lazar
Lubarsky was sentenced to four years. Isak Shkolnik is now awaiting trial.

This great and tragic subject deserves fuller explanation. Therefore in this
letter we shall not dwell on It.

The amnesty, declared on the occasion of the Fiftieth Anniversary of the
USSR, has freed scores of thousands of thieves and hooligans, but it has not
touched a single one of the Jews convicted in connection with their desire to go
to Israel.

OUR OXLT DESMI: O0 TO ISRAE

Our situation is becoming worse. Further repressive measures might be taken
against us, even though the authorities know very well that we have no
underground activities or secret plans, we have no secret organizations, we have
only the desire to go to Israel and the resolve to fight for the realization of this
desire.

We think that the public and the Congress of the USA should know the truth
about the problem for which they demonstrate interest and understanding.

Signatures: Moscow-115; Kiev-17; Leningrad-34; Riga-7 ;
Klshlnev-38; i'llnius-33; Minsk-5; Kharkor-4; Odessa-3; and
Tbilis--3.

Senator PACKWOOD. Our next witness is Mr. Edwin S. Mttrks. I see
you have Dr. Beck with you, is that right I

STATEMENT OF EDWIN S. MARKS, PRESIDENT, CARL MARKS & CO.,
INC. ACCOMPANIED BY DANIEL COLLIER, A VICE PRESIDENT
AND MANAGER OF THE FIRM'S INTERNATIONAL COMMITMENTS
DEPARTMENT, AND DOUGLAS SHANKMAN OF THE FIRM'S INTER-
NATIONAL COMMITMENTS DEPARTMENT; AND DR. HUBERT
PARK BECK, CHAIRMAN, RUSSIAN DOLLAR BONDHOLDERS COM-
MITTEE OF THE UNITED STATES

Statement of Edwin S. Marks
Mr. MfnKs. Thank you. My name is Edwin S. Marks, president of

Carl Marks and Co., Inc. of New York. We are foreign securities
specialists for over 48 years. With me is Daniel Collier, our vice
President and manager of the firm's international committments

eartment-
Senator PACKWOOD. And the name of the firm is really the Carl

Marks Co.?
Mr. MARKS. That is right. That was my dad.
Senator PACKWOOD. I might state for the benefit of the audience

that the name is spelled C-a-r-l M-a-r-k-s. It is not the same spelling.
Mr. MAi s [continuing). And I also have with me Douglas

Shankman of the firm's international comTitments department. I
wish to discuss the defaulted and repudiated Russian Government
dollar bond debt and Mr. Chairman, specimens of which I request be
inserted into the record-and its relation to the present legislation
including the implications of extention of credit to the Soviet Union.
Our firm has a position in such Russian securities and has been a
market maker in these issues for about 40 years. These bonds origi-
nally were offered to the American public by a syndicate consisting
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of J.P. Morgan and Co., the National City Bank of Now York, the
Guaranty Trust C of New York, Lee, Higginson and Co., and
Kidder, Peabody and Co.

We fear that any legislation which would permit the granting of
most-favored-nation treatment to the Soviet Union and the do facto
repeal of the Johnson Debt Default Act-

Snator PACKWOOD. What is the Johnson Debt Default Act I
Mr. MARKS. That was an act enacted by Congress in 1934, which

prohibited the private sector from lending to any government in
default or who had repudiated their obligations; an act refusing any
further credits.

Senator PACKWOO. In the private sector?
Mr. M.AKs. That is correct. Well, actually the default has to be a

default to the U.S. Government. So what you say is correct unless
they are member of the World Bank and the International Bank.

Senator PAcKwooD. So not to a citizen per so or an individual
bondholder, but to the U.S. Government? This applied to any coun-
try in the world if they were in default in obligations to the United
States that no pritrate citizen or lending institution could extend
credit to that country, is that right?

Mr. MARKS. Yes.
Senator PACKWOD. Thank you.
Mr. MARKS continuing] . While this Russian-United States dollar

bond debt remains in default and repudiation will jeopardize the
rights of bondholders who may feel that their only recourse for
justice after all these years is the U.S. Government. Marshall
Wright, Acting Assistant Secretary of State for Congressional Rela-
tions, wrote the following:

Since the conclusion of the lend-lease settlement, we have been considering
when and under what circumstances we can most effectively pursue bond claims
and other private claims of American citizens against the Soviet Government.
We have not yet reached any decision as to possible timing and modalities.

Gentlemen, we believe that the time for action is now.
During World War I, an agreement was reached between the

Russian Ministry of Finance and a syndicate of leading American
financial institutions, to issue to the American public a $50 million,
61/-percent 3-year credit in July 1916 and $25 million 5 -percent 5-
year bonds in December of that year.

Today, there still remain these $75 million principal amount issued
and outstanding plus over 50 years of interest thereon. The vast
majority of these bonds are believed to be in the United States,
estimated to be owned by over 3,000 Americans in about 40 State&

The U.S. Government has recognized the validity of those bonds to
the extent that some holders of Tussian dollar bonds have received
partial payments through awards of the Foreign Claims Settlement
Commission under Public Law 285 of 1955, if bondholders filed a
claim with the Commission before March 31, 1956. Apparently, the
many years of efforts by the Foreign Bondholders Protective Coun-
cil, to have this bonded debt settled,lhave produced no result&

In a recent letter concerning this repudiation, U.S. Secretary of
Treasury, George P. Shultz stated that "the U.S. Government has no
intention of abandoning claims which are valid under international
law."
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Last year our State Department put it- this way:
The United States does not recognize the right of the Soviet Union, or any

other state, to repudiate international obligations undertaken by the predecessor
government. We believe that these obligations are valid under principles of
international law, and Intend to take no step which could be construed as a
waiver of these principles which are fundamental to the conduct of our foreign
relations.

Senator PACKWOOD. Let me interrupt again. These bonds are held
solely by private citizens I

Mr. MARKS. Yes sir.
Senator PACWOOD. This was not a government-to-government deal

or approved by the Government but it was simply to private citizens
in this country ?

Mr. MARKS. Yes.
Senator PACKWOOv. And you are suggesting that even though it

was strictly a private marketing of these bonds, it should be an
obligation of this country to help these citizens collect what, in
essence, is a private contractual obligation ?

Mr. MARKS. The State Department has told us that it is an expous-
able cause.

Senator PACKWOOD. It is a whatI
Mr. MfARKS. An expousable cause. In other words, we can make any

effort on our own behalf to collect these obligations. I have been
informed by the legal adviser for the Department of State that:

It is the opinion of the Department that the repudiation of the Soviet
Government of Dollar Bonds floated by the Imperial Russian Government
without permitting judicial action against it gives rise to aa international
claim, which could be expousable by the United States in accordance with the
established principles of International Law.

Senator PACKWOOD. I am curious about that. At your convenience
would you give me a letter on this further?

Mr. SLRKs. Yes.
Senator PACKWOOD. Fine.
That nfemorandum that you are reading suggests that the United

States could interpose and sue on your behalf becuse Russia will not-
admit or allow the suit, is that the essence of it ?

Mr. MARKS. That is correct.
Senator PACKWOOD. I didn't know that that was a principle of

international law.
Mr. MAzi. Any government is responsible Senator, any succeed.

ing government is responsible for the debt o a predecessor govern-
ment,

Senator PACKWOOD. I understand that. I was thinking more about
the bondholders in the United States and I assumed there are bond-
holders in other countries in addition to U.S. citizens asking their
governments to interpose on their behalf. I didn't realize it came
an obligation of the Government to impose itself on behalf of the
bondholders.

Mr. fAuxs. The Government, as far as I know, has accepted the
validity of this debt.

May I continue, sir?
Senator PAOKWOOD. Yes.

I 5 p. 1833.
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Mr. MAKs. It may be covered later in my statement.
Mr. BEcK. Mr. Chairman, I will testify on that issue somewhat in a

few minutes.
Senator PAcKwooD. All right, thank you.
Mr. MAnxs. It is our opinion that any legislation granting prefer-

ential treatment to the Soviet Union would constitute a waiver of
these principles.

The World Bank would not allow the Soviets to borrow money on
their past credit ratings. Why should the Soviets Join the World
Bank when Washington's Ex-Im Bank is only a few doors down the
block? If it were in the interests of the Soviets to pay their debts to
improve their credit rating. If you are overdrawn, would a banker
offer to open a new unlimited account and say "forget the old debt"?
The banks that distributed these bonds to private investors in 1916
ran little risk. Banks which make loans to Soviet Russia run no risk
today. They are indirectly guaranteed by U.S. taxpayers through the
Export-Import Bank at rates of interest which are less than it costs
the Government to borrow funds.

In a letter to the New York Times written last year, George D.
Woods, former Chairman of the World Bank and currently presi-
dent of the Foreign Bondholders Protective Council wrote:

However, the matter of privately held Russian debt is still unresolved. In
1916, United States private investors purchased $75 million of Imperial Russian
Government notes, which have been In default as to both principal and interest
since 1019. In addition, there are claims of United States citi ens against the
U.S.S.R. amounting to about $120 million, which were certified by the Foreign-
Claims Settlement Commission some years ago.

All the governments In Eastern Europe with centrally planned (socialist)
economics have acknowledged their pre-war debts, excepting U.S.S.I& and East
Germany. In addition, Poland has announced a temporary debt settlement and
Intends to negotiate a final settlement by mid-1975. Hungary and Romania are
engaged In conversations looking toward settlement.

In the recent Nixon-Brezhnev communique there is a statement of agreement
'that mutually advantageous cooperation and peaceful relations would be
strengthened by the creation of a permanent foundation of economic relation-
ships.' This appears in the communique under 'Commercial and Economic
Relations'. I submit that an important building block in such a permanent
foundation would be acknowledgment of debts to private U.S. creditors, accom-
panied by an expression of intention by debtor U.S.S.R. to negotiate a settle-
ment of them.

The Foreign Claims Settlement Commission fulfilled a congres-
sionally-directed chore that took years to complete. If this Govern-
ment Commission is right in implying that a bond issued the Czarist
Government is a legitimate debt, how can the Government continue
to ignore the basic rights of bondholders? As Paul Heffernan, for-
merly a financial editor of te New York Times put it:

It looks as If the Nixon admLiistration, in its zeal to lure a prodigal son back
home to the market economy by the proffer of new goodies, is gambling
Inprudently In sponsoring executive clemency for the 50-year old unpaid debts
of a rich state that commands one-sixth of the earth's surface.

In the light of this contempt for external debt, how can new
credits be justified? Secretary of the Treasury George Shultz, who
has conceded that the United States "got burndl" in the recent wheat
sale to Russia, but who has since pledged that "it will not happen
again." Let us pray .... __ ....
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A letter received by our company by the Soviet Embassy on
September 5,1978 states in full:

"Dear Edvin Marx, in response to your letter concerning bonds of 1916 please
be informed, that pre-revolution bonds were abolished by Decree of the Soviet
Government of January 21, 1918.

So, bonds of the Imperial Russian Government havb no value now.
Now, can a foreign government arbitrarily cancel a legal debt and

expect to et a new loan from the very same creditors? Gentlemen, I
believe this is fiscal madness.

On a trip to the Soviet Union a little over a year ago, actually a
year and a half ago, Soviet officials told me "this debt is a forgotten
thing--in the archives of history". This unilateral abolition of a
relatively small debt could portend dire consequences in the future
when we have sunk billions into Soviet industry. They shall benefit
by the use of the clamps, equipment and know-how and compete with
us as they claim we shall while we hold worthless pieces of paper
replete with broken promises.

In all candor, does this make sense? Will the new debts also be
classified as a "forgotten thing"?

In conclusion, gentlemen international banking and financial
transactions are based on a foundation of confidence and mutual
trust. They always have been and they will be. If a nation
can repudiate its debt with impunity by merely changing its govern-
mental identity, international financial transactions, as we know
them today, will be finished. The example of the Soviet Union, the
only major repudiation that we know of in this century, poses great
danger to an already vulnerable and overly exposed national, and
international financial system.

We believe that H.R. 10710 should be strengthened so the legiti-
mate claims which you have heard about today are not ignored. We
believe that there should be no most-favored-nation treatment and no
new credits extended to the Soviet Union until that nation acts
reasonably and responsibly in a matter of past indebtedness to our
Government and its citizens.

In support of the above, I request that four articles written on this
subject for the Money Manager and the Daily Bond Buyer by Paul
Heffernan, former investment banking reporter for the New York
Times, be inserted in the record. Thank you.

Senator PACKWOOD. Thank you, and they will be printed along
with your statement.

Let me ask a couple questions and- then I will go on with the
panel. I thought these were not obligations to the US. Government
but that they were private bonds.

Mr. fARKS. These were bonds which were issued by the Imperial
Russian Government in 1916 to the U.S. public through investment
banking houses and banks.

Senator PACKWOOD. In your statement you refer to the following:
The Johnson Debt Default Act, as amended, was created because the Congress

believed that those nations who are in default or who have repudiated obliga.
tons owed to our Government and who are not members of the World Bank are
poor credit risks and therefore not entitled to access to the private credit
market. Why then should any government that is not merely in default but which
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has repudiated Its debt to the United States, be permitted renewed access to our
financial markets, unless the existing situation Is first remedied?

Now these bonds are not held by the United States, are they ?
Mr. MARKs. Do you want to answ er?
Mr. COJIwER. Mr. Chairman, may I have the floort The problem I

think that the Congress had in the 1930's, in the early 1930's was
that so n nuy of these issuers of dollar bonds went into default. In
addition arising out of World War I-and this was pointed up in
your own Subcommittee on International Finance and Resources
material entitled "Foreign Indebtedness to the United States" of last
year-was this large overhand of debt coming out of the war. And I
think it was the feeling of Congress then that governments that were
in default to the United States were not credit worthy enough to be
allowed to go to the private market.

But on the other hand, in 1984 1 think as a practical matter there
was very little public market for any foreign government obligation
since most of them were in default. -

The Johnson Act was amended in the forties, Mr. Chairman to
exclude those countries that belonged to the Bank and the Fund so
that then effectively left primarily the Communist countries subject
to the Johnson Debt Default Act.

Senator PAOKWOOD. I understand that but coming back to my
question, are time bonds hold by the U.S. Government I

Mr. COLLTER. No, sir.
Senator PACKWOOD. So these are not an obligation of the Imperial

Russian Government to the U.S. Government I
Mr. COILRR. No, sir; they ari an obligation of the Imperial

Russian Government to its creditors.
Senator PACKWOOD. OK. Second question, and then we will go on

with the other statement; you said that there are no other govern-
ments that have repudiated bonds--

Mr. MARKS. Major governments, Mr. Chairman.
Senator PAoRwooD. There were no bonds issued by the German

Government. in the mid-1920's when they went bankrupt I There are
none issued by South American Governments that haven't been
paid%

Mr. MAKs. Now all of the Latin American external bonds dollar
are being serviced, except for the Cubans which are in default I'm
talking about a direct repudiation and not a default or an inabilityto a y.- h Russians have gone so far- as to say these debts have been

abolished.
In the 1920's in Russia and Germany, when they had that terrible

inflation, the internal securities became worthless because the cur-
rency became worthless and-

Senator PAcRWOOD. I understand that, but were-these people who
bought these bonds from their own governments?

Mr. MARKs. They were internal bonds; they were not external
bonds.

Senator PAOKWOOD. And there are no American citizens holding
bonds from Russian and German internal issues I
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Mr. M.&RKs. There may be, but they are internal bonds, that is,
bonds issued by the government within their own countries which
somehow got into the hands of Americans; bonds of a defunct
currency.

Senator PACKWOOD. I understand.
Mr. MARKS. Sir, I would like to send the committee a letter

through you giving you the entire history of the Johnson DebtDefault Act.'
Senator PACKWOOD. Fine. Thank you.

STATEMENT OF DR. HUBERT PARK BECK
Dr. BCK. Mr. Chairman I am delighted that you have done some

homework on the material that has been sent in. Your questions have
been very fine and appropriate and I hope I can elaborate on some of
the answers.

I am Dr. Hubert Park Beck, speaking as the elected chairman of
the Russian Dollar Bondholders Committee of the United States. It
is a position which I have held since its formation in 1964. Also, I
am professor of education at the City College of the City University
of New York and have a degree in economics, government and
history from Harvard University. I have visited some 10 cities in
Russia and have observed the Russian scene since the twenties.

Our committee has no employees, no payroll, no overhead expenses.
All who serve the committee do so as volunteers donating their skills
and expertise. .

About 3,000 U.S. citizen-taxpayer-investors own Russian dollar
bonds according to our estimates. These bondholders, most of whom
are of modest means, live widely scattered among the 50 States of the
Union, and I am here on their behalf. Many have inherited a few of
these old Russian dollar bonds and held them for a full generation in
the hope of getting back what their parents or grandparents paid for
them during World War I.

Now, sir, I would like to depart from my previous material
supplied to this committee, and explain and emphasize certain points
from material which you do not have in your possession. I would like
my full statement to e in the record.

Senator PACKWOOD. So ordered.
Gentlemen, the American owners of these Russian dollar bonds,

together with millions of other American citizens, are hoping that
this distinguished committee and the full Senate, also, will make
highly constructive decisions in marking up and voting upon the
Trade Reform Act.

Everybody wants a new and better pathway to world peace, world
stability, and world prosperity. The question is how can this best be
done?foCertainly, one essential pillar in the development of flourishing
foreign trade is the just payment of debts. Without of honorable
discharge of debts, foreign trade is hobbled and stifled. Yet the
Trade Reform Act in its present form, as it has come from the
House, embodies a great and- dangerous weakness on this point.

tSee p. 1833.
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In the proposed measure at present there is no provision for

enforcement or even encouragement for foreign countries to honor
their just debts. Actually the measure as it exists now, encourages
the nonpayment of debts and it is without teeth. Without teeth the
bill willI foster foreign defaults and repudiations but defaults and
repudiations contrite to ferment international ill-will, unrest, andinstability...

Consider the Soviet Union's record in this respect. The Soviet
Union has been in default since 1919. Only 3 years earlier, 1916, the
German armies were advancing deep into Russia from one victory to
another. In order to help strengthen Russia against this onslaught
two loans to Russia totalling $75 million were Boated in the United
States. I believe, Sir, this was done with the happy consent or at
least let us say, informal blessing of the State Department. -Eventu-
ally we went in on the side of Russia just 1 year later.

These bonds were issued in 1916, the year of the Presidential
election. The next year, the United States declared war on the side of
Russia against Germany. In a real sense this was a preliminary loan
to help resist aggression, before we declared war against Germany.

Now only 2 years later, sir, the Soviet Union defaulted on this
American loan and actually even repudiated the debt. The Soviet
Union has been in default since that time. The Soviet Union is the
world's biggest debt repudiator. The Soviet Union is the world's most
conspicuous debt repudiator. And the Soviet Union has the world's
most notorious debt repudiation.

Now the repudiation has not been rescinded. Mr. Marks a moment
ago just read to you and suppHied you with a copy of that statement
which claims that the debt doesn't exist. Now how ridiculous can the
Soviet Union be?

For over 50 years literally thousands of American citizens have
been waiting empty-handed without a single interest payment and
without any capital repayment. Yet international law and ordinary
mo'ral stanAi-ards require the U.S.S.R. settle this debt.

Senator PACKWOOD. I want you to clear up in my mind again this
Johnson Act because I read your testimony and it confuses me.

~'Dr. BECK. May I try to clear it up ?
Senator PACKWOOD. In your statement you state: "As this Commit-

tee is well aware, the Johnson Act, passed in 1984, prohibits the
extension of private credits of other than conventional, i.e., the short
term kind, to nations in default. of obligations owing to the United
States government."

Is that what the Johnson Act says ? Is it only obligations owing to
the U.S. Government? You are still talking about private bond
holders here.

Dr. BECK. Sir. on that point I am not certain without refreshing
my memory, but let me add some clarification. As you know, the
Lend-Lase debt to the Soviet Union from 1941 to 1945 has been not
yet p aid by the Soviet Union. One of the tiny goodies now offered by
the Soviet Union is a promise to pay that debt if this Trade Reform
bill becomes law and grants the Soviet Union the Most-Favored-
Nation Status.

Now there also are two other important debts that the Soviet
Union owes directly to our government. These stem from the World



1813

War I where again the U.S. Government provided much-needed
materials to the Russians. But the debts thus created are ignored-in
fact they are disclaimed-by the Soviet Union.

Senator PACKWOOD. All right. Go ahead.
Dr. BECx. Because of the great wave of defaults occasioned by the

Great Depression, and-by World War II; the Government has estab-
lished the Foreign Claims Commission here in Washington to proem
claims from American citizens and American companies. Among the
aggrieved claimants are Americans whose property were seized by
communist governments. And these claims have been carefully exam-
ined with respect to Communist countries and then awards have been
made through legal processes and our government recognizes these
claims as valid against the foreign countries, including the Soviet
Union, and presumably seeks through diplomatic channels to get
these claims settled. And in the past it succeeded with Yugoslavia. It
also succeeded in 1960 with the signing of the treat with Poland
where Poland agreed to pay $2 million a year for years, to pay
these private claims, and Poland began just last July to pay on its
older bonds.

Senator PAcKwooD. Doctor, I have to ask you to bring your testi-
mony to a close. We have gone about 25 minutes now and I didn't
intend to go this long with this panel.

Dr. BECK. Sir, I have only given one page of my oral testimony
today.

Senator PACKWOOD. I know, but I asked some questions and all of
you had 10 minutes.

Dr. BFcK. Oh, I am sorry. I thought each of us had 10 minutes,
but I do have some other information that I think you will be
interested in.

Senator PACKWOOD. Well, it will all be put in the record, but I
cannot give you each 10 minutes because we have three more groups
comin up.

Dr. BECK. May I just conclude with this general statement? The
consequences of not using the Foreign Trade Improvement Act as a
lever, as a bargaining chip against the Soviet Union--a concept
which you brought in again and-again--created a very grave danger.
I want to emphasize that. If we continue to accede to the Soviet's
defaults and also do nothing about the other Communist countries'
defaults, particularly Cuba's and China's, the model is set clear and
strong for other countries to default. And if we make for countries
no hindrance to default, and even no hindrance to repudiation-we
are heading for disaster. Even Cuba has made motions of paying up.
This far The Peoples' Republic of China has avoided the subject.
Now, if we bless these countries, and say, "all right, we are going to
trade with you just as we do with everybody else. and we are not
goinu to give you any penalty at all for de aulting" I think this
would be creating a disastrous model for the poor countries of the
world to follow.

Senator PAcRwoo.. When did-Russia finally repudiate that.
Dr. BEcK. First in 1918. Subsequent written repetitons by the

UT.S.S.R. are frequenL A recent instance occurs in the letter which
Mr. Marks read before this committee ony moments ago. The letter
says: "In response to your letter concenig bonds of 916 vis.a.vis
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$75 million, the bonds were abolished by decree of theSoviet Govern-
ment of January 21, 1918."

Senator PACKWOOD. What proportion of those bonds are still held
by the original purchasers I

Dr. BECK. W ell, persons who bought the bonds in 1916 probably
have all died. They were probably all mature people at that time.

Senator PACKWOOD. Maybe I should rephrase my question. Have
they been purchased by subsequent purchasers, and if so, how many
hold those

Dr.-TecK. When bond owners died, sometimes the bonds were kept
by the Heirs. This was done in my -family with Japanese bonds, even
the bonds were then in default. )But in some estate settlements the
executors or the lawyers advocate getting rid of the "cats and dogs"
found among the securities. So occasionally some are sold in the
market at a nominal price. We estimate that now about 3,000 Ameri-
cans own Russian Dollar Bonds.

Senator PACKWOOD. Well, thank you gentlemen very much.
[The prepared statements of Mr. Marks and Dr. Beck and mate-

rial submitted for the record follows. Hearing continues on p. 1840.]
PREPARED STATEMENT OF EDWIN S. MARKS, PRESmDENT OF CARL MARKS & CO.,

INC.

INTRODUCTION

1. My name is Edwin S. Marks, President of Carl Marks & Co., Inc., 77 Water
Street, New York, N.Y. 10006, Foreign Securities Specialists for 48 years.With
me is Daniel Collier, a Vice President and Manager of the firm's International
Commitments Department and Douglas Shankman of the firm's International
Commitments Department. I wish to discuss the defaulted and repudiated
Russian Government Dollar Bond Debt and its relation to the present legisla-
tion including the implications of the extension of credit to the Soviet Union.
Our firm has a position in these Russian securities, and has been a market
maker in these issues for about forty years. These bonds originally were offered
to the American public by a syndicate consisting of J. P. Morgan & Company,
The National City Bank of New York, The Guaranty Trust Company of New
York, Lee Higginson & Company, and Kidder, Peabody & Company.

2. We fear that any legislation which would permit the granting of "Most-
Favored Nation" treatment to the Soviet Union and the repeal of the Johnson
Debt Default Act, while this Russian-United States Dollar-Bond Debt remains
in default and repudiation, will Jeopardize the rights of bondholders who may
feel that their only recourse for Justice after all these years is the United States
Government. Marshall Wright, Acting Assistant Secretary of State for Congres-
sional Relations, wrote the following:

"Since the conclusion of the Lend-Lease settlement, we have been considering
when and under what circumstances we can most effectively pursue bond claims
and other private claims of American citizens against the Soviet Government.
We have not yet reached any decision as to possible timing and modalities."

We believe that time is NOW.

BACKGROUND OF THE ISSUES

8 During World War I, an agreement was reached between the Russian
Ministry of Finance and a syndicate of leading American Financial Institu-
tions, to issue to the American public a $50 million O6% 8-year credit in July
1916 and $25 million 5-year bonds in December of that year.

4. Today, there still remain these $76 million principal amount issued and
outstanding plus over fifty years of interest thereon, The vast majority of these
bonds are believed to be in the United States, estimated to be owned by over
8,000 Americans in about forty states.
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U.S. GOVERWNMET POSITION
5. The United States Government has recognized the validity of these bonds to

the extent that some holders of Russian Dollar Bonds have received partial
payments through awards of the Foreign Claims Settlement Commission under
Public Law 285 of 1985, if bondholders had filed a claim with the Commission
before March 31, 1958. Apparently, the many years of efforts by the Foreign
Bondholdr Protective Council, to have this bonded debt settled, have produced
no results.

In a recent letter concerning this repudation, United States Secretary of
Treasury, George P. Shultz, stated that "The U.S. Government has no intention
of abandoning claims which are valid under International Law."

Last year our State Department put it this way:
"The United States does not recognize the right of the Soviet Union, or any

other state, to repudiate international obligations undertaken by the predecessor
government. We believe that these obligations are valid under principles of
international law, and intend to take no step which could be construed as a
waiver of these principles which are fundamental to the conduct of our foreign
relations."

PREVIOUS DOLLAR DOND SETTLEMENTS
6. Other East European nations have settled their debts via the Foreign

Bondholders Protective Council. We fall to understand how the Soviet Union can
continue to neglect its obligations to Americans and at the same time be
considered for preferential treatment by our Government.

Gentlemen, the passage of any legislation that grants preferential treatment
to the Soviet Union would represent a completely unwarranted waiver of the_
basic rights of any bondholder.

EFFECT OF THE TRADE REFORM ACT

7. HR10710, as enacted by the House of Representatives, was appropriate,
insofar as this legislation relates to "Most-Favored Nation" treatment of the
Soviet Union, and the maintaining of the Johnson Debt Default Act.

8. We believe that both government and certain segments of the business
community alike are viewing the Soviet Union as a promised land paved with
trade opportunity. Quite frankly, my own observations on a trip there in 1972
confirmed no such thing. The Soviet Union will undoubtedly need substantial
amounts of foreign capital-in this case American funds-to finance trade and
internal development. Why, in Heaven's name, do we offer the Soviets addi-
tional dollars from public and private American sources when they have found
it to their benefit not to even recognize their former legitimate debts? In effect,
the American public has, for almost 50 years, been subsidizing the Russians for
their past debts. Why should we continue to do so- In view of the Russian debt
record, we believe that the American banking system would also become
vulnerable to dtfault or even another debt repudiation. The record of the poet
stands over whatever may be the h6o- for the future. -

9. The Johnson Debt Default Act, as amended, was created because the
Congress believed that those nations who are in default or who have repudiated
obligations owed to our Government and who are not members of the World
Bank are poor credit risks and therefore not entitled to access to the private
credit market. Why then should any Government that is not merely in default
but which has repudiated its debt to the United States, be permitted renewed
acces to our Financial Markets, unles the existing situation is first remedied?

Maintaining and strengthening the John-h Debt Default Act would protect
American Investors It would prohibit any government that has repudiated its
bonded debt obligations to its American creditors from receiving new American
credits, unless previously repudiated publicly outstanding Dollar bonds are
settled In some satisfactory manner.

IMPLICATION OF EXTENSION OF CREDIT TO THE SOVIET UNION

10. In view of HR10710, we believe that the extelMon of any credits to the
Soviet Union, under the present circumstances, flaunts the will of the Congress.

Furthermore, the extension of any credits to the Soviet Union at this time, by
commercial U.S. sources, whether or not in conjunction with similar loans being

',
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considered by the Export-Import Bank, and whether or not the Source of these
credits may be offshore, Is, at minimum, a violation of the spirit of the Johnson
Debt Default Act. In this context it is interesting to note the background of the
Export-Import Bank. Organized by Executive Order as an agency of our
Government, the Bank was primarily created for the purpose of assisting in the
financing of American trade with the Soviet Union.

The Wall Street Journal of April 10, 1984 reported that the work of the Bank
was at once held up for a ruling by the State Department to determine the effect
of the Johnson Debt Default Act. Within a few days, the Trustees of the Export-
Import Bank passed a resolution declining to lend money for Sovie business
deals until a debt settlement was reached, according to the April 18, and May 6,
1984 editions of the New York Times.

The Bank's decision was made as a matter of administrative policy and not
due to the passage of the Johnson Debt Default Act Under the Johnson Debt
Default Act, government agencies such as the Export-Import Bank are specifi-
cally exempted from the prohibition of the Act which are left to apply to private
Individuals and corporations

It Is unfortunate that the Export-Import Bank altered its original Ideas, If
the Implications of extension of credits to the Soviet Union were not so serious.
they could be dismissed as merely having certain "Alice In Wonderland"
quality. In the public sector, we understand that recently the Attorney General
has notified the President that the procedures followed by the Export-Import
Bank in the Past were legal and could be resumed. The presumption is that the
President made a finding that these loans granted to the Soviet Union and
certain other Eastern European countries were In the "national interest". We
fail to see, for example, how a $86 million loan toward a Trade Oebter In
Moscow could possibly be In the national interest of the United States at this
time under existing circumstances. Additionally, we fail to see how our credits
extended to support the Kama River truck plant foundry could possibly be In
the national interest of the United States. Furthermore we believe that this Is
yet another case of not complying with the spirit of the law.

Finally, when we relate this to the other events, which have occurred In our
country In the past eighteen months, we have the feeling that the historic
constitutional question of the relationship between the sovereign and the law
should also be addressed In this Instance.

11. As It relates to this matter, an important lesson of the Energy Crisis Is the
fact that an unreliable source of supply can endanger the security and well-
being of our people. At this time, the Soviet Union as a source of supply can
hardly be regarded as reliable.

12. In support of this view, I should like to Insert an excerpt from the
Congressional Record-enate of March 2, 1974 entitled "Ban on Russian
Energy Deal" by Hon. R. S. Schweiker, U.S. Senator from the Commonwealth of
Pennsylvania:

"Mr. President, I have asked the U.S. Attorney General to support the recent
ruling of the Comptroller General declaring that Export-Import Bank transac-
tions with the Soviet Union have been contrary to law.

"I have been fighting the Eximbank on this Issue because of my opposition to
two Russian energy deals: a pending $49.5 million loan application for natural
gas exploration In the Yakutsk field in eastern Siberia, and credits at 6-percent
Interest to help finance the $7.6 billion North Star gas development project In
western Siberia.

"If our taxpayers are going to subsidise energy development, the Improvement
should be made here, not in Siberia, so that we reap the benefits of the
Investment, and so we do not subject ourselves to future risks of being cut off
from foreign energy supplies.

"I am also concerned with this being yet another example of usurpation of
congressional power by an agency of the executive branch. The GAO ruling Is
quite clear on the language and original Intent of the law requiring the
President to make a determination that each Export-Import Bank transaction
with a Communist nation is In the national interest."

"There being no objection, the material was ordered to be printed In the
Record, as follows:
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'Hon WauL B. 8Ar=
'Attorney GeMeral,
'eDpmrftw, of Jwet,
'WoAhMo D.O.

'Dun Ms. Amiromsr OsxnaL: I understand that your of&eis being aed to
consider the legal questions arising from the Comptroller General's determlna-
tion that Export-Import Bank lending procedures to the Soviet Union violate
existing law.

'I strongly urge you to support the Comptroller General's ruling and recom-
mend Executive Branch compliance with the Uximbank law.

'I am unable to understand the bewilderment and confusion of the Uximbank
In connection with this ruling. The law could not be more explicit. Compliance
with the law simply requires the President to advise the Congress that any
transaction proposed with a Communist country is In the national Interest. I
was shocked by the statement of an Uximbank representative, quoted in the
press, that compliance with the law would be a "burdensome and time-consm-
Ing bureaucratic procedure."

'In view of our present energy situation, certainly no responsible government
official can find It "burdensome and time-consuming" to receive the President's
determination that any proposed American subsidy of energy exploration In
Siberia Is In the national Interest as required by law.

'I have enclosed for your background a copy of the Comptroller General's
ruling, together with a statement of my position on this Issue. If I can be of
further assistance, please let me know.

Sincerely, 'R cKAan . SC]MW *

'U.8. 8e0ztor.'

sovnr 3MZUDIATIoN VIOLATM 1WTIM~ATIONAL LAW

18. In addition, the Soviet repudiation of the debt of its predecesors to a
clear violation of International Law. I have been Informed by the office of the
Legal Advisor of our *Department of State that: "it is the opinion of the
Department that the repudiation by the Soviet Government of the dollar bonds
floated by the Imperial Russian Government without permitting judicial action
against It gives rise to an international claim which could be espousable by the
United States In accordance with established principles of International law."

14. In view of the Soviet Union's wholesale disregard of International Law
from Its beginnings until today, It Is difficult Indeed to understand how any
additional credits can be extended while their debts remain unpaid.

I should like to insert a letter to the editor of '"The New York Tmes' written
last year by George D. Woods, a former President of the World Bank and
current President of the Foreign Bondholders Protective Council:

"I agree wholly and unreservedly with the statement, 'it is grading that the
leader of the Soviet Union understands the advantages of International trade
and finance,' in the June 26 editorial 'Ruble Diplomacy.'

'The editorial concludes, 'The creditor must first have trust In the would.be
debtor,' with which I also agree. In this regard, matters pertaining to govern-
ment-to-government Indebtedness between debtor U.S.S.R. and creditor U.S.A.
are apparently being appropriately treated by the responsible officals on both
sides.

"However, the matter of privately held Russian debt Is still unresolved. In
1916, U.S. private Investors purchased $75 million of Imperial Russian Govern-
ment notes, which have been In default as to both principal and interest since
1919. In addition, there are claims of U.S. citisens against the U.S.S.R. amount-
ing to about $120 million, which were certified by the Foreign Claims Settlement
Commission some years ago.

"All the governments In Eastern Europe with centrally planned (socialist)
economies have acknowledged their prewar debts, excepting U.S.S.R. and Mast
Germany. In addition, Poland has announced a temporary debt settlement and
Intends to negotiate a final settlement by mid-1P75. Hungary and Rumania are
engaged In conversations looking toward settlement.
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"In the recent Nixon-Brezhnev communique, there is a statement of agreement
'that mutually advantageous cooperation and peaceful relations would be
strengthened by the creation of a permanent foundation of economic relation.
ships.' This appears in the communique under "Commercial and Economic
Relations." I submit that an important building block in such a permanent
foundation would be acknowledgment of debts to private U.S. creditors, accom-
panied by an expression of intention by debtor U.S.S.R. to negotiate a settle.
ment of them."

[ (e) 1973 by The New York Times Company. Reprinted by permission.)
15. In this connection, we wish to quote excerpts from the summary and

conclusion of briefing material entitled "Foreign Indebtedness to the United
States" pWpared by the staff of the Committee on Finance for the use of the
Subcommittee on International Finance and Resources:

"Since 1917, the U.S. Government has transferred abroad an estimated one
quarter trillion dollars, yielding a net foreign indebtedness to the United States
of approximately $55.2 billion and possibly more...

"Current law does not provide for central reporting of foreign indebtedness,
though the Treasury Is engaged in a program to provide a more comprehensive
reporting system.

'The executive asserts broad legal authority, both statutory and inherent, to
renegotiate foreign indebtedness. In the case of developing countries, the need
for development capital must be balanced against the burden of external debt.
Congress, under present procedures, plays a limited, ad hoe role in the process
of rescheduling and renegotiating foreign debts.

"Foreign indebtedness to the United States has important implications for
economic policy, including monetary policy. The Congress may wish to consider
legislation to strengthen its oversight over the reporting, collection, and resched-
uling of foreign indebtedness."

It is our suggestion that the Congress may also wish to consider legislation of
a similar nature concerning defaulted foreign government indebtedness in the
hands of private U.S. entities.

16. During my last trip to the Soviet Union, Soviet officials laughed and told
me that this debt was "a forgotten thing". The Soviets total disregard for this
legitimate dollar obligation is expressed in the following letter:

"EMBASSY OF THE
U'xON OF SOVIET SOCIALIST REPuBLIcS,

Wathff-gton, D.C., September 5, 1973.
"KAnl MARX & Co.,
",Newo York, N.Y.

"Diii Eovit MAx: In response to your letter concerning bonds of 1916
please be informed, that pre-revolution bonds were abolished by Decree of the
Soviet Government of January 21, 1918.

"So. Bonds of the Imperial Russian Government has no value now.
"Sincerely yours,

"V. USPENSKY,
Vice Co4ul."

-17. In conclusion, Gentlemen, International banking and financial transactions
are based on a foundation of confidence and mutual trust. They always have
been and they always will be. If a nation can repudiate Its debt with impunity
by merely changing its governmental identity. international financial transac-
tions as we know-them today, will be $fnished. The example of the Soviet Union,
the only major repudiation that we know of in-this century, poses great danger
to an already vulnerable and overly exposed national and international finan-
cial system.

We believe that 1IR10710 should he strengthened so that the legitimate claims
which you have heard about today are not ignored. We believe that there should
be no "Most-Favored Nation" treatment and no credits extended to the Soviet
Union until that nation acts responsibly in the matter of past indebtedness to
our government and its citizens.

18. In support of the above, I request that four articles written on this subject
for the "The Money Manager" and "The Dalty Bond Buyer" by Paul Heffernan
(former Investment Banking RepOrter for "The Newo York Times") be inserted
In the record, together with specimen copies of the dollar bonds.

I thank you.
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[From the Money Manager, Oct. 1, 19781
DmT DzrAuLTs: A Topic IONouR, iN SovizT.U.S. TRADE DEBATE

(By Paul Heffernan)

Zuac.-From the standpoint of International relationships in a world of
government debt contracts, the proposed United States financing of immensely
enlarged trade with Russia and a concurrent granting of most-favored-nation
trading status to the Soviet Union truly bespeak a most extraordinary financial
excursion into unexplored regions.

Viewed in full context, the rapproachement with Russia on the financial terms
agreeable to Washington may outstrip even -the grand scope of the Marshall
Plan, which was conceived primarily as the gift of financial mercy, one from a
nation that was relatively unscathed internally by World War II to its partners
and other nations ravaged by the great conflict.

The fresh-money-to-Russia negotiations are coming to a head at the same time
that a delayed pile-up of dollars has become such an embarassment to the free
world that proposals have been made in realistic and friendly seriousness that
the time may be ripe for a reciprocal gesture-a "Marshall Plan In reverse," so
to speak. Under such an arrangement, much of today's $70 billion overhang of
unusable dollars held abroad could be written off by Marshall Plan benefici.
aries by one accounting means or other.

A device of such kind-one brought into being by one of yesterday's postponed
days of reckoning-has Just been agreed upon by the United States and India to
shrink away much of the postwar debt of rupees owing to the United States. This
debt Is so mountainous that If It were ever paid, the rupees could never be spent
without debauching India's economy.

But it is something quite different for the United States, in its present
international financial bind, to underwrite credits and to award a prime trading
status to a nation, which, by official U.S. certification, has in the past confiscated
more than $100 million of property of U.S. nationals without compensation, and,
further, has dishonored for more than a half-century billions of dollars of
external debt owing to private investors here and abroad.

The annual reports of the British Council of the Corporation of Foreign
Bondholders set forth In sorry detail the story of Russia's unequaled contempt
for external debt contracts. It Is the story of the financing of the building of
Russia's railroad system on about $2.5 billion of bonds of more than 40 issues
sold in the markets of Europe between 1867 and 1914 and payable in non.
Russian money. What the Russians spent, they had: What the investors saved,
they lost.

In the light of this contempt for external debt, how can new credits be
Justified? Must it be that the Man from La Mancha, this time outfitted In red,
white and blue, is faring forth once more? Swaying In a Moscow saddle early
this month will be Secretary of the Treasury George Shultz, who has conceded
that the United States "got burned" in the recent wheat sale to Russia, but who
has since pledged that "It will not happen again." Let us pray.

To impart suitable scent to this courting of the most notorious governmental
outlaw in international financial history, certain cosmetics of commensurate
distinctiveness must have been contrived In Washington.

First of all was the "executive clemency" proffered under President Nixon's
sponsorship. The official state bank-the Export-Import Bank-was quick to get
the signal. Its functionaries came up with a triple-A credit rating for the Soviet
state. The International Bank for Reconstruction and Development, In which the
U.S. government has a multi-billion-dollar capital subscription, had nothing to
say. Russia Is not a member of the World Bank and the World Bank presum-
ably was not consulted about the Russian credits.

Silent, too. were certain major commercial banks whose stockholders were
defrauded of millions of dollars in Russia's 1919 confiscation of foreign-owned
bank property. On the contrary, many big banks responded to the Washington
green light and rushed in to grant private credits to Russia on terms-mostly
not fully made public-that could be open to question in respect to conforming
with the spirit, If not the letter, of the Johnson Act.

The Johnson Act prohibits the extenslolt-of private credits of other than
"conventional"-that Is, short-term-kind to nations in default of obligations
owing to the U.S. government. There has bein a flood of public Washington
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announcements about the settlement (provisional) of Russia's World War I
LAnd-Lease debt, but not a word about Russia not having paid its $192 million
World War I debt to the United States, a debt it refuses to recognitse

The Johnson Act was amended to exempt from its provisions nations Joining
the World Bank, an institution that Russia has never seen fit to Join. Why should
It, If the World Bank's Policy is to shy away from credits to nations In default
of their external obligations and If Russia can get what It wants direct from old
Don Quixote himself? Take the wheat deal, for instance.

If the Department of Justice, either on Its own or at the prodding of the White
House, has ever seen fit to look Into the private bank credits being extended to
Russia, this must at least be one Item that has succeeded in being sheltered from
leakage to the press.

It certainly would be a stirring post-Watergate comeuppance if some of the
ball-carriers now responding to the Nixon "Executive clemency" signals-and
even members of Congress, too-were some day, like recent members of the
President's cabinet, summoned before a Federal grand Jury to answer questions
bearing on "obstruction of Justice" to private U.S. citizens whose 50-year-old
claims against the Soviet state-now fully accredited-were pushed farther In
the deep freeze as part of the Nixon International game plan.

So far, only three voices of Influence In the world of international finance
have questioned-if only by Implication-the prudence of the sudden surge of
loans by the Export-Import Bank and by private U.S. commercial banks to
Russia under the circumstances now prevailing--circumstances essentially un-
changed over 50 years.

One of these voices-that of Eugene R. Black, former executive of the Chase
Manhattan Bank and former president of the World Bank-was expressed in
generalities, while serving in 1965 on President Johnson's Special Committee on
U.S. Trade Relations with East European Countries and the Soviet Union, Mr.
Black joined with the other members of the committee in the position that
nations in default of external debt and asking new credits should settle their
old debts. But Mr. Black-alone-went further and declared that such nations
should settle their old debts before being granted new ones.

A second voice was that of Gabriel Hauge, chairman of the Manufacturers
Trust Co., who questioned specifically the terms on which Russia is being
granted loans by private banks. Mr. Hauge was one of President Eisenhower's
economic advisers.

The third voice Is that of George D. Woods, former chairman of the First
Boston Corp._and another former president of the World Bank. In a statement
to the "New York Times," Mr. Woods said:

"The matter of privately held Russian debt is still unresolved. In 1916, U.S.
private Investors purchased $75 million of Imperial Russian government notes,
which have been In default as to both principal and interest since 1919. In
addition, there are claims of U.S. citizens against the Soviet Union amounting to
about $120 million, which were certified by the Foreign Claims Settlement
Commission some years ago.

"In the recent Nixon-Breahnev communique," Mr. Woods said, "there is a
statement of agreement 'that mutually advantageous cooperation and peaceful
relations would be strengthened by the cre4tion of a permanent foundation of
economic relationships....'"

Finally, the former World Bank president said: "An important building block
in such a permanent foundation would be acknowledgment of debts to private
U.S. creditors accompanied by an expression of intention by debtor U.8S..R to
negotiate a settlement of them."

Why have opinions of such high professional authority as those expressed by
this trio of bankers of International renown won so little notice or provoked so
little thought or so few questions?

The contrast with outcries raised against Russia's charging export fees for
emigrants and against Russia's oppression of free speech and a free Press-
Issues which are of direct and legal concern only to Russia's own resident
citizens--is truly remarkable.

These protests have prodded Washington into attaching stings to trade favors
In behalf of matters concerning Russian-not U.S.-nationals. But no voice is
raised In Washington to protest the lasting injustice being done by Russia to
citizens of the United States whose property was confiscated by Russia in 1910
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or who hold--either through primary subscription, inheritance, or by subsequent
market purchase, defaulted bonds of the Russian state.

What can be the reason for the Washington silence about (1) Russia's unpaid
World War I debt to the U.S. Government? about (2) The continuing applicable.
Ity of the Johnson Act to private credits to Russia? and, (8), About the awards
made by the U.S. Foreign Claims Commission to American citizens stemming.
from the confiscation of American property In Russia in 1919 and the repudia.
tion of Russian bonds held by the United States and payable In dollars, in other
non-Russian money, and even in Russian rubles?

Probably most people In the United States, If asked about such things, would
shrug It all off. Bonds? rubles? the Czar? Why ask me? Even on Wall Street,
whose business more than any other Is based on the honoring of contracts made
over the telephone, there Is mostly Indifference-indifference stemming from non.
involvement rather than from ignorance of the code.

Wall Street and commercial banks have to live mostly In the world of today
and tomorrow, and It Is easy in their vision for the past to get blurred. The
Washington political telescope Is sharp enough to note this. Thus, WashingtoIL
can maintain expedient silence safely about the enormous Injustice of Russia's
contempt of International debt contracts because no force of prominence Is
likely to bring the matter up.

Even If "belleve-itor-not Ripley" were to come out and proclaim that a bond
Issue by the Government predecessor to that of the Soviet Union Is just as
binding a contract as a U.S. Government bond, the reaction would be one of
bemused misapprehension and disbelief.

Yet that's what the Foreign Claims Settlement Commission has ruled repeat-
edly In fulfilling a Congressionally-directed chore that took years to complete.
If the Commission Is right In Implying that a bond Issued by the Czarist
government Is Just as good, legally, as a U.S. government bond, then It follows
that a U.S. government bond, legally, Is no better than a Russian Czarist bond.

But even for people willing to concede these legalisms, the practical further
question persists:

In established practice, has a successor government-or have successor govern-
mets-to a state overturned by an unsuccessful war or by a successful
revolution assumed responsibility for the external debts of the predecessor
government? Anybody In the State Department will answer "Of course" In
private conversation or correspondence, but any public affirmation of the duty of
statecraft to enforce this elementary precept of International law seems to be
enjoined effectively by the "executive privilege."

In historical fact-not mere legal theory-the respoUsibility of successor
governments for the debts of predecessor governments Is written today all over
the maps of Europe and Latin America.

In Europe, conspicuous Instances are the external debts of the extinct
Ottoman and Austria-Hungary empires and the debts of the pre-World War I
Austrian Sudbahn Gesellechaft-all settled by International conventions in 1923.
In each instance, the primary debts were taken over first by successor states e,
the primary debts were taken over first by successor states greater In number.
Subsequently, governments of such states-among them Hungary, Poland, Yugo.
slavia, Czechoslovakia and Rumania-were superseded by revolutionary Com-
munist governments.

Nevertheless, the bond payment commitments taken on-by the predecessor non-
communist governments were adhered to by all of the communist states men-
tioned, and, as a result, virtually all of the bonds-some going back Into the
19th Century-were paid off by 1972.

It looks as If the Nixon Administration, In its zeal to lure a prodigal son
back home to the market economy by the proffer of new goodies, Is gambling
imprudently In sponsoring executive clemency for the 50-year-old unpaid debts
of a rich state that commands one-sixth of the Earth's surface.

If the gamble pays off-that Is, If Russia's debts both new and old are In the
future serviced In full and on time-well and good. But if the old debts persist
In default, the gamble will not be just another Washington miscue, like the
wheat deal.

Unwittingly, the Nixon Administration, like the sorcerer's apprentice, may
have contrived a financial innovation whose consequences, when emulated suffi-
ciently throughout the debtor world, could wipe out for all time that centuries-
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old cultural phenomenon known as the government bond contract subscribed
willingly by private Investors.

(From the Daily Bond Buyer and the Toneyey Manager, Apr. 16, 1973)
U.S. PUBLIC, PRIVATE LOANS TO SovIET VIOLATE A SEASONrD PRECEPT or

INTERNATIONAL Law
(By Paul Heffernan)

Is the Washington scenario of President Nixon really in earnest in holding up
"law and order" as good words and down-thumbing "permissiveness" and
"amnesty" as not good words?

It so, how is it that the Russian Government-for many decades in default of
debt owing to the United States Government and to private United States
citizens-is getting loans from the private sector of the United States economy
with both the blessing and backing of our Government in violation of the intent
of the Johnson Act of 1934?

Inseparable from the political and economic expediencies that are drawing the
United States and Soviet Russia into the same bedroom after decades of
agonizing distrust is a long-seasoned precept of international law-the responsi-
bility of a successor government for the international obligations of the
predecessor,.

A related, question: How should a government in default of its international
obligations be won back to the alter of financial rectitude? By the vinegar of
loan turndowns or by the bribery of new loans?

If the Nixon Administration is not won over to the permissive or &mnesty
theory for treating financial malefactors, it must be venturing to expound a fte
precept of international law-that a successor government, while entitled to
possess incontestably the assets of the predecessor state, is under no obligation
to assume the international obligations of the predecessor.

It this innovation in international practice were to prevail, it would indeed be
a startling breakthrough, as a review of a century of international debt
questions on most of the world's continents will show. Probably no government
bonds could be sold thereafter to foreigners anywhere.

Even while American aviators, long since shot down in Vietnam by military
equipment provided largely by the Soviet state, were being released after years
of prisoner-of-war confinement, the Export-Import Bank was announcing agree-
ment to lend $101.2 million direct to Russia's Foreign Trade Bank and to
guarantee $101.2 million in matching loans from United States commercial
banks.

The Export-Import Bank loans direct to Russia bear 6% interest, a rate
lower than what it costs the U.S. Treasury to borrow money on Its own name In
the public market. By contrast, the Treasury is paying 6 % and 6%% on
recent market borrowings-notes due in 8% years and in six years and nine
months.

Among the recent loans by private United States banks to Russia is one of
$ 6 million granted by the Chase Manhattan Bank to help finance construction of
a truck plant foundry on Russia's Kama River 550 miles east of Moscow. The
Chase Bank refuses to make known the terms of this financial accommodation.

A singular and disquieting aspect of such credits is that the Washington and
other announcements, while replete with talk about "increased East-West trade"
on a "most favored nation" basis and about provisional settlement of Russia's
postwar Lend Lease debt, no public reference at all is made to the Johnson Act
or to Russia's unpaid World War I debt to the United States Government.

The Johnson Act wasadopted before World War II when foreign governments
defaulted on international debts approximating $80 billion and payable in
United States dollars. As first adopted, the Act prohibited private financial
interests from making loans of other than conventional commercial credits to
nations in default of debt to the United States Government. Conventional
commercial credits are synonymous with the short-term loans that form the basis
of the commercial banking lending function.

Subsequently, the Johnson Act was amended so as not to apply to nations
accepted into membership in the International Bank for Reconstruction and
Development, an Institution that Russia has not joined, and whose policy is not
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to lend money to member nations in default of the international debts of
incumbent of predecessor governments. Why should Russia join the World Bank
when Washington's Export-Import Bank is only a few doors down the block?

The Johnson Act did not forbid the United States Government from lending
money to defaulted international debtors, but during the law's long tenure it
was held unthinkable In the financial community, until recently, that the Federal
Government would undertake financial transactions that were unlawful in the
private sector, and would go further and guarantee in behalf of defaulted
debtors abroad private loans of a kind that, until recently, were shunned by
United States banks. Can you envision an FBI agent holding the flashlight for a
confirmed international bank robber?

The existence of the Johnson Act was acknowledged by official Washington,
however, back in 1959. The then Secretary of the Treasury, Douglas Dillon, said
that even if the Lend Lease credits to Russia were settled, private loans to
Russia would still be prohibited by the Johnson Act "as presently drawn."

Otherwise, he said, there would have to be some form of legislation similar to
the legislation that was passed relieving other countries of the same obligation
by reason of the fact of their membership in the International Bank for
Reconstruction and Development

If such legislation has since been adopted, it was not identified at the time by
Washington as a measure to denude or to supersede the remnants of the Johnson
Act. Thus, if the Johnson Act is a dead letter today, it would seem to be so by
virtue of extraordinary powers granted President Nixon by Congress without
Congress or the public being aware that the Johnson Act was being annulled
without a footnote notice of death appearing in the repealer legislation.

The Russian loan application, if at all conforming with what banks require of
business and other private borrowers, would have to own up to certain unsatis-
fied international obligations. These include:

A World War I debt to the United States Government now totaling about
$700 million ($192 million principal amount plus a half-century of interest
charges) incurred in Russia's war against Germany by the Kerensky successor
Government to that of the abdicated Czar.

Bond issues totaling $75 million sold in 1916 by the Imperial Russian
(Czarist) Government through J. P. Morgan & Co., National City Bank, Guar-
anty Trust Company and other banking institutions to private investors in the
United States to help Russia finance the war against Germany. The Soviet
Government repudiated these obligations in 1919 but later repudiated the
repudiation-in the 1938 correspondence between Foreign Affairs Commissioner
Litvinoff and President Roosevelt, and otherwise. However, the repudiated
liability was never formally reassumed. The next item probably explains why.

An estimated $2.5 billion of European savings borrowed by Russia between
1858 and 1914 to finance the construction of a pre-Soviet network of 40,000
miles of -railroads fanning out from Moscow to penetrate most of the two-
million-square-mile area that makes up the European part of the Soviet Union.
This debt, on gold-clause bonds denominated in British sterling, Swiss and
French francs, German marks and Dutch guilders, was repudiated in 1919 along
with the $75 million of dollar bonds borrowed on U.S. dollar bonds to finance
World War I against Germany. The existence of this stupendous debt on
defaulted European bonds has been cited by past Soviet officials as a major
reason for not settling the dollar bonds. They just owe too much abroad to pay
back anything.

Other claims of American businesses and private citizens of about $119
million against the Soviet Government-claims officially certified by the United
States Foreign Clailms Commission. These claims originated In the Soviet
confiscation of business and other property of United States ownership.

Have stockholders of United States banks and other business enterprises any
interest in the outcome of this certification procedure, one completed at the
expense of claimants against Russia during the last decade?

For instance, of claims totaling $89 million made by First National City
Bank, the United States Government certified an "award" of $5.4 million pluR
$4 million Interest. However, Citibank collected only about $550,000 of the
award because the $9 million Russian funds of the 1988 Lltvnoff Assignment of
1988 covered less than one-tenth of the awards. The cash distributed to awardees
consisted of $1,000 plus 9.7% of the principal amount of the award. No cash
payment was made on that part of the award stemming from back interest.
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The largest award went to the Singer Manufacturing Co., which had put in for
$100 million. The award on principal was $29.5 million and that on Interest,
$67J million. Consequently, all Singer got was about $3 million against the
principal.

Guaranty Trust Co. (now Morgan Guaranty Trust) put in for $1 million and
got In cash about $88,000 on certified awards totaling $8,000 in principal and
$84,000 in interest.

New York Life Insurance Co. put forward a claim of $81 million. The award
certified by the Claims Commission totaled $5 million in principal and $4
million in interest. The insurance company collected about $500,000.

Bonds of the Imperial Russian Government sold in this market in 1916 were
presented by some holders for claim. Claims certified by the Government
Commission on the basis of such bonds ran to about $8.6 million of the $75
million loan; of this total less than 10% was realized by the successful
claimants,

With less than $1 million paid out against the 1916 market borrowing, the
proceedings of the Claims Commission are implicit in the sugestion that the $74
million balance, plus interest, represent legitimate private claims against the
present Russian state. It is estimated that only about one-third of these bonds of
the predecessor Imperial Government were filed as claims before the Commis-
sion. They have a current volume in the over-the-counter market of about five-
that is $50 per $1,000 bond.

The banks that distributed these bonds to private investors In 1916 ran little
risk. They run no risk at all today in making loans to socialist Russia
guaranteed by the United States taxpayers through the Export-Import Bank.

For the record, every award certified by the United States Government agency
bore this ofial caveat:

"Payment of the award shall not be construed to have divested claimant
herein, or the Government of the United States, on its behalf, of any rights
against the Government of the Soviet Union for the unpaid balance, if any, of the
claim."

Presumably these officially certified United States private claims against the
Russian Government as both a successor and Incumbent state were not pressed
in the months of trade negotiations between the Nixon Administration and the
Russians.

If so pressed, no public reference to them was even made by the negotiators;
this silence is In significant contrast to the repeated public reference to Russia's
postwar (World War II) Lend Lease debt, whose agreed upon "settlement" was
made by the Russians conditional upon achieving from Congress a "most favored
nation" trading status with the United States

United States balance of payments headaches to the contrary notwithstanding,
our negotiators must have been more anxious to lend the money to the defaulted
debtor than the defaulted debtor was to borrow It from the United StateL Either
that or a Soviet bluff succeeded In nudging our lenders Into hasty and uncondi-
tional surrender.

Thus the leverage of "no-win war" extend itself-to paraphrase the cogent
axiom of Clausewits-into the realms of "peaceful" international economics.
While spurning any thought of amnesty to American young men who shirked
their military duty to resist the Russian-aided aggresson against South Viet-
nam, the Nixon Administration is now devoting Itself to granting financial
amnesty to the selfsame Russian state, one otherwise notorious over a half
century for the remorseless dishonoring of its international financial obligations.

What basis is there for the position taken by Soviet Russia that a successor
regime may claim the assets of the predecessor and yet disclaim the predeces"
imores international debts? Virtually no basiL

A survey of International government debts defaulted by one regime and
restored to good standing by one or more successor regimes over the last
century would take the financial Investigator far afield into Europe, Asia and
Central and South America, and bring him Into contact with all -kinds of
political strutums--monarehies,republics and democracie stamped with eccle-
odastical, capitalist or socialist orientation.

Ninety-eight years of annual reports of the Oouncil of the Corporation of
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-British bondholders testify to the vital tenacity of the international debt
contract.

The same goes for the 40 years that the United States counterpart of the
British body-the Foreign Bondholders Protective Council-has devoted to nego-
tiations aimed at settling foreign government bond defaults. Similarly. other
International debt adjustments over the past century have been accomplished by
international treaties and by private banking consortlums.

In behalf of United States bondholders, the Foreign Bondholders Protective
Council here has negotiated 41 debt adjustment plans with foreign governments
.n its 40 years of existence. Of the national governments affected, 18 were in
Latin America, nine were in Europe and two were in Asia.
t probably the most significant examples of how international debts have been

t en over by successor states are those of the defunct Ottoman and Austro-
Hungarian Empires, where obligations originally incurred by private property
nations have been discharged by successor socialist regimes.

Other more recent Instances include the external debts of Yugoslavia in full
and of Hungary and Poland in part. Moreover, interesting contemporary ques-
tions bearing on the debt liabilities of successor states are presented by the
insurgent Asian nation of Bangladesh, the Baltic states of Latvia, Lithuania and
Estonia annexed In 1940 by Russia. Also, bonds that were sold by issuers in
East Germany before World War II and-unlike West German Government
bonds rehabilitated by the London International Conference of 1960--are still In
partial or full default, presumably awaiting the reunification of Germany.

The breakup of the European-Near East political complex once known as the
Ottoman Empire Into Turkey and 14 other states was followed in 1928 by the
successor states, under the Treaty of Lausanne, assuming debts of the predeces-
sor empire totaling $8.6 million Turkish pounds.

The successor states other than Turkey were Italy, Albania, Bulgaria, Greece,
Yugoslavia, NedJd, Mesopotamia (Iraq), Syria and Lebanon, Palestine, Trans-

'Jordania, Hedjaz, Assyr, Yemen, and Maan. Some of the Arab states are now
part of Saudi Arabia.

The final distribution of the Ottoman Debt Council in Parts against provi-
tional receipts issued to holders of bonds of the former Empire will be payable
until the Nov. 10, 1979. Twenty-five bond issues of the old Empire were
involved, some of them going back to the 19th century.

The shares of debt accepted by Italy (on account of the Dodecanese),
Palestine, Syria and Lebanon, Iraq, Jordan and Yugoslavia were finally settled
In 1926, 1928, 1968, 1984, 1945 and 1960, respectively. A 10% balance of
Greece's share has been arranged for payment, according to the last annual
report of the British Bondholders Council.

Bulgaria only partially discharged its liability, having settled in 1960 with
French bondholders only. The shares of Albania, Saudi Arabia and Yemen were
not settled.

Provision for the external debt of the Austro-Hungarian Empire to be taken
over by the successor states was made by the Innsbruck Protocol of 1928. Under
it, eight bond issues payable in Swiss francs and gold florins were made the
repayment responsibility of Austria, Czechoslovakia, Poland, Hungary, Yugo-
slavia and Rumania.

The service of theie commitments was interrupted repeatedly, notably during
the money famine of the 1980's, and, again, from the convulsions- of World War
II. By 1972, however, all of successor states of the old Empire had made good
on. their commitments-Austria In 1962, fungary In 1966, Poland in 196M,
Yugoslavia in 1970 and Rumania in 1972. Germany, not a successor state, paid
part of Austria's share of the Empire debt. Thus, over 60 years, the old Umpire
debt was redeemed in full. -

Certain debts of the governments predecessor to the states of Yugoslavia,
Poland and Hungary are being serviced by the Communist successor states.

Hungary has paid off certain issues of external debt through agreements with
Austria, Belgium. Luxembourx, Denmark, France, Greece, the Netherlands,
Norway, Sweden, Swtserland and Great Britain. Further, It announced in 1971
having "lengthy negotiationso which are still continuing, with Italy and the
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United States." In 1969, Hungary paid off $6,828,000 of loans granted by United
States banks during the 1.931 financial crisis.

Communist Yugoslavia in 1985 came to agreement with the Foreign Bondhold-
ers Protective Council for resuming Interest payments on seven issues of dollar
bonds totaling $56 million that were sold In the United States market by the
predecessor Kingdom of the Serbs, Croats and Slovenes from 1922 through 1936.
Debt service has since been maintained without interruption.

Communist Poland announced late-last year plans for resuming debt service
on 16 issues of dollar bonds totaling $41 million which were sold In the United
States market by predecessor governments from 1920 through 1936. A temporary
plan, as yet not formally announced, Is to go into effect July 1.

Soviet Russia In 1970 reached agreement with Great Britain calling for the
release of certain British-held funds of the former Baltic states of Latavia,
Lithuania and Estonia, which were annexed by Russia in 1940. As a consequence,
certain payments were made available to holders of bonds of the cities of Wilno
and Riga and the Republic of Estonia.

There are outstanding about $3 million of dollar bonds sold by Estonia in the
United States market in 1927. These are In default. The United States has not
recognized Russia's annexation of Estonia.

The debt of Pakistan to The World Bank presents a contemporary problem In
respect to the allocation of debt to a successor state. Pakistan has not yet
formally recognized Bangladesh as a soverign government, presumably because
of the debt question.

Pakistan, which owes about $320 million on conventional loans to the World
Bank, has also borrowed more than $400 million from the World Bank's
affiliate, the International Development Association. The latter borrowings run
Interest-free for 50 years, with the borrower required to start repayment after
10 years. A number of the Pakistan loans were Incurred to finance irrigation,
flood control, railway construction and water supply and sewerage projects In
Bangladesh.

How are these loans to be paid back to the World Bank?

[From the Daily Bond Buyer, Nov. 6, 19721
THr EDrO's CosNza
(By Paul Heffernan)

It's a wonderland, all right; a wonderland of wholly new concepts of
creditworthiness and the banking function. The only thing missing Is an Alice to
attest the mystifying strangeness of the new frontier. No Jabberwocky. No Red
Queen. This time, it's all for real.

The first opening of the new vista was the United States-Soviet Russia wheat
deal, with Its overtones of multi-billion dollar business with farmers, bankers
and shippers; of credits to Russia guaranteed by U.S. taxpayers through the
Export-Import Bank; and of "most-favored-nation treatment" to the Communist
state In future trade relationships.

Evidently the first test of the new credit yardstick---one based on the bor-
rower's future prospects rather than the recollections of his past-is not to be
made upon some little-propertied state aspiring to a minimum of living stand-
ards, but rather to the great Russian state that lies athwart Europe and Asia.
Whether the debt-saddled nations of the undeveloped world will be inspired to
emulate Russia's debt-repudiation practices remains to be, seen.

For confirmation of the advent of a new yardstick for international credit,
stockholder of First National City Bank must have been stimulated when they
read about the plans of their financial institution to opqn a branch office In
Russia, where, in 1919, the Citibank branch was closed by the Soviet state and
the contents confiscated, lock stock and barrel.

And stockholders of San Francisco's Bank of America, NT&SA, and associ-
ated banks must have sensed a second coming, too, when they read about the
managers of their banks syndicating a $68 million financing for the export of

"o---cotruction machinery by Caterpillar Tractor Co. to a Russian Government
agency. The loan is being guaranteedd" by the Bank for Foreign Trade of the
U.S.S.R. Well, well.



1827

These bank stockholders must surely be pondering such questions as these:
Why do the official reports emanating from Washington and the Industrial-

Banking complex shun all mention of Russian-confiscated property and Russian-
dishonored Government bonds? The only reference to unpaid Russian debts is to
the Government-to-Government Lend-Lease account of World War II and there-
after, for which a settlement has been agreed upon. As for the claims of the
private-sector against Russia, there is only a great silence.

Will the Soviet Government ever make restitution for the 1919 confiscation
of property owned by foreign banks, foreign corporations and non-Russian
individuals? 0& "

Will the Soviet Government, as a successor state, own up to its liability to
discharge the international obligations incurred by the predecessor Imperial
Russian Government, by putting back into good standing the Russian Govern-
ment obligations repudiated in 1919?

Does the readiness of banks to do business with defaulted-debt ridden Russia
inaugurate a new banking principle-that the defaulted debtor, once appeased
with new loans of money, may some day be inspired to thaw out his long-frozen
resolve not to pay the old debts, and instead, to finally come clean? What could
happen If banking and Government were to extend this principle to the capitalist
private sector?

Does the flurry currently going on In Washington and in the nation's indus-
trial and banking centers about engendering new business profits by taxpayer-
underwritten trade with the backslider mean that the intent of the Johnson Act
and the Hickenlooper Amendment--Congressional efforts of the past to shield
bank stockholders and investors in general from having their good money follow
the bad-is now to be relegated altogether to the waste basket?

CITISANK BACK TO Mi)SCOW?

The case of First National City Bank is notable. Citibank estimated its losses
from confiscated property and from dishonored bonds of the Russian state at
more than $40 million. Under a claim-processing procedure financed out of the
Lltvinoff Assignment funds of 1938, the Foreign Claims Settlement Commission
awarded Citibank $5.4 million plus $4 million representing unpaid interest
going back to periods between 1917 and 1919.

Because the Litrinoff fund of assigned Russian assets totaled only about $9
million against awards against Soviet Russia running to $129 million, Citi-
bank's award of $9.4 million ended up In a payment to the bank of less than
$500,000-about 1% of its claim and about 59'% of the award officially certified
for it by the U.S. Government. The cash payment excluded the consideration of
payment of what was awarded for back interest.

Nevertheless, the award to Citibank-as with all of the 1,925 awards against
Russia certified by the Foreign Claims Settlement Commission-elded with this
declaration of July 20, 1959:

"Payment of the award shall not be construed to-have divested claimant
herein, or the Government of the United States on claimant's behalf, of any
rights against the Government of the Soviet Union for the unpaid balance, if
any, of the claim."

REMEMBER THE JOHNSON ACT?

The Johnson Act was enacted in 1934 to protect United States private
Investors from being exposed to domestic offerings of bond issues of foreign
nations in default of the obligations to the U.S. Government.

It is little remembered today. The major reason is that most foreign nations,
with the exception of certain Communist states, are in good standing in their
financial relations with our Federal Government, andL as a consequence, are
free to borrow money here from private sources in any way they want.

Much of this record of good standing Is due to the negotiations carried on over
38y ears by the Foreign Bondholders Protective Council with foreign govern-
mens in default of their obligations payable in U.S. dollars.

Over this period, the Council has negotiated 42 debt adjustment plans covering
$8.5 billion of defaulted debt. Today, only the Communist nations of Russia,

30-219 0 - 14 - 7
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China, Hungary, Rumania, Bulgaria, Czechoslovakia, Estonia (now part of
Russia) and Poland are in default of their international obligations. Poland has
worked out a temporary debt settlement plan to be given effect by 1975.

A second reason why the Johnson Act is pretty much a dead letter s that
Congress subsequently voted to except from Its provisions any nations belonging
to the International Bank for Reconstruction and Development and the Interna-
tional Monetary Fund. Today, most of the world's nations belong to these
International organizations.

Again, conspicuous exceptions are China, Soviet Russia and Russia's Commun-
lot satellites-Poland, Hungary, Czechoslovakia, Bulgaria and Rumania. Late
this Summer, Rumania applied for membership in the World Bank and the
Monetary Fund.

FINS AND IMPISON MENT

Nevertheless, the Johnson Act did warn:
"Whoever, within the United States, purchases or sells the bonds, securities or

-other obligations of any foreign government or political subdivision thereof or
any organization or association acting for or on behalf of a foreign government
or political subdivision thereof, issued after April 18, 1984, or makes any loan
to such foreign government, politicalsubdivision, organization or association,
except a renewal or adjustment of existing Indebtedness, while such government,
political subdivision, organization or association, is in default in the payment of
its obligations, or any part thereto, to the United States, shall be fined not more
than $10,000 or imprisoned for not more than five years or both."

As amended, however, the Johnson Act goes on to exclude from the above
restriction "public corporations created by or pursuant to special authorizations
of Congress, or corporations in which the United States has or exercises a
controlling Interest stock ownership or otherwise."

This can be read, then, to authorize the United States to extend loans which, if
extended by a bank or private corporation, would be punishable by fine and
imprisonment.

H ICKENLOOPER AUCNDMENT

The Hickenlooper Amendment (to the Foreign Assistance Act of 1961) pro.
vides, as amended:

1"ne President shall suspend assistance to the government of any country to
which assistance Is provided under this or any other Act when the government of
such country or any government agency or subdivision within such country on or
after Jan. 1, 1962:

"(A) has nationalized or expropriated or seized ownership or control of
property owned by any U.S. citizen or by any corporation, partnership, or
association no less than 50% beneficially owned by U.S. citizens, or

"(B) has taken steps to repudiate or nullify existing contracts or agreements
with any U.S. citizen or any corporation, partnership of association not less than
50% beneficially owned by U.S. citizens, or

"(0) has Imposed or enforced discriminatory taxes or other exactions, or
restrictive maintenance or operational conditions, or has taken other actions,
which have the effect of nationalsing, expropriating or otherwise seizing owner-
ship or control of property so owned...

Inasmuch as the acts of Russia and certain other Communist nations in
confiscating foreign-owned property and in not paying debts due to foreigners
took place before 1961, they are not covered by the Hickenlooper Amendment.

This could extend the application of the "most-favored-nation" treatment
principal from International tnade to International debt management.

The 41 foreign nations that have rehabilitated their International obligations
from a-default status over three decades cannot-help taking note of the impunity
with which Communist nations persist In maintaining their International debts In
default even while negotiating with 13.8. officials for new money handouts. The
temptation of lesser states to let their bonds lapse Into default and still make a
pitch for "most-favored-nation" treatment for new loans must be difficult to
resist.
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If the new credit yardstick aa applied to Russia is to win general acceptance,
some of the explanation would seem to lie in the Russian Government obliga-
tions of the pre-Soviet regime being regarded as private debts of certain
political associates of the short-lived Kerensky Government that the Lenin
Bolsheviki expelled, and other private debts of the royal family of the old order.

OAMPAON CORITUBUTION

By this thinking, the $190 million that the U.S. Government lent to the
Kerensky regime after the abdication of the Czar, was not a Government-to-
Government loan, but merely a campaign contribution to the worn-out liberal
politicians who lost out to the Communists.

Likewise, to sustain the annulment of the Soviet regime's repudiation of the
external debt of the Imperial Russian Government, it would have to be argued

- that the money so borrowed was for the private use of the royal family,
including a 88,000-mile network of railroads equipped with American-designed
locomotives-a private touring plaything reserved for Nicholas, Alexander, etc.
and families, with the Russian masses barred from boarding the trains.

RUSSIA'S DeBTS DIED WITH TZM!

And that when the royal family died in a cellar at Ekaterinburg at the hands
of assassins, their private debts--including $2 billion or so borrowed in the
European markets to finance and nationalize the Russian railroads, as well as
the $75 million borrowed from private investors In the United States to help
carry on the war against Germany-expired with them.

Only their assets--assets confiscated by the Soviet state--survived.

[From the Daily BQnd Buyer and the Money Manager. July 1?, 19T2)

IS RUSSIA Woi3!RY OF TRADE CEDrr AFTER A HATF-(txTUaY or DEFAULT?

(By Paul Heffernan)

After spending billions of dollars upholding the international honor of the
United States by checking Communist aggression against South Vietnam, will
the Nixon Administration now capitulate to lnilernational dishonor by guarantee-
ing trade credits for Russia even though the Soviet state Is in default of
hundreds of-millions of dollars owing to both the United States Government and
Its private citizens since World War I days?

The question is timely because of the tentative agreement recently reached
between the two nations in respect to our exporting $750 million worth of wheat
to Russia, a transaction proposed to be financed by $0 million of credits
through the Export-Import Bank. Reports reaching the press suggested that
the only thing delaying the deal is a settlement of the lend-lease credits ex-
tended to Russia in World War I.

This nation's lend-lease aid to Russia consisted of more than 16 million long
tons of ships, airplanes, tanks, guns, and explosives as well as prodigious
quantities of food and other supplies, Appraised at $11.2 billion, this war
service was proposed to be settled during the Truman Administration for $800
million. Russia offered to pay $80 million, and that's where the matter now
stands.

The lend-lease aid from the standpoint of timing, was of three kinds: (1)
supplies received by Ruia during the war; (2) supplies In shipment before the
war's end but not received until after the war; and (8) supplies ahiped after
the war was over. In 1945 Russia agreed to pay $222 million over 22 years for
lend-lease goods supplied after the war. The Soviet state has made good on this
debt.

There is something singularly deja vu, however, about these 197 discussions
of old Russian debts and new credits for the Communist state. Were not the
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parties reciting the same lines in 1933, when the Soviet Government was angling
for recognition from the United States?

And again in 1946, when Russia-wanted a $1 billion credit from the Export-
Import Bank?

And again In 1959, when Anastas Mikoyan, was the guest of First National
City Bank of New York and the-Economic Club of New York?

It took the plain-spoken Nikita Khrushchev in 1959 to "tell it like it was." He
said that the old Russian debts were mere "archives of history."

But if the coming negotiations over the wheat exports to Russia are to confirm
the Khrushchev proclamation, the Nixon Administration will have to do some
fancy backtracking.

The major embarrassment would be to affix the "forget it" stamp on the
voluminous 1969 report of the Foreign Claims Settlement Commission, which
tried to square a $9 million 1933 assignment of Russian funds (the Litvinoff
Assignment) against over 1,900 awards aggregating $129 million for losses
including back-interest, sustained by American citizens by reason of Soviet
Russia's seizure of American-owned property in Russia and by reason of
Russia's repudiation of the external bonded debt incurred by the predecessor
Imperial Russian Government.

While unable to stretch theS9 million Litvinoff fund to pay off $129 million
of "awards," the report nevertheless placed the formal certification of the United
States Government on the lasting right of claim of the unsatisfied balances of
awards made to dispropriated owners of Russian-domiciled assets and to
investors holding repudiated dollar bonds of the Imperial Russian Government.

This 1969 report of the Foreign Claims Settlement Commission (made at a
nominal cost of $455,700 assessed against the $9 million Litvlnoff Assignment)
is not, however, the only testimonial to the dishonored Russian Government
debts dismissed by Khrushchev as "archives of history."

A summary of these dishonored debts Is as follows:
World War I debt to the United States Government. Counting in interest

aggregating over $500 million, this debt today stands at over $700 million.
The debt incurred by the Interim Kerensky regime in Russia on loans from the

United States Government after the abdication of the Imperial Russian Govern-
ment. These loans totaled $190 million. They were on -the verge of being settled
by the successor Soviet Government in 1934 by an offer to pay $100 million on
condition that Russia would get a new 20-year loan of twice that amount. The
negotiations fell through.

World War I loans floated by the Imperial Russian Government in the United
States market on bonds subsecribable and payable in dollars. There were two of
such loans; they raised $75 million for Russia In the war against Imperial
Germany. One loan bore 6y% interest and was to come due in 1919. The other
bore 5',4% interest and was to come due in 1921. Both loans were repudiated by
the Soviet state in 1919. About a third of this bonded debt was made the basis-
for claims for awards filed with the Foreign Claims Settlement Commission and
in some instances a holder of a $1,000 bond received $1,000. Cash payments to
over 700 bondholders from the $9 million Lltvlnoff fund ran to only about
$762,000, or less than 10% of the total.

The greater part of the Russian fund was paid out to a scattering of banks.
insurance companies and industrial enterprises whose property was confiscated
by the Soviet regime. The largest payment, one exceeding $8 million, went
to Singer Sewing Machine Co. enterprises against awards totaling over $50
million.

Financial and industrial enterprises that received about 10% In-cash against
awards exceeding $1 million Included New York Life Insurance Co., Interna-
tional Harvester Co., First National City Bank of New York, Eastman Kodak
Co., Mobil Oil Co., General Electric Co., Chase Manhattan Bank and Morgan
Guaranty Trust Co.

The final sentence of each award by the Federal Government's Commission
reads as follows: -

"Payment of the award shall not be construed to have divested claimant
herein, or the Government of the United States, on its behalf, of any rights
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against the Government of the Soviet Union for the unpaid balance, if any, of
the claim."

The bravura with which Nikita Khrushchev waved away Russia's interna-
tional obligations seems not to have been rooted In the postures taken repeatedly
by the founding fathers of the Socialist state.

In 1919, when the ink was hardly dry on the Soviet Union's decree outlawing
all obligations, both internal and internal, to "landlords" and to others,
Ambassador William Bullett reported: "Lenin, Chicherin, Litvinoff and all other
leaders of the Soviet Government with whom I talked expressed in the most
straightforward manner the determination to pay its foreign debt."

Fourteen years later the Bullett statement nearly reached prophetic propor-
tions in the negotiations between President Roosevelt and Maxim Litvinoff, the
Soviet Union's commissar for foreign affairs. The Nov. 18, 1983 letter of
Litvinoff to President Roosevelt-the letter known to historians as 'The Litvt-
noff Assignment"--begins with this suggestive language:

"Following our conversations, I have the honor to inform you that the
Government of the Union of Soviet Socialist Republics agrees that preparatory
to a final settlement of the claims and counterclaims between the Governments
of the Union of Soviet Socialist Republics and the United States of America and
the claims of their nationals. ... "

It should be obvious, then, to the Nixon Administration 89 years later that the
"archives of history" include the Litvinoff Assignment and its implications as
well as the exhaustive 1959 report of the Foreign Claims Settlement Commis-
sion, with its formal certification by the Government of the United States of the
unsatisfied claims of United States nationals against the Soviet state.

What kind of reasoning can there be behind the seeming unwillingness of the
Soviet Union to make good on the Russian state's international obligations? Is
not the successor state responsible in the international community for the
obligations of the predecessor government?

Were this not so, International debts need never be paid off: a mere change of
government would do. And if such a precept were to prevail in the world of
private enterprise, why should company pay off a debt when the same result
could be attained by merely changing the executive management and the board
of directors?

Any Soviet Russia disclaimer of responsibility for the international debts of
the precedessor Imperial Russian Government can be viewed in two ways.

The first rationale would be that there never was a Russian government prior
to the Soviet Union.

That there were certain Russians--Nicholas, Alexander, Catherine, Elizabeth,
Peter, Paul, Ivan, etc., etc.-but there was no "government." And when these
Russian celebrities died, that the Soviet state was entitled to "nationalize" their
personal possessions--Jewels, art masterpieces, etc., In the name of Russia's
first "government." And that the international obligations of the so-called
"Imperial Russian Government" were only the private debts of a few Russian
men and women. Why should the Soviet Union be responsible for such "private"
debts to foreigners-

The other rationale is less Ingenious but more brazen. It is simply that (1) a
successor government is entitled to the assets of the predecessor government
(not excluding a Russian network of 65,000 kilometers of railroads financed by
more than $2 billion of bonds sold to private investors of Europe, England and
the United States); and that (2) a successor government Is privileged to
disclaim all of the international obligations of the predecessor government

Such an- innovation in the concept of credit might indeed be Inspired and
sponsored seriously by the force of political expediency, but the question
remains: what prudent Investors can be expected to buy obligations whose first-
instance security is the pledge of a Communist Government in default of its
International obligations for over a half-century?

Pledges of such kind conceivably could be the first-instance security of
debentures to be sold publicly by the Export-Import Bank. The Federal Reserve
System now has authority to purchase for its investment portfolio the U.S.
Government guaranteed Export-Import Bank debentures and has made such
purchases. But who else could be expected to buy them?
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VAL MARMS & Co., Iwc.,
New York, N.Y., AprN 16, 1974.How. Boa PAtOKWOOD,

Senate Pftane ommittee,
Dirke Offie Buadig,
Woehingto^, D.O.

DEAt SzwxAToa PACKWOoO: In connection with my testimony before the Commit-
tee on Finance on April 4, 1974 on the repudiated Imperial Russian Government
Dollar Bonds and in response to your request, I submit the following informa-
tion concerning: 1. The Johnson Debt Default Act. 2. The reason why this cause
could be espoused by the U.S. Government. 3. The question of original ownership
versus bondholdngs bought below par.

Insofar as the Johnson Debt Default Act is concerned, I realize that defaulted
and/or repudiated obligations by a debtor government to U.S. citizens are not
apecdfcally covered by the Johnson Debt Default Act. Nevertheless, we believe
that this Act grants a measure of protection to such bondholders because
countries In default to the U.S. Government and who are not members of the
International Bank for Reconstruction and Development, and of the Interna-
tional Monetary Fund are precluded from raising money from U.S. private
sources. The text of the Johnson Debt Default Act states that a U.S. individual
or entity (as defined) Is prohibited from "making any loan to such government,
political subdivision, organization or association". Although this Act was not
meant to interfere with trade, we believe that a literal Interpretation must take
cognizance of the fact that export financing, whether short-term or long-term
actually involves a loan.

In this context, we believe that much of the so-called export financing
contemplated by the private U.S. sector Is-in reality a form of project financing
which should certainly be considered loans subject to the penalties of this
legislation.

The relevance of the Johnson Debt Default Act to bondholders such as
ourselves lies In the fact that It encourages nations to act responsibly to settle
their obligations with the U.S. Government, and to Join the International
Financial Community. Any evidence of the Soviet Union's acceptance of finan-
cial responsibility would be an encouraging development for the bondholders.

I wish to reiterate my statement that after all these years, bondholders have
no recourse but to look to the U.S. Government to persuade the Soviet Govern-
ment to akjtowledge and settle this debt.

In support of this, I have enclosed a letter from Fabian A. Kwiatek, Assistant
Legal Advisor of the Department of State, which clearly outlines the opinion of
the Department.that the cause of the bondholders could be espoused by the U.S.
Government In accordance with established principles of international law.

When the Foreign Bondholders Protective Council was organized in 1988, one
of the questions confronting this organization was that of original ownership
versus bondholdings bought below par. I would like to quote excerpts from their
Annual Report of 1936:

"Not Infrequently the Council Is told by debtors that they are entitled to spe-
cial and particularly generous treatment on the ground that the presen holders
of their bonds bought them at greatly reduced prices.

"Aside from the immorality Involved In a suggestion by a debtor that he
should cancel his debt by paying his obligation only at the reduced market price
to which his own wilful default has brought it down,-a consideration which in
Itself should be sufficient to brand such a contention as unworthy of notice-
there are certain facts which also negative the soundness of any such
contention . . .

"But there has always been another main consideration which has urged the
Council to this general view, namely; There is a basic distinction between the
investment of American money in domestic American enterprises, and the
investment of American money in foreign enterprises, including loans to foreign
governments.

"In domestic enterprises the national wealth is slightly involved in the
question as to who among the people of the United States shall gain or lose with
reference to the particular enterprise. If A. loses to B. in a domestic invest-
ment, the property involved in the transaction is still in the United States and
the national wealth is not Impaired.
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"The situation is wholly different with reference to American capital invested

in the bonds of foreign countries. Such an investment is an outlay of the
national wealth. If that investment be not returned to the United States, the
national wealth has been by that much depleted. If a foreign government were to
borrow one dollar and then pay back only twenty cents, on the theory that the
present holder of its obligation had paid only twenty cents for it, and therefore
no more should be paid to the holder to wipe out the obligation, the national
wealth involved in the investment would be depleted by eighty per cent.

"On this consideration also the Council has taken the firm position that foreign
dollar debtors must pay their obligations in full, certainly as to capital, and
with as slight a decrease In interest and amortization as the circumstances may
seem to require."

I request that this letter and its enclosure be made a part of the record along
with my written and oral statements. Should you have any further questions, I
would be delighted to reply to them.

In closing, I urge you and other members of the Senate to consider the plight
of bondholders in your deliberations about the Trade Reform Act, and to keep
In mind that this is the only Russian Dollar debt to be floated to the American
public. Because of the unusual nature of this debt and the fact that it is a
unique case of repudiation In this century, I would like to see something in the
Trade Reform Act that would require the Department of State in cooperation
with the Foreign Bondholders Protective Council at least to initiate discussions
on this matter with the Soviet Government and to give Congress a periodic
status report on their progress.

While I believe that increased trade with the Soviet Union could ultimately
further the cause of peace, the token settlement of the Lend Lease debt in my
opinion Is not sufficient evidence of their financial responsibility. Certainly the
settlement of other debts owing to the U.S. Government as well as these Dollar
Bonds would be a significant step forward In evidencing this responsibility.

Very truly yours,
EDWIN S. MARKS.

DEPArM ENT Or STATE,
Waehington, D.C., July 1, 1972.

MR. EDWIN S. MARKS,
Carl Mark8 d Co., Inc., New York, N.Y.

Dc",a MR. MARKS: Thank you for your letter of June 5, 1972 concerning your
recent meeting with officers of the Department regarding unsettled bond claims
of nationals of the U.S. against the Soviet Government. You refer to my
statement during the meeting about the legal distinction between repudiated and
defaulted bonds under principles of international law and request further
information about the matter.

In 1916 the Imperial Russian Government floated two different types of
dollar bonds. One issue, dated 1916 and due In 1919 provided for an interest
rate of 6% percent, while the other Issue, dated 1916 and due in 1921 provided
for an Interest rate of 5% percent. The face value of such bonds was $75,000,-
000-40,000,000 for the bonds due in 1919 and $25,000,000 for the bonds due in
1921. These 'bonds were floated In the United States In 1916 by a bankers'
syndicate headed by J. P. Morgan and Company and the National City Bank of
New York.

On March 16, 1917, the Imperial Russian Government was overthrown and
succeeded by a "Provisional Government" which was the immediate predecessor
of the Soviet Government. On January 21, 1918, the Soviet Government Issued a
decree "published in No. 20 of the Gazette of The Workers' and Peasants'
Government, dated January 28, 1918" with regard to "The Annulment of State
Loans." That decree states:

"1. All State Loans concluded by -the governments of the Russian landowners
and the Russian bourgeoisie enumerated In a specially published list are
annulled (abolished) beginning with December 1917. The December coupons of
said loans are not subject to payment.

"2. Al-foreign loans are annulled unconditionally and without exception."
As you know, on August 9, 1965, the President signed Public Law 285, 84th

Cong., Chapter 645-1st session, further amending the Internattonal Claims
Settlement Act of 1949. Section 305(a) of the Act gave the Foreign Claims
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Settlement Commission Jurisdiction "to receive and determine in accordance
with applicable substantive law, including international law, the validity and
amounts of . claims arising prior to November 16, 1933 of nationals of the
United States against the Soviet Government..."

In the circumstances the question presented to the Commission was whether
claims for the Dollar Bonds issued by the Imperial Russian Government and
repudiated by the Soviet Government, were compensable under Section 305(a)
of the Act and international law. The Commission answered such question in the
affirmative and made awards to owners of repudiated dollar bonds.

In arriving at the above mentioned conclusion the Commission relied heavily
on the position of the Department of State, textbooks on international law, the
decisions of international tribunals and to a lesser extent on the legislative
history of the law.

The foregoing authorities agree that a entracting State may, in the exercise of
the same sovereign power which it exerted in the issuance of its bonds, as by
appropriate legislative action, endeavor to change its covenants or to repudiate
them. Any such conduct on the part of a State which serves either to alter or
destroy, i.e. repudiate, its covenants registered in a bond owned by an alien
obligee, and simultaneously also to remove from the Jurisdiction of any
domestic tribunal authority to pass upon the propriety of that conduct, excuses
immediate interposition by the State of the obligee, and Justified the demand by
the latter that the matter be referred for adjustment by an international
tribunal clothed with power to determine the legality, in an international sense,
of the acts of the obligor. This is true regardless of lack of proof of bad faith on
the part of the obligor in doing what it did.

Repudiation constitutes a refusal to admit the binding character of an
obligation. The repudiation may extend to the debts as a whole, or only to some
part of it or its contractual terms. Simple default, on the other hand, admits the
binding character of the debt but pleads inability to meet its terms. Repudia-
tions have often followed revolutions, when the new government repudiated
obligations contracted by a previous de lure or de facto government, on the
allegation that the prior government had no authority to bind the nation. The
outstanding example, of course, is the repudiation by the Soviet Government of
the Czarist debt of some $20 billion.

With respect to breaches of contract as distinguished from repudiation, be-
tween a foreign state and a national of the United States, the Department of
State does not Intervene in the absence of a showing of a denial of justice. This
practice Is based on the proposition that the Government of the United States is
not a collection agency.

Well.recognized International legal authorities suggest that the original rela-
tion between a state and a foreign lender is not one of international law
inasmuch as the government of the lending creditor will not, as a general rule,
on mere default of the debtor state, undertake to intervene in his behalf. While
the situations created by defaults on foreign bonds, whether partial or complete
are given constant study by the Department of State, it has been the policy to
consider them primarily matters for direct negotiation and settlement between
the foreign debtors and the American bondholders or their representatives. The
Department of State, of course, renders all appropriate informal assistance to
facilitate a satisfactory settlemenf. In other words, international law distin.
guises sharply between the legal consequences attaching to repudiation, the
publicly declared refusal to pay, and mere default, usually an involuntary and
not publicly declared failure to pay. Only repudiation or willful breach is
regarded as violative of international law.

In view of the foregoing, it is the opinion of the Department that the
repudiation by the Soviet Government of the dollar bonds floated by the
Imperial Russian Government without permitting Judicial action against it
gives rise to an international claim which could be espousable by the United
States in accordance with established principles of international law.

I hope the foregoing will be of assistance to you. If I can be of additional
assistance, please do not hesitate to let me know.

Sincerely yours,
FABIAN A. KWIATFK,

Aasitant Legal Adviser.
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PRIARD 8?AThM&ST or HVunrr PARK Bor, CHAIRMAN, RUSSIAN DOLLAR

BONDHOLDnRS CouMrrmz or THu U.S.A.

SUMMARY

(1) The novelty and immensity of the Trade Reform Bill, In relation only to
the Soviet Union, might outstrip the Marshall Plan. '

(2) Yet the-Soviet Union has confiscated more than $100 million of property
of U.S. nationals without compensation and has dishonored for more than half a
century billions of dollars of external debt owing to private investors here and
abroad.

(8) With Administration encouragement, many big banks have rushed in to
grant immense private credits to Russia on terms that appear to violate the
Spirit of the Johnson Debt Default Act.. (4) Three distinguished American leaders in International finance have pub-
licly criticized existing arrangements for granting these credits to the Soviet
Union. These men are Eugene R Black and George D.Woods, both former
pfesiddents of the World Bank, and Gabriel Hauge, Chairman of the Manufactur-
ers Hanover Trust Co.
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(5) The Congress and the Administration, as well, are strangely silent to the
continued Injustices still being perpetrated upon U.S. citizens by the Russian
defaults and debt repudiation.

(6) Likewise, Wall Street and the great banks are mostly silent on these
conspicuous Soviet defaults and repudiations.

(7) To prevent further defaults, the Congress must strengthen the lohnson
Debt Default Act, and must withhold the Most-Favored-Nation status until the
Soviet Union settles Its-Ilong-defaulted debts to Americans.

OTATEMBUT

From the standpoint of international relationships in a world of government
debt contracts, the proposed United States financing of immensely enlarged
trade with Russia, together with the proposed granting of Most-Favored-Nations
trading status to the Soviet Union, constitute the beginning of a most extraordi-
nary financial excursion into unexplored regions.

Viewed In complete context, a rapprochement with Russian on the financial
terms proposed by the Administration may outstrip even the grand scale of the
Marshall Plan, which was conceived primarily as a rescue operation launched by
a nation relatively unscathed Internally by World War II to its allies and other
nations ravaged by the great conflict,

However, it Is something quite different for the United States in Its present
International financial difficulties to underwrite credits and to award a prime
trading status to a nation, which, by official U.S. certification, has in the past
confiscated more than $100 million of property of U.S. nationals without
compensation, and, further, has dishonored for more than a half-century billions
of dollars of external debt owing to private Investors here and abroad.

The annual reports of the British Council of the Corporation of Foreign
Bondholders set forth in sorry detail the story of Russia's unequaled contempt
for external debt contracts. It Is the story of the financing of the building of
Russia's railroad system on $2.5 billion of bonds of more than 40 Issues sold in
the markets of Europe between 1867 and 1914 and payable in non-Russian
money. What the Russians received and spent, they kept. What the Bondholders
saved and Invested, they lost.

In the light of this contempt for external debt, how can new credits be
Justified? To make acceptable this rehabilitation of the most notorious debt
repudiator In international financial history, certain preliminary steps have been
undertaken by the Administration.

First of all the olive branch was extended under President Nixon's sponsor-
ship. The official vehicle for financing international trade-the Export-Import
Bank-was quick to respond. Its functionaries came up with a triple-A credit
rating for the Soviet state. The International Bank for Reconstruction and
Development, In which the U.S. government has a multi-bIllion-dollar capital
subscription, made no comment. Since Russia Is not a member of the World
Bank, It presumably was not consulted about extending the Russian credits

Likewise, certain major commercial banks, whose stockholders were deprived
of millions of dollars due to Russia's 1919 confiscation of foreign-owned bank
property remained conspicuously silent. In fact, many big banks responding to
Administration encouragement, rushed In to grant private credits to Russia on
terms-mostly not made public-that could be open to question in respect to
conforming with the spirit, if not the letter, of the Johnson Debt Default Act

As this Committee is well aware, the Johnson At, passed in 1984, prohibits the
extension of private credits of other than the conventional-4.e. the short-term-
kind to nations in default of obligations owing to the U.S. government. Them
has been a flood of public announcements from Washington about the provi-
sional settlement of Russia's World War II Lend-Lease debt, but only silence
about the fact that Russia has not paid its $192 million World War I debt to the
United States, a debt it even refuses to recognize.

Although the Johnson Debt Default Act was amended to exempt from Its
provisions nations joining the World Bank, Russia has never seen fit to Join,
and, therefore, Is not covered by the exemption.

While the Department of Justice In the past has ruled on the applicability of
the Johnson Debt Default Act to various proposed deals with Russia, It
apparently has not seen fit to examine the legal Implications of the private bank
credits currently being extended to Russia.
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So far, only three voices of Influence in the world of International finance
have questioned the prudence of the sudden surge of loans by f.he Export-Import
Bank and by private U.S. commercial banks to Russia. One of these voices was
that of Eugene R. Black, former executive of the Chase Manhattan Bank and
former president of the World Bank. In 1965, while serving on President
Johnson's Special Committee on U.S. Trade Relations with East European
Countries and the Soviet Union, Mr. Black Joined with the other members of the
committee holding the position that nations in default of external debt and
asking new credits, should settle their old debts. But Mr. Black went further
and declared that such nations should first settle their old debts before being
granted new ones.

A second voice was that of Gabriel Hauge, chairman of the Manufacturers
Hanover Trust Co., who questioned specifically the terms on which Russia is
being granted loans by private banks. Mr. Hauge was one of President
Eisenhower's economic advisers.

The third voice is that of George D. Woods, former chairman of the First
Boston Corp. and another former president of the World Bank. In a letter to the
editor published in the New York Tfrnee of July 6, 1978, Mr. Woods said:

"The matter of privately held Russian debt is still unresolved. In 1910, U.S.
private investors purchased $75 million of Imperial Russian government notes,
which have been in default as to both principal and Interest since 1919. In
addition, there are claims of U.S. citizens against the Soviet Union amounting to
about $120 million, which were certified by the Foreign Claims Settlement
Commission some years ago."

"In the recent Nixon-Brezhnev communique," Mr. Wood continued, "there is a
statement of agreement 'that mutually advantageous cooperation and peaceful
relations would be strengthened by the creation of a permanent foundation of
economic relations. .. .' " "An important building block in such a permanent
foundation would be acknowledgment of debts to private U.S. creditors accom-
panied by an expression of intention by debtor U.S.S.R. to negotiate a settle-
ment of them."

Why have opinions of such high professional authority as those expressed by
this trio of bankers of international renown won so little notice or provoked so
little thought or so few questions?

Although considerable clamor has developed over the Trade Reform Bill, no
voice has been raised here in official Washington to protest the continued
injustice perpetrated by Russia upon citizens of the United States whose
property was confiscated in 1919 or whose Russian dollar bonds still are
defaulted and repudiated.

What can be the reason for the Washington silence concerning (1) Russia's
unpaid World War I debt to the U.S. Government? (2) The need to strengthen
the applicability of the Johnson Debt Default Act? (3) The unpaid awards made
by the U.S. Foreign Claims Settlement Commission to American citizens stem-
uing from the confiscation of American property in Russia In 1919 and the
repudiation of Russian bonds held by the United States and payable in dollars,
In other non-Russian money, and even in Russian rubles?

Wall Street and commercial banks live for the most part in the world of
today and tomorrow. It is easy in their short-sightedness for the past to get
blurred or forgotten. But why should the Administration and the Qongress
maintain silence about the enormous injustice of Russia's contempt of 4nterna-
tional debt contracts?

Under established principles of international law the Russian dollar bonds
are Just as binding on the Soviet Union as U.S. Treasury bonds are binding on
this Congress and this Administration. The U.S. Foreign Claims Settlement
Commission has so ruled repeatedly in fulfilling a Congressionally-directed
mandate that took years to complete. If the Commission is right in maintaining
that a bond issued by the Czarist government should be Just as legally valid as
a U.S. government bcnd, then the time has come for tho Congress to strengthen
the Johnson Debt Default Act, and to withhold Most-Favored-Nation treatment
from the Soviet Union until It settles its long-defaulted #lebte to Americans.

Yet public affirmation by the Congress, or by the Administration, of the duty
of the State Department to enforce this elementary precept of international law
has been sadly lacking in recent years. Nevertheless, even the Communist
countries of Eastern Europe have repeatedly acknowledged their responsibility
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for debts of pre-Communist governments. Consider, for example, the external
debts of the extinct Ottoman and Austria-Hungary empires and the debt of the
pre-World War I Austrian Sudbahn Gesellschaft. All were settled by interna-
tional convention by successor states. Subsequently, the Communist governments
of Hungary, Poland, Yugoslavia, Czechoslovakia and Rumania have largely
settled those very old obligations. Yet the Soviet Union still refuses to make
good on its old debts. So it behooves this Finance Committee and this Congress
to amend the Trade Reform bill accordingly.

To sum up: The conclusion seems inescapable that if the Congress should pass
the Trade Bill as proposed by the Administration and make possible the
extension of long-term credits and Most-Favored-Nation treatment to the Soviet
Union, the repercussions among other debtor countries would be profound and
clearly contrary to the national interest of the United States.

Gentlemen, the continued existence of the Russian Dollar Bond debt, if not
settled now, is destined to steadily undermine the relationship between the two
countries. If Congress should pass up this great and most promising opportunity
for achieving a complete settlement of financial claims against the Soviet Union,
the results can only court disaster. Consider where the Administration policy
would lead. Handing the U.S.S.R. Most-Favored-Nation treatment on a silver
platter, certainly would be a clear invitation to other nations to default on their
debts owed to the United States and its nationals. Any country having difficulty
in paying its foreign obligations would be thus encouraged to default. Likewise,
it could be expected to request further loans from Washington and from Wall
Street on the excuse that the affluent Soviet Union, even though in default and
repudiation, had obtained similar loans. The Congress knows how eager some on
Wall Street are to grant foreign loans and thereby immediately realize large
profits. Above and beyond any individual or corporate desire for quick profits, It
seems to us, is the fact of the interdependence of nations and the need to
strengthen the sanctity of international agreements. In this spirit, the Russian
Dollar Bondholders Committee respectfully urges the Senate Finance Commit-
tee and this Congress to keep and strengthen the Johnson Debt Default Act.
Also, we urge this Committee and this Congress to add a provision to the
proposed Trade Reform Act specifying that Most-Favored-Nation treatment
shall not be granted to, nor shall it continue in effect with, any nation while that
nation is in default of Its debts to the United States Government or to United
States citizens.

Our own American government continues to regard this debt as valid and in
default. Both tile U.S. Department of State, and the U.S. Foreign Claims
Commission, treat these bonds as overdue, but unpaid. And this Senate Finance
Committee should strengthen the present inadequate collection procedures by
writing into the Trade Reform Act an escape-proof provision stating with the
greatest clarity that when a foreign nation is in default either to the Govern-
inent of the United States or to American investors on publicly issued securities
sold on behalf of that foreign government, no agency of the American govern-
nient, and no private American individual, corporation, bank, or other legal
person, shall extend credit or make a further loan to the defaulting foreign
government or to any of its agencies, corporations, or other legal representa-
tives, either directly or indirectly.

In the 1930s the U.S. Congress saw a world economy with rapidly spreading
defaults, due not to willful repudiation as Is the case of Russia now, but,
Instead, due to lack of available foreign exchange with which to service
acknowledged debts. To meet that situation, the Congress passed the Johnson
Debt Default Act forbidding further American loan-s to Deuiting governments.
Later the Congress tightened that Act. However, since that time huge loopholes
have been opened in the Johnson Debt Default Act, as amended, so that to a
great extent it has been nullified.

This Committee now must remedy that unfortunate deveolpment.
Let us look briefly at these loopholes. One has been the outcome of legislation

enacted by the Congress to permit the Export-Import Bank to guarantee
payments by Eastern European purchasers, when the President of the United
States declares this to be in "the national interest." Such transactions are
specifically exempted from the Johnson Debt Default Act. In recent months
President Nixon has used that power freely, and thus our debt-collecting
strength is ebbing away. Under this exemption, American machine-tool manufac-
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turers have already sold $200.million worth of equipment for the Russian KamaRiver trunk plant. In this manner through the Export-Import Bank our owngovernment is extending grant credits, In effect, to the most notorious defaulting
nation on the face of the earth today--the Soviet Union. Another startlingexample is the American credit being used to finance the new monumental
foreign-trade center being erected in Moscow.

Here is how this loophole works: American corporations, eager to get profitsfrom contracts with the Russians, agree to furnish large quantities of materials,know-how, patent rights, trade secrets, skilled technicians, supervision, and
management. The Soviets agree to "buy now, but pay later." So these American
firms borrow from great American banks In order to finance these enterprises
inside Russia. The banks, in turn, perhaps fearful of further debt default by the
Russians, hurry to the Export-Import Bank and get It to guarantee payment ofthe loans, which, of course, means really guaranteeing payment by Russia to theAmerican contracting corporations. Thus our American government instrumen-
tality, the Export-Import Bank, is really guaranteeing great new soviet debts !In a very real sense, the United States government Is thus financing these huge
new loans being made to that notorious defaulter and repudiator, the SovietUnion! We are making it possible for Russia to "buy now, but pay later" on a-
massive scale. But will they pay later, after the work has been completed?

This loophole really nullifies the spirit of the Johnson Debt Default Act.
A second gaping loophole allows foreign subsidiaries of American corpora-

tions freely to extend credit to the Soviet Union ! And they do it.But these great evasions of the Johnson Act are not enough to satisfy theU.S.S.R. That government wants the Johnson Debt Default Act completely
repealed. And so the White House, in writing the Trade Reform Act, included a
repealer of the Johnson Act.

However, that effort to repeal the Johnson Act was a huge stench in thenostrils of many Americans, including the Russian dollar bondholders whom I
represent here today. So we strongly protested the repealer to members of theHouse of Representatives. We are gratified to hear that this provision has now
been deleted from the proposed legislation. This is an important step In the right
direction.

However, the Senate must now go further, and strestgthne the Johnson Act. Thetwo gaping loopholes must be tightly closed, and promptly, too. To recapitulate
the problem briefly: (1) The President must not be permitted at will to declare
the Export-Inport Bank guarantees of payments by the U.S.S.R. are in the
national interest, unless there is opportunity for the Congress to over-rule thedecisions. (2) The Export-Import Bank must be forbidden from financing,
directly or indirectly, trade with, or aid and construction within, a defaulting
foreign country. (3) Foreign subsidiaries of American corporations must be
forbidden to make loans or give credits to a defaulting foreign country. WeAmericans who have suffered from Russian debt default and repudiation for
decades urge this Senate Finance Committee to stop up these loopholes by
suitable amendments to the legislation now under consideration.

In this connection the Congress must think ahead regarding the example whichthe Soviet record of debt default constantly sets to all other nations. After all,
these other nations realize that the U.S.S.R. has refused to pay a capicious
and important debt, which was Incurred in order to save Russia from collapse.
And the other nations see that the U.S.S.R. has "gotten away with it." How manyother debtor nations, many of them greatly impoverished, must be continually
tempted to follow the Soviet example? Cuba, Just off our shore, is a conspicuousexample. Under Fidel Castro she has defaulted on her debts to Americans. ThePeoples Republic of China is likewise in default on her debts to Americans.

The Soviet, Cuban, and Chinese examples certainly will become increasingly
tempting for other nations to follow during the months Immediately ahead, when
the full effects of greatly increased oil prices will bring a great squeeze onInternational payments. This Committee can help avoid future debt defaults byputting the needed teeth into the Trade Reform Act. One good way is to
strengthen the Johnson Act.

Senator PACKWOOD. Our next witness is Mr. Richard S. Reese,
chairman, American Dinnerware Emergency Committee.
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STATEMENT OF RICHARD S. REESE, CHAIRMAN, AMERICAN DIN-
NERWARE EMERGENCY COMMITTEE, ACCOMPANIED BY JAMES
D. WILLIAMS, JR., COUNSEL

Mr. RmS!. Mr. Chairman and members of the committee, my name
is Richard S. Reese and I am president of the Scio Pottery Co., of
Scio, Ohio, a company founded by my Uncle in 1933, and in which I
have worked in one capacity or the other for 25 years. The company
employs 1,000 people and is the major source of employment in Scio,
a town of 1,500, and manufactures earthen dinnerware and all acces-
sory dinnerware pieces.

The American Dinnerware Emergency Committee-ADEC-was
formed in 1970 by a number of U.S. potteries in order to try to
combat the highly injurious imports of popular-priced earthen and
china dinnerware, primarily from Japan, that were flooding the
country and threatening thie very existence of the U.S. earthen
dinnerware industry, having captured some 60 percent of the domes-
tic market. The members of ADEC account for about 80 percent of
the earthen dinnerware produced in the United States.

I was elected chairman of ADEC and it is in that capacity that I
appear before you today. We welcome this opportunity, for we be-
lieve we can contribute to your deliberations from our direct experi-
ence under the Trade Expansion Act-TEA-by suggesting certain
changes in the Trade Reform Act of 1973--H.R. 10710-which we
feel are required to insure a healthy U.S. pottery industry.

The main thrust of my testimony today is in the area of the escape
clause provisions of H.A. 10710, and we have seven specific recom-
mendations to make.

ADEC is in a particularly good position to discuss the escape
clause because our industry was successful in petititoning for relief
under the current law in 1972. We were the only petitioners up to
that time to receive four affirmative votes before the Tariff Commis-
sion. On April 22, 1972, the President implemented the Tariff Com-
mission recommendation by increasing the rates of duty on earthen
dinnerware and chinaware-not-in-sets to pre-Kennedy round levels.

However, we did not receive the complete relief we requested
primarily because of the legal requirement that increased imports
must be due in major part. to trade agreement concessions. Even one
of the dissenting Commissioners, Commissioner Leonard, stated:

I have no trouble in finding increased imports of important categories of
ceramic table and kitchen articles like or directly competitive with the products
of the domestic earthenware industry, nor in finding that industry seriously
injured, nor even in finding the increased Imports to be the major factor causing
the serious injury to the industry .... "

"However," Commissioner Leonard went on to say:
Senator PACKWOOD. Let me ask you a question. You went before the Tariff

Commisson and got partial relief but you could not get the complete relief
because the entry was not caused by a tariff concession it was simply a
natural flow-of imports and under the law you were therefore not entitled to
relief?

Senator PAcKwooD. Let me ask you a question. You went before
the Tariff Commission and got partial relief but you could not get



1842

the complete relief because the entry was not caused by a tariff
concession; it was simply a natural flow of imports and under the
law you were therefore not entitled to relief?

Mr. WrLLAMS. If the Chair please, I will first identify myself as
James D. Williams, Jr., counsel for ADEC. I had the honor 20 years
ago of serving 4 years with Senator Taft, Sr., as his legislative
counsel when he was a member of this committee. I would-say on
that point, Mr. Chairman, that we asked for tariff relief in two
areas: earthen dinnerware and china dinnerware. And the Commis-
sion did find that injury was in major part due to trade concession
agreements on the earthenware part of the request but on the china-
ware part of the request they found injury but they couldn't find it
in major part, so in a way, we only got half of what we were after.

Senator PACKWOOD. On the first part, what was that again?
Mr. WILLAMS. Yes; earthenware.
S&-Iatr PACKWOOD. And did you get compensation on that?
Mr. WILIAMS. We did get increased tariff rates on that.
Senator PACKWOOD. But in other words it is imperative that the

two be related; you must have damage and it must be related to a
trade concession?

Mr. WILIAMS. Yes, sir, under the present law. And thank good-
ness that has changed under the present legislation as drafted.

Mr. REESE. The same legal ingredient prevented the Commission
majority from giving us relief inthe key china dinnerware area. As
our first recommendation, we therefore, support the new standard
contained in Sectioi 201(b) (1) of H.R. 10710 which does not condi-
tion relief on trade concessions, but asks merely:

Whether an article is being imported into the United States In such increased
quantities as to be a substantial cause of serious injury, or the threat thereof, to
the domestic industry producing an article like or directly competitive with the
imported article.

However, our more immediate concern is to make certain that the
relief which we have spent considerable time and effort to obtain
under the TEA is not prematurely terminated or diminished under
the proposed changes to the escape clause. H.R. 10710 is unclear as to
how our present escape clause relief will fare when the new law is
enacted.

The TEA had specific provision for full carryover of the prior
escape clause relief applicable to previously decided cases, but the
proposed legislation seems vague at best on this point. Accordingly.
as our second recommendation we strongly urge that the language of
the bill be clarified so that successful recipients of relief under the
TEA will be entity red to at least. as favorable terms of relief as under
the TEA.

Senator PACKWOOD. You are not asking for any relitigation on the
claim you lost, you simply want to make sure what you have is not
changed by this law?

Mr. REESE. Yes.
Mr. WILLIA.S. Strange as it may seem, this new legislation treats

an industry that has an escape clause relief worse than TEA. It will
cut off this relief in a much more unfair way than the TEA. And the
suggestion has been made, and I believe your staff is well aware of



this"that perhaps the TEA phaseout provisions should be subottlted
o p th sed priovidios ismthe draft you have before YOU,

SSftnftor P~A oft* . 'it seems unusual.
-Mr. u~AM~I''I most unusual.

Senator PACKwooD. We are in essence going to terminate .0tab
lishe d relief b h passage of a new act. Thank you, go •ea

Mr.' ltze.Tlird., our concern ab6ut thi Changeover is heighteiied
by the fact that the proposed changes to"the escape clause reli-f

€ prislons aiemo unfair to the recipient of relief than the, present
Jaw, n our situatiofi under theTEA, we can petition the Tariff
ComMission for* hearing on the probable economic effect, o$ Ormi-
natiig the relief 0 months before our tariff adjustment is schluled
to eire-unless renewed-in 1976. But uind~r' the new ,''osI,
there is no 4-year relief peiod during which the relief is unpAirl.
Instead, there is a 5-year maximum peiod during wh0ch .phaeut

of the protation must occur by the end Of the third year. And under
this new- proposal, the industry concerned. cannot petition for a
hearing from the Tariff Commi ssion on the probable adverse, eco-
nomic effects of the phaseout until 9 months before the final termina-
tion date. It must, contrary to present law, allow the firs two
pha$6buts to occur without an right to object.'

Furthermore, even if af industry were tq previl in asking for an
extension of relief, th level of such relief islinited to that -n effect
immediately before such extension, and cannot be extended fqr more
than 2 years. By 'that time,' danlag. from reducing the tariff relief
may have already occurred. Apart from our own interest, we believe
this whole approach must be corrected.

Our f6urth recommendation is that there should be no statutoryphaseout of import reief. Lqt the President decide, as now, when
and how -ie wants to-tim- any phaseout, and let the affected indus-
try, then as now lave the right to petition for a hearing on the
probable economic effect thereof. Such timing will, among other
things, depend upon the condition of the national economy and the
particular indusry involved during the import relief period. It is
impossible to predict When relief is initiateA what may be the eco-
no ic status of the affected industry at any certain date ii the
future.

And, at the very least, the extension provisions should certainly
-not be less liberal than the TEA, as in the current proposal. We
should not forgetthat it is 100 times easier to preserve a job than
create one--and that is a fact important not to forget in thew days
of nagging unemployment. This has even greater importance fori
industries with little or no chance to benefit from exports, such as
ours.

This committee should substitute the phaseout and extension provi-
sions of the TEA for the more restrictive language of the present
-bill.

Fifth, we note with alarm that the proposed legislation denies to
Congress the authority to override a Presidential decision not to
impose import relief when recommended by the Tariff Commission.
The presnt law provides for such action, and we believe its omission
from H.R. 10710 is a serious ovesight that should be corrected.

30-229-74-pt. 5- 8
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-8ih, we urge that some provisions e inadp it rIn nd the- prop d

legislation for adjustment i tariff relief where necswary to account
for the effects of inflation and changes in international exchange
rates,For example, in our case, what relief has been given has been
eroded by infltion and changes in currency exchange rates, particu.
lastly rvaluation of the Japanese yen. This is because the dinnerware
tatift schedules rtre divided into value brackets and the escape clause
rlief affeted only the middle value brackets--roughly $12 to $22 per
7t-piece norm. When inflation in this country causes the price of an
article protected by the Increasd tariff to rise, and at the same time
the oinpetitive foreign article increases in value due to revaluation,
and iiMoves out of the middle value bracket, the tariff relief is no
loi1r effktive.9T16 seriousness of the above development in-out case can readily
be seen by the fact that over the past.2 years prices of U.S. earthen
dinnerware have rise 10 to 20 percent, while the value of Japanese
ware has also increased by yiitue of a 25 percent increase in'the
dollar v ilue of the yen.

Therefore, this committee should give careful consideration to au-
thorizing the Tariff Commission to modify the relief granted by
adjustment upward of appropriate value brackets to preserve protec-
tion in the face of inflation and revaluation.

Seventh,we are distessed to se that the bill ranks the four basic
tys of import relief in order of preference. We believe each form of
relief hould be coequal with the others; no one form should be
preferred over the others. The Tariff Commission-in recommend-
ing-and the President-in implementing-should be given as much
latitude as possible In choosing the type of 'relief that seems appro-
priate in any given case, and should not be limited by an arbitrary
order of preference set out by statute.

In particular, we deplore the fact that orderly marketing agree-
ments have been labelled as the least preferable form of relief that
the President may employ. In our case, we believe that an orderly
marketing agreement would have been preferable to the tariff relief
we did receive. In fact, we asked for relief in the form of an orderly
marketing agreement before we were given tariff relief, but we were
unsuccessful.

The proposed legislation would permit a Congressional veto of
either quotas or orderly marketing agreements. We believe this re-
striction inhibits Presidential action that would give us the type of
relief we.require, and for that reason we oppose the Congressional
veto provision.

Our written statement covers several other areas of H.R. 10710,
including the President's tariff cutting authority, adjustment assist-
ances to firms, granting of MFN to Communist countries, and exten.
sion of preferences to underdeveloped countries: We hope the com-
mittee will give our comments on these topics their careful
consideration.

I thapk you.
Senator PACKWOOD. Ap I understand it, under the TEA once you

have determined you are entitled to relief, it is renewable every 4
years forever.
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Mr. RE mr. I don't know about forever.
Mr. WiLmAis. One renewal.
Senator PACKWOOD. Eight years total?
Mr. R.zE. One renewal.
Mr. WLLAMS. We haven't got into after that. We arc trying to

hold on to our 4 years. I am sure the staff, I am sure Bob Best has
the law there-

Senator PACKW0OD. If this is indeed an adjustment act to further
trade, should we have a transition period?

Mr. WLIAxms. True, and you should have control in the Executive
to take a look at how the industry is making out and then, if it is
deemed appropriate, to phaseout the relief, but certainly not to lock
it in as a statutory provision and certainly not to have, as we seem to
have, an automatic situation where after 3 years, and not 4 years, but
after 3 years you have an automatic phaseout. So that under this
over a 3-year period-and let us assume we would have one third
each year-the industry cannot petition for a hearing and cannot
object to this phaseout until the last leg of the phaseout, until the
final third. The first two-thirds of the phaseout occur annually with-
out the legal right for the industry to come in and say that this is
going to kill us.

Senator PACKWOOD. Let me ask you this. I am reading from the
committee staff review of the law under present law import relief
measures remain in effect for 4 years but may be reextended for any
number of additional 4-year periods

Mr. RE.PF,. Yes.
Senator PACKWOOD. Assuming that it means what it says and we

want to make a change so that there is finally a phaseout-and I
understand the claim you have under TEA-but at some time if we
want to phase it out, we are going to have to make some accommoda-
tion to our perpetual 4-year rights with a rational phasing in with
the new law that we pass.

Mr. WILLxAM s. Well, you see, Senator, under the renewal you get
the first 4 years. Let us take the glass situation. Let us take flat glass,
which I am acquainted with and so is Mr. Chester who follows me,
and you have a situation where it went for the 4 years and then it
was negotiated downward at the Kennedy Round, as I recall it., and
it was negotiated downward in phasing, and they phased it down
over a 3-year period and then that was the end of it and it worked
out fine because the companies that were getting adjustment assist-
ance had that umbrella while they were building their new plants,
and so on. So it worked out very well as you undoubtedly have
evidence adduced to this effect.

So that you coulO have such a thing under this law, yes, you had
the right but it never happened. In other words, you never had under
the Trade Expansion Act-although it is possible-you never had a
four and then a four and then a four.

Now if you feel that should be eliminated
Senator PACK WOOD. Excuse ne then, all you are asking is for a fair

phasing so that you are not unduly hampered in exercising your
existing rights ?

Mr. WILIMs. Yes, and let us suppose that first of all we have 4
years, and as you know we don't have that under this bill, all right,
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and let us assume then the President decides to extend it for another
four, but actually he doesn't have to-I don't believe under the TEA
that he has to do it at 100 percent for thenext four; he can say I am
extending it for four or I am extending it for three and, I am
pha ing it out at 33V percent each year for the next 3 yeart-,iw
assuming that-

Senator PACKWOOD. In other words, in the law we are saying there
is a maximum of 7 years by statute?

Mr.' WiLLTAMS. Yes, you are saying that it automatically goes
down after the third year and so conceivably it is one-third because
you do it in three steps so that by the time you get to renew that
thing at the end of the 5 years, you may only have one-third of the
Mef left, you see.

Senator PACKWOOD. It is not worth renewing.
Mr. WILL Ams. That is right. The death has already occurred.-
Thank you, Mr.'Chairman.
Senator PACKWOOD. And thank you. We appreciate your very good

testimony and very good statement. ..
Mr. WuxIxMs. We would be pleased to give whatever further

information is required to the staff and I believe the staff knows thatV
Senator PACKWOOD. Thank you, and your entire statement will go

in the record.
[The prepared statement of Mr. Reese follows. Hearing continues

on 1). 1855.1,

PREPARED STATEMENT OF RICHARD S. REESE, CHAIRMAN, AMERIOAN DINNERWARE
EMERoENCY CoMMI-'n (ADEo)

SUMMARY

I. , sacpe, Clause Reoommondatioa
A. Based on Its own experience under the TEA, ADEC strongly supports

Section 201(b) (1) of H.R. 10710 which eliminates the present condition that
increased Imports causing injury to domestic Industry must be the result of
trade Agreement concessions.

B. ADEC Is extremely concerned that H.1L 10710 does not expressly provide
for a carryover of the Import relief It received under the TEA. In fact, the
proposed legislation, unless corrected, would essentially phase out ADEC's
relief before giving It a chance to ask for an extension.

C. H.R. 10710 provides less protection for U.S. industry than current law
because it permits a substantial phaseout of Import relief before an extension
can be requested, and even if granted such extension Is limited to the level
existing Immediately preceding the request for extension.

D. There should be no statutory phaseout of import relief; the President
should be able to adjust the phaseout timetable according to the needs of each
injured Industry.

0. As in the present law, Congress should be able to override any Presidential
decision not to provide import relief recommended by the Tariff Commission.

F. ADEC's experience with escape clause relief under the TEA reveals that
there Is a need to provide for adjustment In tariff relief where the affected
imported products are classified according to value brackets: revaluation of
foreign currencies aud Inflation in this country have combined to erode the tariff
relief given ADEC under the TEA.

G. ADEC believes its problems would be far better solved by an orderly
marketing agreement than by tariff Increases. Accordingly, It deplores the
downgrading by H.R. 10710 of the orderly marketing agreement as a form of
Import relief. Both the Tariff Commission (in recommending) and the President
(in Implementing) should be given as much latitude as possible in choosing the
type of relief that Is appropriate It a given case; by ranking types of import
relief In order of preference, and by then making the President's choice of either
quantitative restrictions or an orderly marketing agreement subject to Congre
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sional veto, H.R. 10710 is unnecessarily restricting the forms of relief available
to an Injured industry. ..

II. T6aritfOuttling Authority
Some limitation similar'to the "peril point" procedure under previous legisla-

tion should be imposed on tariff-cutting authority.
III. Adjustment Assistance

ADEC supports the strengthening of adjustment assistance provisions but
suggests thatinjured firms be given a longer t me period within which to request
creation for eligibility to receive assistancE
-IV. Granting of MFN treatment to Oommunist Countries and Extension of

Preferences to Les Developed Countries
ADEC cautions against both granting of MFN treatment to some Communist

countries and tariff preferences to less-developed countries because of the
pottery industry's particular vulnerability to imports from low-wage countries.
Accordingly with regard to the latter ADEO strongly supports the provision in
H.R. 10710 that no preferences can be given where the article Is or becomes
subject to import relief.

STATEMENT

Mr. Chairman and members of the Committee, my name is Richard S. Reese
and I am President of the Selo Pottery Co., of Sclo," Ohio, a company founded by
my uncle in 1938, and in which I have worked in one capacity or the other for 25
years. The company employs 1,000 people, is the major source of employment In
Scio, a town of 1,500, and manufactures earthen dinnerware and all accessory
dinnerware pieces.

The American Dinnerware Emergency Committee (ADEC) was formed In
1970 by a number of U.S. potteries (current membership list Is attached) in
order to try to combat the highly injurious imports of popular-priced earthen
and china dinnerware, primarily from Japan, that were flooding the country and
threatening the very existence of the U.S. earthen dinnerware Industry, having
captured some 00% of the domestic market. The members of ADEC account for
about 80% of the earthen dinnerware produced in the United States.

I was elected chairman of ADEC and it is in that capacity that I appear
before you today. We welcome this opportunity, for we believe we can contrib-
ute to your deliberations from our direct experience under the Trade Expansion
Act (TEA) by suggesting certain changes in the Trade Reform Act (H.R.
10710) which we feel are required to ensure a healthy U.S. pottery industry.

ESCAPE CLAUSE EXPERIENo

I would first like to discuss the tariff adjustment relief we received under the
present escape clause. On June 1, 1971, ADEC filed a petition under Section.
301(b) (1) of the TEA with the Tariff Commission aimed primarily at Japanese
Imports of low-end or popular-priced ceramic dinnerware (both earthenware and
chinaware). Following eight days of hearings in November and December and
the filing of briefs, the Commission filed its report on February 22, 1972. By a
vote of 4-2 the Commission found injury to our Industry from increased
imports, due to tariff concessions, of earthen dinnerware and some chinaware,
but not from imports of china dinnerware (chinaware in sets) from which we
were also experiencing extreme injury. Although the Commission found existing
injury from china dinnerware, the majority were blocked from finding that It
was due to tariff concessions by the "in major part" requirement of the TEA. On
April 22, 1972, the President implemented the Tariff Commission recommenda-
tion by Increasing the rates on earthen dinnerware and certain chinaware to pre-
Kennedy Round levels.

ESCAPE CLAUSE REOMMENDATIONS

It Is clear that we had an extremely good case before the Tariff Commission.
Despite the over-restrictive requirements of the TEA escape clause, we were the
only petitioners in the history of the TEA up to that time to receive four
affirmative votes. Furthermore, both of the dissenting Commissioners found
Injury from increased Imports. However, they were unable to link them with
tariff concessions. One of the dissenting Commissioners, Commissioner Leonard,
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even stated; "I have no trouble in finding increased imports of Important
categories of ceramic table and kitchen articles like or directly competitive with
the products of the domestic earthenware industry, nor in finding that Industry
seriously Injured, nor even in finding the increased Imports to be the major
factor causing the serious injury to the industry. ..

"However", the same Commissioner went on to say, "I am unable to deter-
mine that the industry is eligible for relief under the TEA because I cannot find
the second element of the law satisfied-that the Increased Imports are a result
it major part of trade-agreement concessions. This Achilles heel of the statute
once more prevents me from finding In behalf of a U.S. Industry sorely beset
with import-inspired problems." z

The same legal ingredient prevented the Commission majority from giving us
relief in the key china dinnerware area. We therefore support the new standard
contained In Section 201 (b) (1) of H.R. 10710 which does not condition relief on
trade concessions, but asks merely: "whether an article is being imported Into
the United States in such increased quantities as to be a substantial cause of
serious injury, or the threat thereof, To the domestic industry producing an
article like or directly competitive with the imported article.'

However, our more immediate concern Is to make certain that the relief which
Ave have spent considerable time and effort to obtain under the TEA is not
prematurely terminated or diminished under the proposed changes to the escape
clause. H.R. 10710 is unclear as to how our present escape clause relief will
fare when the new law is enacted.

The TEA had specific provision for full carryover of the provisions of the
prior escape clause, Section 7 of the Trade Agreements Extension Act of 1951,
as it applied to cases receiving relief under Section 7, but the proposed
legislation seems vague at beston this point. Accordingly, we strongly urge that
the language of the bill be clarified so that successful recipients of relief under
the TEA will be entitled to at least as favorable terms of relief as under the
TEA.

Our concern about the changeover i.s heightened by the fact that the proposed
changes to the escape clause relief provisions are more unfair to the recipient of
relief than the present law. In our situation under the TEA, we can petition the
Tariff Commission for a hearing on the probable economic effect of terminating
the relief nine months before our tariff adjustment is scheduled to expire
(unless renewed) In 1976. But under the new proposal, there Is no four.year
relief period during which, unless changed by the President after a hearing
followed by Tariff Commission finding, the relief is unimpaired. Instead, there
is a five-year maximum period during which a phaseout of the protection must
occur by the end of the third year (Section 203 (I)(1) and (2)). One can
assume that the draftsmen of this patently unfair provision would have the
President remove one third of the escape clause protection after the third year,
one third after the fourth, and the final third at the end of the fifth. Yet under
this new proposal, the industry concerned cannot petition for a hearing from the
Tariff Commission on the probable adverse economic effects of the phaseout
until nine months before the final termination date. It must, contrary to present
law, allow the first two phaseouts to occur without any right to object (Sections
1203 (j) (3) and 203 (j) (4)). And even if an Industry were to prevail In asking
for an extension of relief, the level of such relief is limited by Section 203
(1) (3) of the bill to that in effect Immediately before such extension, and cannot
be extended for more than two years. By that time, damage from reducing the
tariff relief may have already occurred. Apart from our own interest, we
believe this whole approach must be corrected.

Furthermore, there should be no statutory phaseout (Section 203 (i) (2)). Let
the President decide, as now, when and how (after a minimum period such as
four years) he wants to time any phaseout. Such timing will, among other things
depend upon the condition of the national economy and the particular industry
involved during the Import relief period. It is impossible to predict when relief
is initiated what may be the economic status of the affected industry at any
certain date In the future. Thus, the President should be able to take advantage
of a flexible timetable.

At the very least, the renewal provisions should certainly not be less liberal
than the TEA, as in the current proposal. We should not forget that It is a

I Views of Commissioner Leonard. Report to the President on InvestigatLon No. TEA-
1-22. T.C. Publication 468. February 1912, P. 22.



1849

hundred times easier to preserve a job than create one-and that Is a fact
important not to forget In these days of nagging unemployment. This has even
greater relevance for Industries with little or no chance to benefit from exports,
such as ours.

This Committee should Substitute the phaseout and extension provisions of the
TEA for the more restrictive language of the present bill.

tinally, we note with alarm that the proposed legislation denies to Congress
the authority to override a Presidential decision not to impose import relief
when recommended by the Tariff Commission. The present law (Section 851
(a) (2) (B) of the TEA) provides for such action, and we believe Its omission
from 1I.R. 10710 is a serious' oversight that should be corrected.-

The TEA, and Section 7 of the Trade Agreements Extension Act of 1951 which
preceded It, have worked reasonably well In providing relief from imports
where aggrieved industries have been able to meet the statutory criteria of
Injury. One key to successful relief Is a system of "checks and balances" such
as the present law provides: the Tariff Commission recommends which relief It
d"ies appropriate (and certainly, having conducted a thorough investigation, it
Is In the best position to do so), the President then acts on that recommendation,
or is held accountable to Congress if he does not, in which case Congress can
override his decision. If the proposed legislation is not changed to provide for a
Collgressional override, we believe some consideration should be given to make
the Tariff Commission recommendation binding on the President.

INDUSTRY EXPERIENCE IN THE ONE YEAR SINCE THE TARIFF INCREASE

The first annual report of the Tariff Commission on the effects of increasing
duties on some ceramic tableware clearly shows, we believe, that not enough
relief was granted to the industry by the mere rollback on some products to
1967 tariff levels: the tariff on imports of earthen dinnerware were not
Increased to a high enough level and tariffs on imports of low-value dinnerware
were not increased at all.

As evidence of this, the Tariff Commission's May 19iS report states that
although domestic shipments of certain earthen table and kitchen articles on
which the duty was increased on May 1, 1972, were 8 percent greater in 1972
than 1971, imports were 18 percent greater!

In addition, what relief has been given has been eroded by Inflation and
changes in currency exchange rates, particularly revaluation of the Japanese
yen. This is because the dinnerware tariff schedules are divided Into value
brackets, and the escape clause relief affected only the middle value brackets
($12 to $22 per 77-piece norm). When inflation in this country causes the price
of aii article protected by the increased tariff to rise, and at the same time the
competitive foreign article increases in value due to revaluation, and so moves
opt of the middle value bracket, the tariff relief Is no longer effective.

The seriousness of the above phenomenom In our case can readily be seen by
the fact that over the past two years prices of U.S. earthen dinnerware have
risen 10 to 20 percent, while the value of Japanese ware has also increased by
virtue of a 25 percent increase in the dollar value of the yen.

With the recent Increases in prices of energy the high energy requirement
together with increased labor and other costs for production of dinnerware will
cause substantial further price rises. The top of the value bracket for imports of
earthen dinnerware competitive with U.S. earthenware given tariff relief was
$22 per 77-piece norm. If prices rose 25 percent the value of such ware would be
$27.50 and a large part of domestic dinnerware would have "graduated" into a
value range unprotected by the relief given by the escape clause.

Therefore, this Committee should give careful consideration to authorizing the
Tariff Commission to modify the relief granted by periodic adjustment upward
of appropriate value brackets to preserve protection in the face of inflation and
revaluation.

AN IMPORTANT REMEDY: ORDERLY MARKETING AGREEMENT

These problems could have been avoided-and fully adequate relief pro-
vided-if the Administration had negotiated an orderly marketing agreement
with Japan, as we had asked. Such an agreement could have been negotiated
concurrently with a tariff increase, then the latter could have been withdrawn
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when a satisfactory agreement was reached. This was not done because the TEA
put the two remedies on 4n either/or basls.'

The proposed legislation permits such a combination of increased ts i fs and
orderly marketing agreement but we are distressed to see that it considers an
orderly marketing agreement as the least preferred relief- vallable to the
President. Furthermore H.R 10710 restricts the effectiveness of an orderly
Marketing agreement in two other ways: (1) Section 208 (d) (2) of the bill
provides that an agreement cannot r the level of imports below that of a
recent representative period; (2) Section 204 provides that either house of
Congress may veto an orderly marketing agreement after it has been entered
into.

We do not believe that orderly marketing agreements should necessarily be
considered less preferable than increased tariffs, or any other form of relief.
Each remedy should be considered on its own merits as applied to a particular
qase, and should not be arbitrarily ranked according to preference. It is our
opinion that an orderly marketing agreement would afford the protection that
tariff increases have not been able to, yet by making It more difficult for a
President to employ such an agreement, the proposed legislation prejudices our
position.

In addition, by "down-grading" both quantitative restrictions and orderly
marketing agreements as possible remedies for injurious imports, the proposed
legislation diminishes their effectiveness as negotiating tools: the "threat" to our
trading partners of the possibility of using either remedy is not as great if they
are restricted in the manner proposed by H.PL 10710. The President must have
authority to impose and the Tariff Commission the duty to recommend whatever
relief may be required: tariff imposition or increases and/or tariff rate quotas
and/or quantitative restrictions and/or orderly marketing agreements neces-
sary to accomplish the purpose of the legislation.

We still need an orderly marketing agreement and we have exhausted all
administrative recourses to that end. In this regard, we are attaching the letter
we filed with the Trade Information Committee on July 21, 1972 in another vain
attempt to close the import loopholes that are endangering our industry. It was
to no avail. We asked the Administration to withdraw tariff concessions previ-
ously given on imports from Japan of earthenware and low-value chinaware.
Such action is provided for In Article 28 of the General Agreement on Tariff
and Trade (GATT). We hoped that this might lead to an orderly marketing
agreement. The Administration denied our request. The Congress, as in the past,
is our main hope for assistance in our continuing endeavors.

TARI-CUTTINO AUTHORTY

Just as we are concerned about the reptraints against adequate protection for
our Industry, we have an equal concern for the tariff-cutting authority proposed
for the President in H.R. 10710. We know this Committee will go over this part
of the legislation most carefully. But we would like to say in passing that the
old "peril point" provision in effect prior to the TEA should again be examined,
to strengthen the advice of the Tariff Commission with regard to coming
negotiations.

ADJUSTMENT ASSISTANCE TO FIXMS COMMENTS

We strongly support the provisions of H.R. 10710 as they relate to adjustment
assistance. The present adjustment assistance provisions, when availed-f;
achieved excellent results, as for example in the sheet glass industry. Again,
these measures are calculated to help preserve jobs in areas where moderniza-
tion and technological improvements will make plants more competitive. How-
ever, adjustment assistance should be viewed as only a supplement to Import
relief in the form of quotas and increased tariffs.

At the time of our successful escape clause action, by regulation a firm had to
apply for adjustment assistance within a year after the Presidential Proclama-
tion providing for a request for certification to the Secretary of Oommerce. This
Is not long enough, and should be increased to at least two years. Our members
chose not to apply for firm certification until it became clearer just how much

2 The Commission majority recognized the appropriateness. of an orderly marketing
agreement in our ease by pointing to the authority for It In a footnote to Its recommended
relief. gee p. 12, Report to the President on inrestgatlon N~o. TEA-1-22, T.C. Publictuon
466, February 1972.



1851

the escape clause tariff protection would mean to them-whether the umbrella-
though leaky-would keep out the rain long enough to make a facilities overhaul
and technological improvement program profitable. At least one of our firms
now feels that such a certification might indeed have helped it, but the one year
period had already run.

GRANTING OF MOST-FAVORED-NATION TREATMENT AND EXTENSION OF PRFRRECES

We in ADEC are most concerned about the continual foreign threat to our
industry. We are aware that this threat has not completely materialized because
much of it will come from countries such as Communist China not presently
enjoying "MFN" treatment. If and when they do, we may well be Inundated
again. In fact MhIN treatment may not even be necessary, in view of the low
cost of production In countries like China, to encourage injurious Imports, In
any event, extension of MFN to low-wage countries should be carefully exam-
ined.

But the extension of general preferences to developing nations is even more
dangerous to our industry. For the manufacture of ceramic dinnerware is a
natural for any developing country-the industry being labor-intensive, the
skills not too difficult to learn, and the capital investment required to get
started being small. We therefore strongly support the provision in H.R. 10710
that no preference can be given where the article is or becomes subject to import
relief under this act or under 351 of the TEA.

Although the existing escape clause relief protects some of our products from
the effects of these preferences, we are not protected from imports of low-value
china dinnerware and to these we are completely vulnerable.

CONCLUSION

ADEC's relief under the present esca.'e clause must not be allowed to be
eroded by the proposed legislation. In fact, the proposed changes are not as
favorable to industry in certain respects as present law.

The escape clause should be strengthened immediately. Orderly marketing
agreements should be given new Importance, and value brackets in the tariff
schedules should be made more flexible to cope with changes in exchange rates
and inflation.

Adjustment assistance should be continued and strengthened.
The legislation as a whole should be rewritten so that the thrust is away from

the blank-check approach to reducing tariffs and instead given direction and
purpose with adequate guidelines based upon Congressional judgment of future
probabilities and past experience.

LIST OF ADEO MEMBERS

Canonsburg Pottery Co., P. 0. Box 110, Canonsburg, Pa.
Hall China Co., East Liverpool, Ohio.
The Homer Laughlin Co., Newell, W. Va.
Hull Pottery Co., Crooksville, Ohio.
The Pfaltzgraff Co., P. 0. Box 2026, York, Pa.
Royal China, Inc., c/o The Jeannette Glass Co., Jeannette, Pa.
The Sclo Pottery Co., P. 0. Box 566, Scio, Ohio.
Stangl Potteries, P. 0. Box 2080, Trenton, N.J.
Taylor, Smith & Taylor Co., P. 0. Box 762, East Liverpool, Ohio.

WILUAMS & KINo.
ArrosNrcys AT LAW,

Washington, D.C., July 21, 1972.
Re Article XXVIII, General Agreement on Tariffs and Trade (GATT).
CHAIRMAN,
Trade Information Committee
Offce of the-Special Representative for Trade Negotiations
Washington, D.C.

DEAR Ms. CHAIRMAN: The American Dinnerware Emergency Committee,
(ADEC) composed of the eleven companies listed in the Appendix hereto, who
together account for over eighty percent of the earthen dinnerware produced In
the United States, hereby petition for withdrawal of tariff concessions on certain
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articles of dinnerware, pursuant to paragraphs 1, 2 and 3 of Article XXVIII
of the GATT.

The President, by proclamation on April 24, 1972 (No. 4125), modified tariff
concessions on certain ceramic tableware pursuant to Section 851(a) (1) of the
Trade Expansion Act of 1962 (TEA). However, it is clear from the Tariff
Commission report to the President on the investigation under Section 801(b) of
the TEA, that the increased tariffs recommended by the Commission under
Section 301(e) of the TEA, and proclaimed in substance, by the President, are
insufficient to remedy the injury found to have been caused by increased
Imports. This is so for two reasons: First, because the tariffs on Imports of
earthen dinnerware were not increased to a high enough level and second,
because-tariffs on imports of low-value cLina dinnerware were not increased at
all. The enclosed table entitled Revised Collective Exhibit 2D, originally part
of ADEC's presentation to the Tariff Commission, shows the imported articles
that were complained of as being injurious to the U.S. earthenware industry.
Enclosed Table ZIA shows the tariff reductions pursuant to international trade
negotiations on certain articles of Varthenware and chinaware from 1930 to 1972.
ADEC asked for an increase in tariffs on the articles complained of up to the
1930 rate.

The Tariff Commission found that Increased imports of earthenware and low-
value chinaware have seriously Injured the U.S. earthenware industry (TO
Publication 466, pp. 10-11, 16-18, 22). The majority and dissenting Coinmis-
sioners, however, disagreed on the connection between increased Imports and
tariff concessions.

The Tariff Commission majority, in recommending a remedy, did not look any
further than the latest tariff concessions negotiated In 1967. Apparently they did
not feel they could go back to the pre-1955 rates of duty because of the
restrictions of the TEA; their uneasiness about the adequacy of their recom-
mended remedy is revealed in a footnote drawing attention to Section 852 of the
TEA which authorized the President to negotiate international agreements to
limit imports to the United States whenever he determines that such action
would be more appropriate than the remedy authorized under Section 351(a) (1)
(TC Publication 466, p. 12, footnote 1.)

The dissenting Commissioners Sutton and Leonard were even more explicit in
pointing out the constraints imposed by the TEA. Commissioner Leonard agreed
that increased imports had caused injury to the domestic earthenware industry,
but he was unable to link the increased imports with tariff concessions granted
in the Kennedy Round Trade Conference, because the Imports had been Increas-
ing steadily since the mid-1950's Commissioner Sutton pointed out that there had
been no concessions since 1955 on three-fourths of all chinaware imports; yet
such imports caused the most Injury to the domestic earthenware industry. As
for the remedies recommended by the majority, Commissioner Sutton criticized
them on two counts: there Is no Increase recommended of the duty on low-value
china dinnerware, and the duty Increases that are recommended are clearly
Insufficient to restrict Imports to the extent necessary to remedy any injury.

With regard to low and medium-value china dinnerware, it should be noted
that such ware was excepted from the Kennedy Round negotiations on trade-
agreement concessions. Presumably this was because injury, or threatened
injury, was already foreseen from Increased Imports. According to both the
Tariff Commission majority and dissenting members' interpretations of the
-TEA. however, the fact that no concessions were negotiated during the Kennedy
Round prevents the industry from obtaining relief from injury caused by such
imports.

It Is submitted that Article XXVIII of the GATT was designed to solve
just such a problem as Is presented here: where Injury has been determined to
have resulted from Increased imports due to tariff concessions, and the normal
remedy provided by the TEA (pursuant to Article XIX of the GATT) is
insufficient.

Accordingly, the American Dinnerware Emergency Committee requests that
the 1955 tariff concessions be withdrawn or modified with respect to the follow-
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ing TSUS item numbers: 533.14; 533.16; 533.23; 533.25; 533.26; 53.28; 538.81;
533.33; 533.35; 53.36; 33.38; 533.68 533.65 ! 533.66; 583.71; 583.78; 533.75;
533.77. The articles within these items numbers that are of concern to ADEC
are described in the column headed "Injurious Imports" on the enclosed
table labelled Revised Collective Exhibit 2B.

In connection with this request, ADEC asks that It be accorded a hearing in
order to present evidence and arguments supporting its position.

Respectfully,
JAMES D. Wn LiAMS, Jr.

THE AMERCAN DINNERWARE 9MEROEXCY COMMIrr

Canonsburg Pottery Co., Box 110, Canonsburg, Pa.
Frankoma Pottery, Box 789, Sapulpa, Okla.
Hall China Co., East Liverpool, Ohio
The Homer Laughlin Co., Newell, W. Va.
Hull Pottery Co., Crooksville, Ohio.
Metlo Manufacturing Co., 1200 Morningside Dr., Manhattan Beach, Calif.
Mount Clemens Pottery Co., 261 Church St., Mount Clemens, Mich.
The Pfaltzgraff Co., P.O. Box 1069, York, Pa.
Royal China, Ins., South 15th St., Sebring, Ohio.
The Scio Pottery Co., Box 585, Scio, Ohio.
Taylor Smith & Taylor Co., P.O. Box 762, East Liverpool, Ohio.

Appendix 8.-REVISED COLLECTIVE EXHIBIT 28

TSUS Item Description Injurious Imp)rts Not complainIng of

533.114, 533.16.... Red.bodied earthenware ....... Dinnerware and articles thereof. Teapots; kitchenware; collectors'
articles.

533.23 ...........
533.25 ..........
533.26 ..........
533.28 ..........
533.31 ..........

533.33 ...........

533.35 and 533.36.
533.38 ...........

533.41 ...........
533.63 ...........
533.65 ...........
533.66 ...........
533.68 ...........533.6 .. .. .
533.7: .. ...

533.73 ...........

533.75 ...........
533.77 ...........

Earthen Dinnerware:
Notov% $3,30 per norm.... All of item ...................
$2.30$7 per norm....... d .....................
$7-$12 per norm ......... do ....................
Over $12 per norm ........ Ware not over $23 per norm..

Earthen steins, mus, etc ....... Mugs not over $5 per dzen.....

None.Do.
Do.

Ware over $23 per norm.
Mugs over $5 per dozen and

other articles in item.
Earthen table and kitchen arti-

cles not available in 77.piece
norm. I

Bottom value category. .Dinnerware articles ......... Kitchenware; colectors' articlese.g., odd salt and pepper and
odd cups and saucers.

Middle value category ....... do .......................Do.
Top value category........ Same, valued not over values Same, and dinnerware articles

corresponding to $23 per valued over values corre-
norm. spending to $22 per norm.

Bone china dinnerware ...... None ........................ All of them.
Feldspar china dinnerware:

Not over $10 per norm..... All of item .................... None.
10-24 per norm ......... .... do................. Do.
4-$56 per norm ......... $24-$27 per norm .......... Over $27 per norm.

Over $56 per norm ...... Ione ....................... All of item.
Hir.priced teaware ....... do ...................... Do.
China steins, mugs, etc..... Mugs notover $5 per dozen ...... MuI?_ over $5 pr dozen andUWUEUu ul,|Up III|115,11,

China table and kitchen arUcles
not available in 77.piece
norm.'

Bottom value category..... Dinnerware articles ............ Kitchenware, collectors' articles
e.g.. odd salt and peppers and
odd cups and saucers.

Middle value category ...... do ....................... Do
Top value category ........ Same, valued not over values Same, and dinnerware article-

corresponding to $27 per norm. valued over values corre.
spending to $27 per norm.

I The "om" consists of 77 pieces-12 each of dinner plates, bread and butter or salad plates, tee cups and saucers,
soups and fruits, and each of platter, vegetable dish, sugar (with cover), and creamer. If soups or fruits are not avail-
able, cereals ore substituted.

0~l~ 1 itl Va Wl itl.
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TABLE Ii A.-FINE-GRAINED EARTHENWARE AND STONEWARE AND LOW-VALUE CHINA FOOD AND DRINK WARE

[Rate. of duty in specified years, 1930-72, and ad valorem equivalents of the duties based on imports in 1970. (Rates of duty in cents per dozen pieces and percent ad valmore).j

L930 1955 1968 1970 1972
Ad Ad Ad Ad Ad Percent duty

TSUS Item valorem valorm. valorem "valorem valorem reductionNo. Descriptln Rate of duty equivalent Rate of duty equivalent Rate of duty equivalent Rate of duty - equivalent Rate of duty equivalent 1930-72

533.14 and Red-bodied earthenware. 25 percent. .. 2$ 625-12.5 10 6-11 percenL... 9 6-7 percenL.; 7 6 perceu..... "J 6 72533.16. p r e tEarthen dinnerware:
533.23.-.. Notover$3.M0per 10 cents plus 55 10 cents-28 33 9 cents plus 30 7 cents plus -24 S cents plus 17 69nor 50Percnt percent. 25 percent. 19.5 percent. 14 percent.533.25 and $3.304$12 per nom----d ---- 53 10 cents Plus 26 10 cob spls 25 10 cent plus 25 10 cent plus 24 55533.26. 21-37 71-3? 21-2 21 percent

percent penn Perent5332--------Over$2pernorm - --------- . 53 10centsplus21 24 cents plus M5 21 7 cents plus 14.5 17 5 cents plus 10.5 12 77
percent, percent, percent. • percent.533.31-... Eartbansteinsmupetc ---- do --------- 55 10 cents plus 25 30 9 cents plus 22 27 7 cents plus 17 21 5 cents plus 12.5 15 73

Earte " pent pen te .nL -pent.
533.33 ------- Bottom value ----. do --------- 63 -- do --------- 38 -do..do-........ 34-do....... 26. ...... 19 70
53353and M53d6.v" ---- do --------- 57 lOcentsplus 38 lOcntsplus. 36 lOcentlus , 32 lOcentsplus 28 51533.36. asory- 22-40 2L5-36: 2 -28. - 21 Percent.percent. percent. Percent533.38 ------- Topvaluecatqory ------ do --------- 52 lOcents plus 24 9centsplus 21 7centsplus 15 5 en I1 79

Chinadinnrwaro: 22percent. 19.5 percent. 15 percent. ;e
533.63 ------- Not over 10per 10 cents plus 76 10 cents plus 54 10centsplus 54 10cents plus 54 10 ceats plus 54 29norm. 70 percent. 48 percent. 48 percent. 48 percent. 48percent.53365 ------- 10-24pernon ... do ........ 74 0 tsplus 59 10 cents plus 59. 10 cents plus 59 10emtplus 59 2055 percent 55 percen.L 55 peenL l percent.533.66 --- $24-356 per non --------- do ---------. 72 lOcentsplus 38 l0centsplus 38 lOcntsplus 38 " centsplus 38 .4736 percent. 36percent. 36 percea. 36percent.533371-.---.. Cbhastein 7 Xovel._.. 70percent_._ 70 45 percetL.__ 45 40poeaen -- 40 31lpercenL ---- 31 22.S5patcent-_.. 22.5 68
533.73 ...... Bottom vlue l0 cents plus 79 l0 cents plus 54 9centsplus 48 7centsplus 37 5cntspi22.5 27 66c 7° 4pe,. 40 percent. ent Percent&... ---- 73 lcntMus 63 9centsplus 57 7 egplus 5 44 plus 32 5660 peren percent 4253-7---- Topvalueatmr ---- do --------- -71 10 centsphis 36 9osnttsplus 32 5ce plus 2 , 54= 9 L~ 18 75

3Sprcet.31 percent 21 percent. 17.5-percet

I-'

A
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Senator PACKWOOD. Next we have the Stone, Glass, and Clay Coor-
dinating Committee and we have--how many of you are there? We
have Mr. Parker and Mr. Tulley and Mr. Null and Mr. Miechur and
Mr. Roman and Mr. Markham.

STATEMENT OF HOWARD P. CHESTER, EXECUTIVE SECRETARY,
STONF GLASS, AND CLAY COORDINATING COMMITTEE

b _Mr. Crem. I am here to represent them, Mr. Chairman, since
the committee asked for a consolidation of testimony.

Senator PACKWOOD. And you are Howard Chester ?
Mr. Cnm . Yes, Howard Chester.
Senator PACKWOOD. All right, proceed.
Mr. CHi m. And I am the executive secretary. Do you want me

to proceed?
Senator PAoKWOOD. Go right ahead.
Mr. Cnsrii. Mr. Chairman and members of the committee, Our

Stone, Glass, and Clay Coordinating Committee is composed of six
international unions, all affiliated with the AFL-CIO who have
joined together to cooperate on mutual problems that affect any one
or all of our six affiliates. We have a combined membership of 230,000
workers, with active locals in almost all of the 50 states. The six
Unions and the principal officer of each are listed on the cover page.

The impact of imports on the industries in which many of the
members of our six unions work has been devastating. The penetra-
tion of imports has been excessive and has caused 'considerable job
loss. Over 25 percent of the work force has been lost in pottery, sheet
glass. ceramic tile, T.V. tubes and glassware. In addition to these
losses, dumping of cement has eroded employment in the cement
industry.

The job losses of these industries, as well as many other adversely
affected industries, must be stopped. With unemployment high and
less purchasing power available, the entire economy is threatened.
Our Nation must have a trade policy geared to maximum employ-ment and healthy industries instead of the present policy geared to
"freer" trade and the foreign policy illusion that-we can remake
continents.

In this summary, we would like to bring to your attention some of
the current negatives that should be considered in trade legislation in
this "totally new ball game" that has made H.R. 10710 obsolete.

1. Oil; the energy crisis threatens United States and most other
countries with balance of trade and balance of payments deficits of
huge proportions due to restricted supply and exorbitant prices.

2. The United States has been unable to obtain compensation from
the EEC from the adverse effect on U.S. exports by the entry of
Britain, Ireland and Denmark. Additionally, adverse-effects on U.S.
exports, resulting from agreements between EEC and EFTA coun-
tries, should be compensated.

3. The large tariff cuts proposed by the House-passed Trade Re-
form Act, of 100 percent, 75 percent and 60 percent, will cause undue
harm to many U.S. industries
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4. Allowing duty free entry by LDC's can also cause undue harm
to U.S. industries and accelerate multinational corporations to locate
in LDC countries.

5. The House-passed bill does not address the foreign tax credit
bonanza, or the fact that earnings of U.S. foreign subsidiaries are
taxed only when and if repatriated. This multibillion dollar bonanza
given to U.S. multinational corporations results in an additional
burden on the U.S. taxpayer and in an exodus of U.S. capital,
technology and jobs placed overseas, rather than in investment, de-
velopment, exploration and jobs vitally needed in the United States.

Senator Packwood. Let me ask you a question there. In your
industry, is this particularly dominated by multinationals? Are there
many American companies that'go overseas to manufacture glass and
flatware ?

Mr. CITERSm. As a matter of fact, they have, Mr. Chairman. Some
of the companies that you may be familiar with that are multina-
tional that are within our group are: Owens-Illinois, Coming Glass
Works, PPG Industries, Libbey-Owens-Ford Glass. Those are all
that come to mind now.

Senator PACKWOOD. Let me ask you, is your industry regarded as a
high technology industry or not?

r. CHESTER. It is to a great degree, Mr. Chairman. As you
probably know, recently, especially in flat glass, they have a new
process that they call the "'float process" that was developed by
Vilkington of England and in this process they now float glass over
a molten bed of tin and it has increased their efficiency and productiv-
ity tremendously in the makifig of flat glass. ,

Senator PACKWOOD. They float it over molten tin ?
Mr. CmEiSTR. Yes, and it attains a strength, for example, of a

natural, that is, it-flows to a natural quarter inch. And the clarity
and quality of the glass has proven out to very good and it's been avery successful process for the major companies.

Senator PACEWOOD. If we were to change the tax credit and repa-
triation of income law so that in essence we forced the American
companies home, would that solve the bulk of your problem or do you
still have serious import problems from indigenous industries over-
seast-

Mr. CHESTER. Well, that is a pretty big question, Mr. Chairman. I
would say to answer you briefly that we are concerned about-multina-
tionals and the tax situation and the credits and the depletion andC the fact that they do not repatriate their funds, that they reinvest
them. And most of the large multinational corporations are doing
just that.

Insofar as imports, many of the industries that these six unions are
involved in are really penetrated to a tremendous degree. For exam-
ple, there are two gentlemen that preceded me from the pottery
industry, and just off the top of my head, and I think I will b fairly
close, they are penetrated by imports in earthenware to the tune of
about 52 percent penetration.

Senator PACKWOOD. No, but the point I am curious about is that
penetration from American multinationals which have sone overseas
to manufacture.or is your basic problem foreign-ownid companies
simply penetrating our market and not American multinationals?
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Mr. CimsmR. Well, in the case of the pottery, those are for the
most part foreign companies and Japanese in particular. In glass,
some of the production that the American subsidiary produces does
get back to the states. The large bulk of it, however, is from foreign
glass companies. But I might add, Mr. Chairman, that that is not
true in many other industries like electronics and so forth as you are
well aware of.

Senator PACKWOOD. Go ahead.
Mr. CnESTER. Contrary to the claims of U.S. multinational corpo-

rations that their domestic employment has increased more than their
foreign employment, the facts as evidenced by three studies, one by
the Department of Commerce, the other two by corporate groups--
the ECAT and Business International Corporation-show that for-
eign employment by U.S. multinationals increased more, both in
percentage and absolute terms than did their domestic employment.

7. We agree with the bill's provisions denying-MFN treatment and
credits to the Soviet Union and other Communist dominated coun-
tries because of restrictive emigration policies. However, another
important point to consider is that, even paying the full rates of
duty, these countries are increasing their penetration of the U.S.
market with their exports. In 1970 we imported 40 million pounds of
sheet glass from these communist dominated countries; this increased
to 72 million pounds in 1971, to 141 million pounds in 1972, and to
160 million pounds in 1973.

Senator PACKWoOD. Give me comparison. What would be the sheet
glass production in the United States in those years?

Mr. CiiESTER. I would have to submit it to you.
Senator PACKiWOOD. Could you supply it?
Mr. CIESER. Yes Sir. I would be glad to.
[The information referred to follows:]

STONz, GLASS AND CLAY
.CooRDmZATrxo CommItr=E,

Waellngton, D.O., April 15, 1974.
HoN. ROBERT W. PACKWOOD,
U.S. Senate,
Commtfttee on Finance,
Washington, D

DEAR SENA PAOKWOOD: During the course of my testimony on the Trade
Reform Act, ... ,. 10710, April 4, 1974, before the Committee on Finance, you, as
acting Chairman, asked me to submit the figures on Sheet Glass production by
US. producers for the years referred to by me as years of increasing penetra-
tion of Imports of sheet glass by Communist-dominated countries.

The Information you requested is as follows:
Sheet Glass: U.S. Production, 1970-78 (Millions of Pounds): 1970, 1,872;

1071, 1,428; 1972, 1,466; 1973, 1,874; Source: U.S. Tariff Commission.Sincerely, HOWARD P. CHETMR,
Executive Secretary

Mr. CHESTER. It is significant that the Communist dominated
countries haVe increased their share of all imports of sheet glass from
over 23 percent in 1972, to over 35 percent in 1973, and-this notwith-
standing that they now pay full or statutory rates of duty. 3 think
that is an important point, Mr. Chairman, in that it shows notwith-
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standing the fact that they pay the full rates, they are penetrating
this market to a greater and greater degree.

Since the President has threatened a veto of the trade bill, if the
bill contains restrictions on communist dominated countries, it seems
clear that the President is interested in the political considerations
rather than the economics and their effect on industry, labor and the
country8_. 9§. balance of trade statistics, until very recently, grossly

understated the huge deficits sustained and, therefore, did not pro-
vide the proper facts for trade policy decisions. For example, the
competitive figures on trade show that from 1967 through 1972 we
sustained a trade deficit of over 27 billion dollars. To reach these
competitive trade figures, two considerations must be accounted for,
one, our imports figured on a C.I.F. basis instead of F.O.B., and,
two, our exports must exclude U.S. Government subsidies on items
such as Public Law 480 Food for Peace, A.I.D. loans and grants and
military grant aid. These are not competitive exports. Your excellent
staff report, "U.S. Trade and Balance of Payments," dated February
26, 1974, emphasizes this point in table 1 and clearly shows our
previous lack of data in making trade policy and trade legislation
decisions. The country is indebted to Senator Long, for your persist-
ence in insisting on-proper data, so that enlightened decisions can be
made in the trade area.

We strongly support the excellent testimony and in depth appen-
dix, presented by AFL-CIO President George Meany on Marcit 27,
1974 before this committee. We respectfully suggest an in-depth
analysis of his complete statement be made prior to consideration of
any trade legislation.

We noted some comment on the recommendation to regulate im-
ports and exports. Our six unions are impacted by imports very
severely and have suffered unemployment and plant closings, and yet
on the export side, the glass manufacturing companies -ave been
adversely affected-by a shortage of the necessary raw material-soda
ash. The domestic producers of soda ash have been increasing their
exports of soda ash, despite the fact of a shortage in domestic supply
using temporary plant shutdowns and unemployment. This current

situation points up the need for regulation of exports as well asimports.
.n conclusion, we believe that with worldwide changes occurring

almost daily, and with rising unemployment in the U.S. and world-
wide, that thle more logical approach is to reject this bill and rewrite
one that is relevant to U.S. and worldwide current conditions, incor-
porating provisions of the Burke-Hartke bill such as the provisions
now being considered that would eliminate foreign tax credits and
foreign epletion allowances and place a tax on current earnings
instead of when and if repatriated. These provisions were in the
Burke-Hartke bill, previously scorned but now being considered.

Let's give the American people legislation that meets their needs.
Thank you, Mr. Chairman. Ido have an appendix
Senator PAcExwooD. Your entire statement will be placed in the

record.
And thank you again. I have no other questions.
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(The prepared statement provided by Mr. Chester follows:)

PREPARED STATEMENT OF POSITION Or THE STONE, GL&ss AND CLAY CDORDLATING
Comlirza

(Mr. George M. Parker, President, The American Flint Glass Workers Union
of North America; Mr. Harry A. Tulley, President, The Glass Bottle Blowers
Association of the United States and Canada; Mr. Lester H. Null, President,
The International Brotherhood of Pottery and Allied Workers; Mr. Thomas F.
Miechur, President, The United Cement, Lime & Gypsum Workers International
Union; Mr. Joseph Roman, President, The United Glass and Ceramic Workers
of North America; Mr. Arthur L. Markham, President, The Window Glass
Cutters League of America; Stone, Glass and Clay Coordinating Committee; Lee
W. Minton, Chairman; Howard P. Chester, Executive Secretary; Reuben Roe,
Secretary-Treasurer.)

Mr. Chairman and Members of the committee, our Stone, Glass and Clay
Coordinating Committee is composed of six International Unions, all affiliated
with the AFL-CIO, who have joined together to cooperate on mutual problems
that affect any one or all of our six affiliates. We have a combined membership
of 280,000 workers, with active locals in almost all of the fifty states. The six
Unions and the principal officer of each are listed on the cover page.

The impact of imports on the industries in which many of the members of our
six Unions work has been devastating. The penetration of imports has been
excessive and has caused considerable job loss. Over 25% of the work force has
been lost In pottery, sheet glass, ceramic tile, T.V. tubes and glassware. In
addition to these losses, dumping of cement has eroded employment in the
cement industry.

The job losses of these industries, as well as many other adversely affected
industries, must be stopped. With unemployment high and less purchasing power
available, the entire economy is threatened. Our nation must have a trade policy
geared to maximum employment and healthy industries instead of the present
policy geared to "freer" trade and the foreign policy illusion that we can
remake continents.

In this summary, we would like to bring to your attention some of the current
negatives that should be considered in trade legislation in this "totally new ball
game" that has made H.R. 10710 obsolete..

1. Oil, the energy crisis threatens U.S. and most other countries with balance
of trade and balance of payments deficits of huge proportions due to restricted
supply and exorbitant prices.

2. U.S. has been unable to obtain compensation from the EEC from the
adverse effect on U.S. exports by the entry of Britain, Ireland and Denmark,
Additionally, adverse effects on U.S. exports, resulting from agreements be.
tween EEO and EFTA countries, should be compensated.

8. The large tariff cuts proposed by the House-passed Trade Reform Act, of
100%, 75% and 60% will cause undue harm to many U.S. industries.

4. Allowing duty free entry by LDC's can also cause undue harm to U.S.
industries and accelerate multinational corporations to locate in LDC countries.

5.. The House-passed bill does not address the foreign tax credit bonanza, or
th* fact that earnings of U.S. foreign subsidiaries are taxed only when and If
repatriated. This multi-billion dollar bonanza given to U.S. multinational
corporations results in an additional burden on the U.S. taxpayer and in an
exodus of U.S. capital, technology and jobs placed overseas, rather than in
investment, development, exploration and jobs vitally needed in the U.S.

6. Contrary to the claims of U.S. multinational corporations that their
Domestic employment has Increased more than their foreign employment, the
acts as evidenced by three studies, one by the Department of Commerce, the

other two by corporate groups-the ECAT and Business International Corpora.
tion--show that foreign employment by U.S. multinationals increased more, both
in percentage and absolute terms, than did their domestic employment.

7. We agree with the bill's provisions denying MFN treatment and credits to
the Soviet Union and other communist dominated countries because of restric-
tive emigration policies. However, another Important point to consider is that,
even paying the full rates of duty, these countries are increasing their penetra-
tion of the U.S. market with their exports. In 1970 we imported 40 million

80-229--74-pt. 5-9
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pounds of sheet glass from these communist dominated countries; this increased
to 72 million pounds In 1971, to 141 million pounds In 1972, and to 100 million
pounds In 1973. It is significant that the communist dominated countries have
increased their share of all Imports of sheet glass from over 23% in 1972, to
over 35% in 1973, and this notwithstanding that they now pay full or statutory
rates of duty.

U.S. IMPORTS-COMMUNIST-DOMINATED COUNTRIES-SHEET GLASS-1972-73

1972 1973

U.S.S.R ................................................................ 40,340,060 51k 792, 922
BuIgaria ............................................................... 88, 292 4.713.258
Czechoslovakia ......................................................... 11,381,637 2, 80 .39
ClIna ................................................................. 30,8659k 772
Romania ............................................................... 72,390,996 82,539,287
East Germany ........................................................... 321,148 71 351
Hungry ............................................................... 16,909,427 18,141,212

Total ............................................................ 141,462,425 160,069,181

Source: Depaitment of Commerce.

Since the President has threatened a veto of the trade bill, If the bill contains
restrictions on Communist dominated countries, it seems clear that the President
is interested in the political considerations rather than the economics and their
effect on industry, labor and the Country.

8. U.S. balance of trade statistics, until very recently, grossly understated the
huge deficits sustained and, therefore, did not provide the proper facts for trade
policy decisions. For example, the competitive figures on trade show that from
1967 through 1972, we sustained a trade deficit of over 27 billion dollars. To
reach these competitive trade figures, two considerations must be accounted for,
(1) our imports figured on a C.I.F. basis instead of F.O.B., and (2) our
exports must exclude U.S. Government subsidies on items such as P.L. 480
Food for Peace, A.I.D. loans and grants and military grant aid. These
are not competitive exports. Your excellent staff report, "U.S. Trade and-
Balance of Payments," dated February 26, 1974, emphasizes this point in Table
1 and clearly shows our previous lack of data In making trade policy and trade
legislation decisions. The Country Is Indebted to Senator Long, for your persist-
ence In insisting on proper data, so that enlightened decisions can be made In the
trade area.

We strongly support the excellent testimony and In depth appendix, presented
by AFL-CIO President George Meany on March 27, 174 before this Committee.
We respectfully suggest an in depth analysis of his complete statement be made
prior to consideration of any trade legislation.

We noted some comment on the recommendation to regulate imports and
exports. Our six Unions are Impacted by imports very severely and have
suffered unemployment and plant closings, and yet on the export side, the glass
manufacturing companies have been adversely affected by a shortage of.the
necessary raw material--soda ash. The domestic producers of soda ash have
been Inrceasing their exports of soda ash, despite the fact of a shortage in
domestic supply causing temporary plant shutdowns and unemployment. This
current situation points up the need for regulation of exports as well as
imports.

In conclusion, we believe that with worldwide changes occurring almost daily,
and with rising unemployment in the U.S. and worldwide, that the more logical
approach is to reject this bill and rewrite one that is relevant to U.S. and
worldwide current conditions, incorporating provisions of the Burke-Hartke bill,
such as the provisions now being considered that would eliminate foreign tax
credits and foreign depletion allowances and place a tax on current earnings
instead of when and if repatriated. These provisions were In the Burke-Hartke
bill, previously scorned, but now being considered.

Let's give the American people legislation that meets their needs.
We would like to bring to your attention several of the long standing United

States policies in Trade and Investment that have led our Country Into very
serious straits.
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Balance of Trade
The official figures of U.S. trade deficits for 1971 and 1972 at $2.7 billion and

$6.4 billion are serious enough to call for immediate action, but if we go further
and look at the documented competitive trade figures, we find even more cause
for alarm. These figures show that from 1967 through 1972, we have sustained
trade deficit of over 27 billion dollars.

To document this point, we excerpted a table placed In the record of the
hearings before the Ways and Means Committee by then Secretary of Commerce,
Maurice H. Stans, May 12, 1970-and we have updated this table with statistics
from the Department of Commerce (see attached).

The competitive trade table is based on two considerations that must be
accounted for: (1) our imports figured on a c.i.f, basis instead of f.o.b., and (2)
our exports must exclude U.S. Government subsidies on exports such as P.L.
480, Food for Peace, AID loans and grants, and military grant aid. These
exports are not competitive exports. This enlightening table emphasizes that our
trade statistics should truly show our position in trade, so that trade policy
decisions can be based on- accurate figures and not figures that undervalue
imports and overvalue exports (see Table 1).
Balance Of Payments

Our U.S. balance of payments deficit exceeds 88 billion dollars. This overhang
of dollars in foreign countries, together with U.S. multinationals huge liquid
short term assets (est. by U.S. Tariff Commission $268 billion), has caused
monetary speculation, crisis and two dollar devaluations in a 14 month period.
The United States is entitled to bring about equilibrium by invoking Article XII
of the G.A.T.T.
U.S. Share of World EBports Of Manufactures

The following table comparing 1962 with 1971 points up how the U.S. share of
world exports of manufactures has long been slipping badly, with total manu-
factures in this ten year period decreasing by 19%, and many of the separate
manufactures included in the total have decreased their share more than the
overall total-example, chemicals down 29%, electric machinery down 28%;
other manufactures down 27%.

[in percent

U.S. share of
world experts,

Commodity 1962 1971 Change In share

Manufactures, total .................................... 24.6 19.9 -19
Chemicals ............................................ 27.9 19.9 -29
Nonelectric machinery ................................. 30.9 25.5 -17
Electric machinery .................................... 27.3 21.0 -23
Transport equipment .................................. 31.9 29.5 -8
Other manufacturers .................................. 16.8 12.2 -27

This table serves to point out that we are losing out in world markets In high-
technology industries as well as low-technology industries. This serious situation
bias been brought about by U.S. domination in exports of technology-high, low,
intermediate-exports eagerly solicited by foreign governments and corpora-
tions. Result-the American worker loses a job, the U.S. loses an export product
and becomes an importer of that product.

This hemorrhage of U.S. technology was documented in a Report to the
President by the Tariff Commission titled, "Competitiveness of U.S. Industries,"
released in April, 1972, page 203. The table referred to estimates U.S. receipts
and payments of royalties and licensing fees with Canada, Japan and-the
World, 1960-69.

The figures in this chart bear out the astounding outflow of U.S. technology to
all Countries. U.S. receipts were eleven billion, nine hundred forty-seven
million, four hundred thousand dollars vs. payments of one billion, two hundred
forty-three million with net receipts to the U.S. of almost 11 billion dollars
($10,704.4). This verities and documents the massive outflow of U.S. technology
over a ten year period and further shows how very little technology is being
imported into the U.S. (see table 2).
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U.S. Multinationaie Create Bmployment-Oversea8
Along with the massive outflow of Job creating U.S. technology, the actual

operations of U.S. subsidiaries abroad have also created large increases In
employment overseas.

Let's look at three studies that analyzed the question of the effect of U.S.
multinationals on domestic vs. foreign employment.

L DEPARTMENT OF COMMERCE, "SPECIAL SURVEY OF U.S. MULTINATIONAL
COMPANY S 1070"

This study, though incomplete and with serious omissions, did reveal that of
the 298 firms reporting; in manufacturing, more manufacturing Jobs were
created In the foreign operations of the reporting firms than In their U.S.
facilities-both in percentage and absolute terms-between 1966 and 1970.

In their U.S. facilities,, manufacturing Jobs were up 7.69; in their foreign
affiliates, manufacturing Jobs were up 26.5%. This was a rise of 450,000 Jobs at
home, 452,000 abroad.

II. BUSINESS INTERNATIONAL CORPORATION, "EFFECTS OF U.S. CORPORATE FOREIGN
-- INVESTMENT"

This study covering 125 companies, including many of the more intensive
foreign Investors, reveals that In all industries between 1966 and 1970 more
Jobs were created in the foreign operations of the reporting firms than in their
U.S. facilities, again both in percentage and absolute terms.

In their U.S. facilities, jobs were up 14.40; in their foreign affiliates, jobs
were up 57.9%. This was a rise of 857,952 Jobs at home, 496,007 abroad.

II. EMERGENCY COMMITTEE FOR AMERIOAN TBADE, "THE ROLE OF THE MULTI-
NATIONAL CORPORATION IN THE UNITED STATES AND WORLD ECONOMIES"

This study covering 74 U.S. corporations, again many of the more intensive
foreign investors, reveals that in all Industries between 1960 and 1970, more
Jobs were created In the foreign operations of the reporting firms than In their
U.S. facilities, both In percentage and absolute terms.

In their U.S. facilities, jobs were up 8.8%; in their foreign affiliates, jobs
were up by 7.7%. This was a rise of "nearly 900 thousand jobs" at home, 90q
thousand abroad.

Covering a small percentage of U.S. multinationals, these three studies, by the
Commerce Department and two separate corporate groups, point out that in both
percentage and absolute terms, the U.S. multinationals studied increased for.
eign employment, 146,000 more than domestic, and this has been happening at a
time when U.S. employment needs are greater than before-from defense
cutbacks, displacement by imports and a growing labor force plagued with a
5% unemployment rate.
U.S. Private Foreign Invetment.

Another important consideration affecting the export of U.S. jobs is the
astounding growth of U.S. private foreign investment. U.S. private direct
investment has risen from $11.8 billion in 1950, to $86 billion at the end of 1971,
and no doubt has reached $100 billion by this date.

Manufacturing leads all other industry investment abroad with over 40% of
the total, and this Increased foreign capacity has served to decrease our exports
and increase our imports, and since capital is mobile and labor Is not the
result has been loss of American jobs.

This point was made with great clarity by former Deputy Under-Secretary of
Labor, George Hildebrand in a speech to the National Foreign Trade Council's
-Labor Affairs Committee in September, 1969:

'It has often been assumed that high U.S. wages and better working conditions
were largely offset by high U.S. productivity and a strong internal market.
Increasingly, however, the spread of skills and technology, licensing arrange-
ments and heavy investment in new and efficient facilities in foreign lands have
all served to increase foreign productivity without comparable increases in
wages. The problem we have Is to assure that the social and economic gains of
the American worker and the purchasing power that goes with it are not
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undermined by competitive goods produced and exported on the basis of much
lower standards which some may view as an exploitation of human resources"

Many of these global corporations are engaged in undermining the standards
of the American worker and are exploiting human resources in foreign coun-
tries. In a recent meeting of labor leaders from the United States, South Africa,
Argentina, Germany, Colombia, Venezuela and Mexico, reports of the represent-
atives from these nations verified the stories of discrimination and exploitation
in their countries. One large U.S. based multinational that employs workers In
all of these countries pays wages as low as fifteen cents per hour, and if theemployees object, they, are threatened with all sorts of reprisal. It was also
brought out at this meeting that the employees cannot afford to buy the product
they are producing, such as a refrigerator--4t would take all of an. employee's
yearly salary to buy a refrigerator. One of our affiliates, The American Flint
Glass Workers, was represented at tis meeting which took place in New York
in 'Marcb, 1973-a G.F)/Weathighouse coordinated bargaining meeting--so the
sports are quite current and do show exploitation,.

The time has come for a re-evaluation of this expanded Investment program In
terms of the U.S.. economy, employment, outflow of capital, loss of revenue to
the United States and effect of Imports on U.S. industry and labor.

TABLE I.-ESTIMATED U.S. TRADE BALANCE, 1967-72

(In millions of dollars)

U.S. trade
balance

based on
estmated

cl.f,-valued
Imports

U.S. exports U omd exdrts
excuudingU.S. exports U.S. Imports military

excluding gnant-Wlo
military, Esti. AID, and

Total AID Public grant-aid, mated Public Law
Including Military loans and Law 480 and Public F.o.b. .l.f. 480

Year reexports grant-aid grants shipments Law 480 value value shipments

1967 ....... 31,622 592 1,300 1,237 28,493 26,889 28,745 -252
1968 ....... 34,636 573 1,058 1178 31,9 33,228 35,19 -3,690
1969 ....... 37, 988 674 991 1,018 35, 302 36,052 38, 539 -3237
1970 ...... , 43,224 565 9957 4,745 39,952 42,389 -1,644
1971........44,137 581 914 971 41,671 45,602 48,384 -6,713
19721..... 49,676 560 760 1,073 47, 283 , 5,555 58,944 -11,661

Total ................................................................................... -27,197

I Preliminary data.
Source: Former Secretary of Commerce Stans, testimony before Ways and Means Committee, May 12, 1970, 1967-69;

Department of Commerc, 1970-72.

TABLE 2.-ESTIMATED U.S. RECEIPTS AND PAYMENTS OF ROYALTIES AND LICENSING FEES WITH CANADA, JAPAN,
AND THE WORLD, 1960-.69

[In millions of dollars

Canada Japan Total with all countries

Year Receipts Pa)ments Balance Receipts Payments Balance Receipts Payments Balance

1960 ............. 117.6 10.8 106.8 54.4 .......... 55.0 650.4 686 583.9
1961 ............ 132.8 17.9 114.9 61.9........ 61.5 707.1 800 2.1962............ 1524 34.0 118.4 6.6 2. 63.7 835.6 100.6
1963 ............ 158.2 42.4 115.8 73.0 2.0 71.0 932.7 111.5 621.2
1964 ............ 183.3 37.8 145.5 82.8 1.7 81.1 1,056.7 127.4 929.3

96.....211.5 41.0 170.5 860 2.2 '83.8 1,259.0 135.4 1236.019244.9 22.3 222.6 2 3.8 92.4 1,383.1 119.4 1,263.7
I .1........... 277.2 22.2 255.0 130.7 5.6 125.1 1,541.7 145.0 1,396.71. 8........... 294.7 27.0 267.7 174.1 8.0 166.1 1,702.1 165.0 1,537.1
1969 ............ 299.2 31.8 267.4 209.0 10.0 199,0 1,879.0 192.2 1,686.8

Source: Unpublished material from Office of Business Economics, Department of Commerce.
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STATEMENT OF ROY D. HARMAN, NATIONAL BOARD OF FUR FARMS
ORGANIZATION

MR. HARmoN. Mr. Chairman, my name is Roy Harmon. I am from
Christianburg, Va. I am representing the National Board of FurFarm Organizations.I have been a fur farmer for almost 47 years and I am thoroughly

familiar with the problems of fur farming. I am on the National
Board of Fur Farm Organizations and have been president of that
board three times.

We fur farmers have been fortunate enough to have had some
protective legislation for some years back that has enabled us to stay
in business. Without it most of our people would probably have been
forced out by foreign competition.

First, fur farming started in the United States and Canada but it
spread to other parts of the world like the Scandinavian countries
and more extensively to Soviet Russia. Russia today is producing
approximately one-third of the world's production of farm-raised
mink. Mink are the principal animals raised in captivity. Silver
foxes are raised on a smaller scale.

Now back years ago in the Coolidge administration when fur
farmers got a tariff on silver fox furs. this helped keep the furs and
the fox farms in business. It kept them in business. but the fox
business passed out in the 1950's by changing fashion, which is
simply the women didn't want it arny longer. Now, however, they
have come back in fashion and foxes are worth good money.

The mink business expanded and took the place of the fox business
and, as I say, these other countries have gone into it extensively. The
Russian Government, the Soviet nation is producing today approxi-
mately one-third of the world's production of farm-raised mink.

Now fortunately, they can't sell them in the United States. We
have an embargo on seven specific furs, from the communist nations,
that was enacted back during the Truman administration and it has
been enormously helpful to the American fur farmers.

However Russians sell everywhere else in the world and to people
in all of the other markets in the world, like Europe and the South
American countries and other places, and also Japan. They can sell
anywhere. But we are not asking for any more protection, Mr.
Chairman. We are just. asking to hold on to what we have: the tariff
on silver fox furs and the embargo on the seven specific furs from the
communist nations. We have been able to live with that.

Are there any questions?
SENATOR PACKWOOD. Would you give me a rough idea of how many

people are employed directly on fur farms in the United StatesI
MR. HARA Mo. We have itrproximately 3,000 fur farms in the

United States and they would probably average 10 people per farm.
A good many of them are family operations, in which the family
does most of the work, but some of them are quite large and employ
many people.

SENATOR PACRWOOD. Thank you, I have no other questions. We
appreciate your coming.

That concludes the hearing for-today.
FWhereupon at 11:50 a.m. the committee recessed, to reconvene on

Friday, April 5,1974 at10 a.m.]



TRADE REFORM ACT OF 1973

FRIDAY, APRIL 5, 1974

U.S. SENATE,
COMMIrrEE ON FINANCE,

Wa hington, D.C.
The committee met pursuant to recess, at 10 a.m., in room 2221,

Dirksen Senate Office building, Hon. Herman Talmadge, presiding.
Present: Senators Talmadge, Nelson, Hansen, and Packwood.
Senator TALMADOE. The committee will please come to order.
We have a long list of witnesses who will be confined to 10-minute

summaries of their written statements. The 5-minute rule will remain
in-effect as it has throughout the hearings for the questioning of
witnesses.

Our first witness will be Mr. Szabolcs Mesterhazy-I hope I pro-
nounced that right-who is testifying as an individual and on behalf
of the Hungarian Freedom Fighters' Foundation. We welcome you,
Mr. Mesterhazy, and you may begin with a summary of your state-
ment.

STATEMENT OF SZABOLCS MESTERHAZY

Mr. ME8TFIAZT. Thank you, Mr. Chairman.
Sir, I am testifying here-it was possible that maybe I would

testify for this Federation, but I report that I will be testifying only
on my own behalf.
. After so many distinguished witnesses with more distinguished

organizations who testified before you, sir, I am testifying only on
my own behalf. I feel that I am living proof that our great country
of ours still is not only the land of the free but the land of opportun-
ities for everyone who has the determination, the will, and a little
courage to speak up when he sees necessary to help his country.

First I want to thank your staff, sir, who made this meeting
possible, who it looks to me are building a bridge between the public
and you, and not a wall.

I am one of the least talented people of a large group who learned
firsthand from communist theoreticals the base under which they
made their plans and their thinking methods. If I look at the past
in the sixties and the seventies to see how our foreign policy was
formulated and executed, I have to feel that not too much of this
experience that we had was used. In this time I have the opportunity
only to testify on trade and the Trade Reform Act of 1973, and I
want to use my limited time to talk about section 402 of the bill, not

4 (1865)
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only because of my very, very limited knowledge in finance and
trade only, but because I have to agree with our cretary of State,
who thinks that this is a very important section of this bill.

I fully agree with what our Secretary of State told you in his
testimony March 7 in this year, and I quote: "what must remain our
overriding objective-the prevention of nuclear war."

I fully agree with these words. But, at least in my conviction, he
will not prevent a nuclear war, but he will invite one in the future if
he succeeds, sir, to convince you to, accept section 402 entitled "Free.
dom. of Emigration In East-West Trade" in the form tkat the
administration presented it to Congress. He will do so by shifting
the balance of power to the Soviet bloc without changing its aggres-
sive charkar.

Our administration is thinking, over and over again, that he is
moving our. country from confrontation to negotiation. This is a
beautiful thing, but we have to look how we can define this move,
ment, the confrontation that the administration talks about and the#
negotiations. We must never confront the Soviet Union, the Soviet
bloc or any other nation, because we must work for international
understanding. We must not scare if we are confronted just because
we do'not want to make economic or other concessions.

It is my strong belief, based on the theorems of Marxism, Lenin-
ism, and dialectical materialism, which I saw firsthand from the
Communist theoreticals--I have a master's degree in mathematics
minoring in Marxism-Leninism, with honor in the University oi
Budapest. I have attended many other communist courses. I have to
state that in my strong conviction a nuclear war, if it ever erupts,
will not be caused by confrontations between intelligent govern-
ments, but from the shifting of the balance of power to a bloc whose
nature is, first expansion, and second, domination of the world.

It is my strong belief that if the Soviet Union and its allies see
that they cannot expect a shift in the balance of power to their side
then they will change their nature in this little respect, that they will
really work for peaceful cooperation with us when they see that they
cannot make, that they cannot succeed with their expansion, with the
world domination; they will be friends of ours who we can cooperate
with. Then, and only then, we will achieve. &-peaceful world without
confrontations.

Our Government through detente tried to avoid confrontations,
but was unable to do so in the Middle East war. I am sure that our
military alert was not a dummy one just to appease internal critics,
but it was a real one. And if it was one, then there was a confronta-
tion. This is the main reason I support the Trade Reform Act of
1973 and its section 402 as it passed the House of Representatives
because it will not invite a nuclear war, but will work for a peaceful
world. But besides, I have to agree with what the House also put as a
reason in the bill for this section: "To assure the continued dedica-
tion of the United States to fundamental human rights."

I support this, not only from conviction, these reasons but also for
personal riasons. I have a son behind the Iron Curtain. e is still in
Hungry. In 1956, after my country-that country at that time was
occupied by the Soviet Army, and its Prime Minister was captured
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by the Soviet Army-after that I was able to escape from Hungary
with all of my fahi'ly except one son. Two years later, we all were in
the United States except him, and I tried to reunite him with the
rest of my family,,

I based my appeal to the public statements of the government then
in Hungary that Overy child' under 14 must be reunited with his
parents. I had no more hope than 1, percent, knowing their thinkn g
methods and their. practices. But as a father, I tried anyway. I did
not sued.

This involved at that time the help of Congresswoman. Church of
Illinois. I will be glad to share with you these experiences if you will
provide me the time, how I have the proof the Communists at that
time also worked under the basis of their theorems and thinking
methods.

Senator TAFcuwx Mr. Mesterhazy, you are a most courageous
man and in many ways your statement is the most eloquent we have
heard. I assure you that our committee will look carefully at your
points; in particular Hungary and other Communist nations should
beware that in order to get most-favored-nation treatment from the
United States, your son and others like him will have to have their
basic human rights restored. We will see what we can do to help you
free your son.

Any questions, Senator PackwoodI
Senator PACKWOOD. I have none, Mr. Chairman.
Senator T&AImoE. Thank you very much for your eloquent state-

ment, Mr. Mesterhazy.
[The prepared statement of Mr. Mesterhazy follows:]

P AWAM BTATELENT OF SZABOLC0 MZOTIEHAZY
Mr. Chairman, members of the Senate Committee on Finance, with your

permisslin I shall devote my opening remarks primarily to the foreign policy
aspects of the Trade Reform Act;, which is now before your Committee.

This emphasis originates not from my limited knowledge in Finance and
Trade only, but it reflects as well even more my firm conviction that the world
political order for years to come will'be profoundly influenced by how we
manage our trade and economic relations.

I graduated with honors In the Ufilversity of Budapest, majoring in mathemat-
ices and minoring in Marxismus-Leninismus, and attended many Communist
courses as well, with open eyes and a longing for the knowledge of the foreign
policy aspects of the learned theorums and practices. Throughout history every
responsible government spent much money and energy to learn the theorems and
thinking methods of their adversaries to be able to predict their plans and/or
action% and to check the validity of reports gathered through Intelligence.

My talent and knowledge in this field may be limited, but my dedication to
freedom and my loyalty to my country is not. Our country is lucky to have
hundreds of people with the same dedication and loyalty as mine, but with much
more talent and knowledge in these fields But was the knowledge and/er
experience of any of these people ever used to help formulate our foreign
policy? When I examine the management of our foreign affairs from 1960 to the
present, I feel itwas not.

It is possible that I, one of the least talented of this group, am the first who is
able to share his knowledge, learned first-hand from the Communists, if not with
our Executive Branch of government, which supposedly formulates our foreign
policy, at least with our Legislative Branch, which has already successfully
started to correct it.

On this occasion I am limited td"estify on the 'Trade Reform Act of 198",
In the time available to me I wish to give my observations, mainly on Section
402, entitled Freedom of Emigration In East-West Trade.
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I fully agree with the words of our Secretary of State to your Committee o
March 7 of this year, relating to this section. (Page 11 in the end of Part V of
his testimony). He said, and I quote: ". .. what must remain our overriding
objective-the prevention of nuclear war."

I fully agree with these words. The problem Is, at least in my judgment, that
our Secretary of StAte. will not prevent a nuclear war, but, Instead, he will
invite one in the future If he succeeds in convincing you to pass Section 402 of
the Act before ybu, as it was presented to Congress by the Executive Branch. It
will do so by shifting the balance of power on the side of the Soviet Bloc
without. changing its aggressive character through the Freedom of Emigration
from their land.

We must never confront the Soviet Bloc or any other nation, because we must
work for international understanding. But we must not be scared if someone
threatens us with confrontation Just'because we do not make economic conces-
sions to them.

A nuclear war, if it ever erupts, will not be caused by confrontations between
Intelligent government, but by the shifting of the balance of power to a Bloc
whose nature requires expansion. It is my strong belief, that if the Soviet Bloc
sees it cannot expect a shift in the balance of power to their side through
economic or other concessions, they will give up their desire to 'liberate" the
whole world. Then, and only then, will we have a peaceful world without
confrontations. With detente and through wheat sales on credit we were unable
to avoid a near military confrontation in the last Middle-East War.

The main reason I support Section 402 of the Trade Reform Act of 1978, as It
was passed by the U.S. House of Representatives, is because the section in this
form will not invite a nuclear war in the future, as the Administration's version
will, but rather will give us an opportunity for peaceful cooperation between
nations who no longer-have the potential nor the intention to "liberate" each
other.

In addition to the reason just stated, I wholly agree with the humanitarian
reasons stated in the House version of Section 402 Itself (Line 20 and Line 21,
Page 129) and I quote: "To assure the continued dedication of the United States
to fundamental human rights."

I have personal reasons, besides my convictions, to support humanitarian
considerations. When I escaped from Hungary in 196, after it was occupied
and its Prime Minister captured by the Soviet Army, I was able to bring with
me my whole family except one son, who was 12 years old then. I tried in 1958

-t-re-unite him with the rest of our family in the United States. i tried this on
the basis of the public statement of the government of Hungary at that time,
stating that any child under 14 years of age must be re-united with his family. I
was unsuccessful. My hope was less than 1%, with my knowledge of their
system and their operation. But as a father, I tried anyway. I was unable to get
my son re-united with us and I did not learn anything which I did not already
know. But I got additional proof how the Communists operate. I will be glad to
share with you the interesting experience which-involved Congresswoman Church
from Evanston, Illinois, if you can provide me the time for It.

Another try to re-unite our family started in 1978. My son, in the second part
of this year, applied and received the so-called pre-imigrant visa for himself,
wife and one-year old son from, the United States in our Embassy in Budapest.
After many obstacles he was able to apply for emigration passports on March 7,
in the Passport Section of the Interior Ninisterium in Hungary. I just received
his telegram: "Application rejected."

Again I was unsuccessful. I W.s unable to re-unite my son with his parents
and all his esters and brothers who are now all U.S. Citizens. But this time, at
least, I gained additional knowledge of how our State Department and our
Embassy in Budapest operates. I will be glad to share tbis experience as "ell
with you If you provide me the time and opportunity.

I admire the little heroic country of Israel. It reminds me of the heroic past
of my own country where I was raised. Besides I am wholeheartedly for
freedom of emigration for the reasons stated above. So-I am glad to see the
emigration of hundreds of Jewish people daily from one foreign country to
another friendly foreign country, through the efforts of our State Department,
The citizens of Israel asked the help of our State Department, and so did I--the
first time in May, 197OP
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At that time, I went personally to the East-European desk In the State
Department asking their help to re-unite my family. I have kept contact with
them and with oWr Embassy in Budapest as well since then by mail.

I was told that my testimony might bring harm to my most unfortunate son
who longs so much to be reunlted not only with his parents, but with the rest of
the family. Even my elimination Is possible if I testify. But it Is a tradition in
my family to stand up and try to help our country regardless of the conse-
quences. And my son knows this.

First, I must "thahk you for this opportunity to share my knowledge and
experience with you even on this limited basis. I must thank, also, those of your
staff who helped me appear before your Committee. I have to-thank Congress-
man Huber from Michigan, and Congressman Hdbert of Louisiana.

I am ready to answer your questions to the best of my ability. As an amateur
In foreign policy, I am happy to know that-a real professional in this field,
Senator Fulbright, Is a member of your committee. I hope that if he disagrees
with any part of my testimony, he will question me. On my part, I am not
afraid of his questions.

Thank you.

Senator TALMADGE. Our next witness is Mr. Noel Hemmendinger',
Esq., of the firm of Stitt, Hemmendinger, & Kennedy.

Is Mr. Hemmendinger here?
We will pass over him, then, and go to Mr. Mitchell J. Cooper,

counsel, Footwear Division, Rubber Manufacturers Association.
It is a pleasure to see you, Mr. Cooper, and I have had an advance

copy of your statement and I read it very carefully.

STATEMENT -OF MITCHELL 1. COOPER, COUNSEL, FOOTWEAR
DIVISION, RUBBER MANUFACTURERS ASSOCIATION

Mr. CooPER. Thank you, Mr. Chairman.
Mr. CHAIIMAN, Senator Packwood, I am Mitchell Cooper, and I

am testifying as counsel to the Footwear Division of the Rubber
Manufacturers Association. The members of this Division account
for most of the waterproof footwear and rubber-soled footwear with
fabric uppers produced in this country.

I tell this committee nothing it does not already know when I
point to the extraordinary grant of executive authority embodied in
the Trade Reform Act of 1973. Perhaps in some respects such a grant
of authority is desirable,-if the Executive is to have the kind of
flexibility necessary to complete a successful negotiation.

My testimony this morning as well as the more detailed written
statement I have submitted to the committee-

Senator TALMADGE. It will be inserted in full in the record, sir.
Mr. CooPEiR. Thank you, sir.
It concerns itself with one aspect of that grant of authority which

is both unnecessary and undesirable, namely Executive discretion to
negotiate a conversion of American selling price as part of a large
package of nontariff barriers without any assurance of reciprocity
for puch a conversion and without any requirement that the conver-
sion be conditioned on congressional review and approval.

Moreover, in its present form this bill grants the Executive the
right to cut ASP rates twice, first from the converted rate to the
column 1 rate, and then by an additional 60 percent. As the commit-
tee knows, the principal. products to which the American selling
price method of evaluation applies are benzenoid chemicals and
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rubber-sold 'footwear with fabric uppers. I was present during the
impressive testimony of the chemical industry and the views they
expressed in favor of ad referendum action'on ASP conversion and
on preventing multiple outs on ASP duties accord with our own
views Wo would add, however that any 4$P agreement should be-
on a product basis so that a rubber footwear voaVrsion, for example,
could not b traded for a, concession in some other aea.

Let me outline for you briefly here this morning the facts of rubber
footwear's unhuppiltr !unique situation, which demonstrate that this
bill's treatment Of American selling price finds justification neither
in the history of previous negotiations nor in the economics of the
rubber footwear trade, nor in the bill's stated objectives.

Our position that ASP should be negotiated only on an ad referen-
dum basis is grounded on respectable precednts. i the course of, the
Kennedy round this committee was the breeding ground of Senate
Concurrent Resolution 100, a resolution which passed the Senate
with but one dissenting vote, and which put the Executive on notice
that an agreement which dealt with anything other than rate reduc-
tions should be submitted to the Congress prior to adoption.

Soon thereafter, Ambassador Herter the then Special Representa-
tive for Trade Negotiations made it clear that any ASP negotiation
would in fact be on an ad referendum basis. The wisdom of the
Senate resolution and the Herter assurance were borne out by efforts
to negotiate a conversion of ASP on rubber footwear.

After endless hours of study, these Tariff Commission came out with
a proposed conversion of our 20 percent ASP rate to 58 percent. But
this proposal was based on imports from Japan, and by the time the
negotiators were ready for serious talks the principal source of im-
ports had shifted from Japan to Korek and had made a fiction of the
proposed rate. Had it not been for the requirement of congressional
approval, the odds are that a conversion would have been concluded,
which would have dealt this industry a mortal blow.

The Trade Act of 1969 accordingly did not embody an ASP
agreement on rubber footwear, but it did seek congressional author-
ity to negotiate such an agreement on carefully spelled out terms.
That bill was not adopted, as you know, and the same conversion
proposal was again embodied in the 1970 bill. But by the time the
1970 bill was ripe for action by the Ways and Means Committee, the
executive branch confessed error and admitted that its conversion
proposal for rubber footwear was both inadequate and inaccurate.
When the Ways and Means Committee reported the 1970 bill to the
House, it included the following significant language, and I quote:

Elimination of ASP on rubber-eoled footwear can only be achieved by sub.
mitting for congressional approval any ad referendum agreement the President
may n;otdat&

And the bill which passed the House specifically prosribed the
conversion of ASP on rubber footwear. In short, t6 history of thisquestion demonstrates that the Senate the Hose the Kennedy ad-
ministration, the Johnson administration, and until the introduction
of the current bill the Nixon administration, endorsed the concept of

ad referendum treatment of any agreement which would convert
ASP.
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Moreover, the. admitted inappropriateness of the proposed conver.

sions during the Kennedy round and in 1970 illustrate the wisdom of
congressional review. We are not saying-let me make this clear-we
are not saying that under no circumstances should there be a conver-
sipA of American sculling price. What we are saying is that no such
conversiol should take place without Congress -haring weighed its
merits and passed judgment on it.,

Having said this, let me add that allegations that ASP as applied
€ to rubber footwear Is a burden on trade is a boon to the domestic

itdustry,'and is unfair to importers or the exporting countries, are
directly contrary to the facts. Consider, if you will, the following:

1. Section 102(b) (1) of the bill before you speak of nontariff
barriers which are, and I quote, "unduly burdening aud restricting
the foreign trade of the Uited States". On the one hand, trade in
rubber footwear is a miniscule fraction of this country's total foreign
trade. But on the other hand, imports of such footwear constitute
some 30 percent of the domestic market. ,

2. 2Despite the fact that we went through the Kennedy round with
neither . cut ii the duty on rubber footwear nor a conversion of
American selling price, imports in the years since, then, have been
larger than duriiig the Kennedy round. Imports in 1978 reached the
highest level and -the g test de ree of penetration of the domestic
market on record; and domestic shipments in 1978 were lower than at
anY time during tJe Kennedy round.

5; Rubber footwear is a labor-:intensive industry, andmore than 70
percent of the total imports of rubber-soled footwear with fabric
uppers now come from the low-cost countries of Korea and Taiwan.
How. much of an impediment to trade can ASP be when Korea was
able to increase its shipments of such footwear, some of which take
ASP and some of which do not, from 2 million pairs in: 1969 to 27
million in 1973, and Taiwan from 8 million in 1969 to 22 million in
1978

4. Since the Kennedy round and with all of the protection alleg-
edly afforded by American selling price, Uniroyal has closed its
plants in Woonsocket, R.I., in Mishawaka Ind., and in Ponce, P.R.,
and the Uniroyal plant in Naugatuck, onn., has remained open
only by grace of two successive 8-year waivers of wage increases by
the United Rubber Workers Union; Randy closed its plant in Gar.
don Grove Calif.; Ramer went bankrupt and closed its plant in
Brooklyn, N.Y.; Servus gave up the manufacture of fabric footwear

c in Rock Island, fli.; andB. F. Goodrich gave up the manufacture of
waterproof footwear in Watertown, Mass, then moved its fabric
footwear operations to Elgin, S.C and Lumberton, N.C., and finally
shut those operations down with tle announcement that imports had
forced it out of the rubber footwear business. The Converse Rubber
Co. leased the Lumberton plant under the terms of a Justice Depart-
ment decree which requires it to divest itself of capacity for seven
millionpairs of fabric footwear a year. This happened some 2 years
ago, and that capacity is still for sale.

5. This industry has long since lost its export market. It is there-
fore difficult to conceive of any satisfactory quid pro quo which could
accrue to us in exchange for a conversion of American Selling Price.
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In short, then, a history of past efforts to convert, the impact of
imports on the domestic market, and the state of the domestic indus-
try, all make it clear that the objectives of the Trade Reform Act
will not be furthered by gTnting the administration the unfettered
discretion it seeks, and will not be deterred by requiring any agree-
ment to convert ASP to be the result of a distinct and separate
negotiation and to be subject to specific Congressional review and
approval. -

Accordingly, then, we urge this committee to add the following
language to section-102(b) (1):

"Provided that the President may not enter into-an agreement
providing for the conversion of the American Selling Price system of
valuation on any product where it now exists unless that conversion
is a result of a reciprocal agreement negotiated with the countries
exporting such products, with adequate compensation for the U.S.
concessions, and further, unless such agreement is submitted to and
approved by the Congress.".

Finally, Mr. Chairman, just a word on the question of preferences
to less developed nations. The administration has given its assurance
that rubber fotwear would be exempted from such preferences. Past
experience--and I remind you of the unhappy experience that this
industry had with respect to certain assurances on waterproof foot-
wear in 1964, with which I believe you are quite familiar-past
experience has made us wary of assurances not embodied in legisla-
tion, and we therefore urge that such an exemption be written into
any preference language you see fit to adopt.

Mr. Chairman, Senator Packwood, the statement we have filed
with you spells out in detail the points I have touched upon. I am
grateful to you for your attention.

Senator TALMADOE. Thank you very much, Mr. Cooper.
The House bill would not only give the Executive the authority to

convert ASP into a different tariff rate, it would also give the
President the right to eliminate the duty altogether without even
staging requirements.

What would be the effect on U.S. jobs if ASP were strickenI
Mr. CooP"n. There are 23,000 jobs currently in the rubber footwear

industry. It is a small industry, Mr. Chairman. It is concentrated in
the States of Connecticut, Georgia, about 30 percent between those
two States, the rest of it scattered through other States in the
country. I would hesitate-I do not want to be one who brings
forebolings of doom and gloom to this committee. I do not want to
enter into idle speculation. I can only tell you that with the benefit
of no tariff cut during the Kennedy Round and the retention of
American Selling Price, imports have continued to rise. This is
essentially due to tho fact that wages in domestic rubber footwear
industry, wages and fringe benefits constituting roughly 50 percent
of total cost, are some 8 to 10 times higher than in Korea.

Senator TALMADGE. Can you give us the geographical breakdown
on where these jobs are I

Mr. CooPmR. Yes. That is not too difficult to do. There are some
8,500 of them in Connecticut, 3,500 roughly, between 8,000 and 4,000
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in Georgia, 1,000 or so in Wisconsin, perhaps 750 in Illinois, another
2,000 in North Carolina, several hundred in Maine, several hundred
in New Hampshire, 1 000 or so in Florida, a scattering in California,
totalling-there are about 12 States which still have rubber footwear
plants.

Senator TAIMADOE. And your statistics related only to shoes.
What about the chemical industry I
Mr. CooPER. I am not familiar with the chemical industry, Senator.
Senator TALMA .oE. How many jobs have already been lost in the

footwear area ?
Air. COOPER. Over a period of time-this has never been a terribly

large industry. Its total employment has been perhaps 26,000, 27,000.
Ne have never been able to realize the potential of this industry

because we have no export market. We once did after World War I.
The export market of the industry has long since been taken away
by the Far East. The Europeans have the some problem that we do,
imports from Korea.

Senator TALMADOF. You mentioned several firms that went out of
business and went bankrupt.

How many jobs were lost in that operation I
M1r. CooPiER. B. F. Goodrich represented at one time 7,000 employ-

ees in Watertown, Mass. There are now none them. There are about
2,000 of those jobs-not the same employees, obviously-which re-
main in the Lumberton plant which Goodrich had in North Carolina
and which Converse is now operating. That is the most sizeable loss
of employment. Several hundred ]obs were lost when Servus had to
close up its fabric footwear operation. Some 800 or so to 1,000 jobs
perhaps were lost in Mishawaka, Ind., perhaps more than that at its
height, when Uniroyal left Indiana. A similar number of jobs in
Rhode Island.

Now, this is a small industry. But the communities where these
obs were lost were obviously hard hit. I do not have to tell you that
ublin, Ga. and Thompson, Ga. are not major metropolises in this

country. They both have something like 1,500 rubber footwear em-
ployees at this time.

Senator TALMADOE. I have been in the plant in Dublin, Ga.
Any questions, Senator PackwoodI
Senator PACKWOOD. If we are to limit bargaining on a sector by

sector basis or something equivalent to it, there is nowhere we can
bargain on rubber footwear. 'We have no export market at all.

What would be the quid pro quo in bargaining?
Mr. CooPEr.. Senator, I have discussed this problem with members

of the executive branch, and far be it from me to tell these extremely
able and extremely ingenious people what they could do by way of a
quid pro quo, but l have nonetheless given them possible ap-
proaches--voluntary quotas, or higher tariff rate to compensate for
the elimination of whatever protection the device of ASP itself gives.

For example, if you find that the conversion would come to 75 or
80 percent, instead of the 20 percent ASP rate, the loss of the device
itself is a significant thing because the loss of the device permits the
product to move to ever-lower cost countries whether it be India,
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South Vietnam, or perhaps mainland China once we ive them most.?
favored-nation treatment. It is an advantage, obviously, to the lower
cost countries. So that can be compensated for.

If itis sufiently.important to get rid of ASP, then what you do
is, you say, we will give a bonus on the rate if it becomes -that
critical, There are ways to do this. You cannot do jt,,obviously,-by
giving some benefit as was presumably done, or) allegedly done with
respect to the chemical package that .was negotiated in the Kennedy
Round, by making something available to domestic rubber footwear
in foreign markets, because we are not going to be able to develop a
market abroad for this product. - ,N

Senator PACKWOOD. I think you have a fair complaint about th6
double whack-that can be taken at ASP under the bill as it is. You
can take the conversion, then you can take the reduction. I am not
sure that you can justify ASP for some products and not for others.
I fail to see why it should apply to benzenoid chemicals and rubber
footwear but not others. is .

Mr. Coopn.m Senator, I once sat down with-this sin another
administration and the employee is no longer working for the Govt
ernment. But Y think my clients have never been so startled as when
a member of the Kennedy Round negotiatig toam said that the
rubber footwear industry, had a lollipop that other industries did not
havo. At that time imports were taking something like 26, 25- percent
of 'the market. Thev are now taking about 30 percent of the market
with ASP -protection. You know, other industries may have,. may
come in with a grievance and say, why should rubber footwear have
this?-

All we can say.is that no other domestic ipidustry is hurt by virtue
of the. fact that the rubber footwear industry comes under an Ameri.
can Selling Price method of valuation. On the contrary, however, the
rubber footwear industry will be hurt, if not devastated, by the
removal of this device.

Senator PAOKWOOD. It seems to me what you ar asking, whether or
not we keep the American, Selling Price or go to some other method
of adequate protection, what you are asking for is protection forever,
because this industry will not exist without protection forever.

Mr. CooPiE. No, sir. I am not asking for protection forever. What
I am asking is prevention of the errors which were almost made in
the Kennedy Round, namely a conversion by the Tariff Commission
which was proved to be inaccurte--not due to the Tariff -Commis-
sion's fault, but because of a shift in the source of trade as time went
on from Japan to Korea--which would have been ado p ted but for
the requirement of Congressional review and an opportunity to set
that before the Congress. I am not saying perpetuate ASP from now
on. I am saying, okay fellows, if you think it is necessary to negoti-
ate it, you go ahead and negotiate it. But by golly, bring -that
package back. I want a chance to argue the merits of it with Xnator
Packwood and Senator Talmadge and their colleagues. •

Senator PAoKWOOD. I understand that and I am not necessarily
quarrelling with that. You conclude your statement by saying, witi'
out the tariff protection this industry will not exist.

Mr. CooPin. That is clearly the state of affairs today. What the
state of affairs may or may not be at the conclusion ofthe current
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round, if the current round ever gets off the ground, remains to be
seen. And I would assume, Senator, that if you were satisfied that
this economy really ought to have some kind of s domestic rubber
footwear industry, you would then examine the facts and come to a
conclusion as of that time, weighing in the balance whether we
should give up the industry or take the cut.

What I am suggesting to you is that that is uniquely a determina-
tion to be made by the Congress. I do not think that the Ewecutive

_ought to be given the authority to say today that our relations, our
trading relations, with Taiwan and Korea, require us to give this up,
we are going to make the determination to. sacrifice the domestic
rubber footwear industry.

I want you to make that determination.
Senator PAOKWOOD. I am perfectly willing to make the determina-

tion. I.am perfectly willing to be on your side, but you are more
expert in this than Iam..

You have concluded that without protection this industry will not
exist?

Mr. Coopi.R. I have concluded that without a fair conversion, and
with the exercise of the authority which this bill would give the
administration, full exercise of that authority would cut the tariff
from roughly, let us say, 80 percent--I do not know what the
conversion would produce--from roughly 80 percent down as low as
8 percent. And I will Say to you here, this morning, that under that
situation, this industry clearly will go out of existence. '

I am saying to you that, given that situation, there is no reason for
the Executive to get the authority in the first place. We should not
have to live in that kind of jeopardy.

Senator PACKWOOD. And if Congress were to pass a law lowering
the tariff to 8 percent, then that would be a Congressional decision,
you would also go out of business I

Mr. CooPEp. O course we would, but we would argue our cases
here, and you are the representatives of the people and you weigh the
priorities.

Senator PACKWOOD. That is why I asked you the question earlier.
You cannot exist without permanent protection.

Mr. CooPEn. I am not saying permanent protection, at this level. I
am saying, without permanent protection, I would say at this--you
should excuse the expression-at this point in time, we cannot~exist,
that seems clear.

C? What the level should be, is a different question.
Senator PACKWOOD. I have no other questions.
Senator TALUADOz. Thank you very much, Mr. Cooper, for your

contribution to our deliberations.
[The prepared statement of Mr. Cooper follows:]

PREPARED TESTIMONY OF THE FOOTWEAR DivistoN, RUBBER MANUFACTURERS
ASsOcIATION, PRESENTED BY MITCHELL J. COOP,%, COUNSELx

ON SECTION 102 AND TITLE V OF THE TRADE REFORM ACT Or 1973
My dame Is Mitchell J. Cooper and I am testifying as counsel to the Footwear

Division of the Rubber Manufacturers Association. The members of this Division
account for most of the waterproof footwear and rubber-soled footwear with
fabric uppers produced in this country. Both kinds of footwear are on the so-
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'called Final List In addition, the-duty on rubber-soled footwear with fabric
uppers -lnaed on American Selling Price.

Section 102(b) (1) provides that the President may enter Into trade are
ments providlpg for the reduction or ellminatibi of "'barriers" to'Internationil
trade, and 102(h) defines "barrier" as Including the American Selling Price
basis of customs valuation. Section 102( -sets forth a procedure whereby the
Congress may veto an agreement entered into under 102(b). Section 102(g)
substantially equivalent tariff protection may also provide for a reduction of
part or' all of that rate which Is attributable to the conversion.

One effect of these provisions, Insofar as the Rubber Footwear industry is
4C concerned, would be to permit the elimination of American Selling Price-,and

the Final List without prior Congressional approval. A further effect would be
to permit the conversion of American Selling Price on rubber footwear to be
Incorporated In a large package of non-tariff barriers, without a specific quid
pro quo for the concession represented by the conversion. And yet another effect
would be that, in addition to the 60% cut In rate provided by Section 101, the
converted rate could be cut back to the Column 1 rate; thus, assuming that a
conversion of the 20% rate resulted In a rate of 80%, that 80% rate could be
'cut back to 8%

This unprecedented grant of discretion to a President can find justification
neither In the history of previous negotiations nor In the economics of the rubber
footwear trade.

This Is not the first time the question has arisen as to whether-an agreement
which would convert American Selling Price should be concluded without having
its terms subjected to Congressional approval. In the course of the Kennedy
Round, the Senate adopted, with but one dissenting, vote, Senate Concurrent
Resolution 100, the effect of which was to put the Executive on notice that the
Senate expected any such agreement o be submitted to Congress prior to final
adoption. Soon thereafter, the Special Representative for Trade Negotiations
made It clear that any negotiation on American Selling Price would be apart
from the general Kennedy Round agreement and would be on ad referendum
basis. Although both the Tariff Commission and the Office of the Special Repre.
sentative spent many hours studying the effect of converting ASP, although our
negotiators persistently decribed ASP as an anathema to our trading partners,
and although there were lengthy negotiations looking toward conversion, no
agreement was reached as to footwear ASP. At the heart of the matter was the
fact that our negotiators found that they could not produce an agreement which
would stand the scrutiny of Congress. The Office of the Special Representative,
then as now, recommended the final elimination of ASP and would have
concluded an agreement based on the 58% rate suggested by the Tariff Commis-
sion If Congress had not had such a vital role to play. Had any such agreement
gone into effect, the competitive disadvantage suffered by the domestic industry
would have been magnified, for by the time the Kennedy Round was concluded
the 68% figure was invalidated (assuming, arguendo, that it had ever been
valid) by a marked shift in the source of imports from Japan to Korea and

-Taiwan. In effect, there would have been a substantial tariff cut with no
reciprocal benefit.

Thus, when the President sent Congress the Trade Bill of 1969, there was not
embodied In It any agreement for the conversion of American Selling Price on
rubber-soled fabric footwear. The bill did, however, contain a proposal to permit
negotiating the conversion of the 20% ASP rate to 20%plus 25 a pair, but not
disadvantage of being a unilateral concession, It did recognize the inadequacy of
the 58%, 1i deferred the effective date of the conversion for some two years, and
it offered the opportunity for Congressional examalnation of the merits.

The 1969 Trade Bill was not adopted, but the same conversion proposal was
embodied in the 1970 bill. In the meantime, further shifts in the trade had
Invalidated that proposal Just as the earlier 58% proposal had itself beep
invalidated. Accordingly, the domestic industry testified in opposition to the
suggested conversion. But between the time the 1970 bill was introduced and the
time it was ripe for action by the Ways and Means Committee, the Executive
Branch confessed error; it admitted that Its proposed conversion was inadequate
and it withdrew its-support. As a resultthe bill which then passed the House
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contained a provision which specifically proscribed the onversion 'of ASP on"
footwear. Significantly, the Ways and Means Report accompanying the bill'
contained the following language: "Elimination of ASP on . .. rubber-soled
footwear can only be achieved by submitting for Congressional approval any ad
referendum agreement the President may negotiate."

In short, the history of this question since the Kennedy Round emphasizes the
danger of any approach to changing methods of valuation other than on an ad
referendum basis, at least so far as American Selling Price on footwear is
concerned. Moreover, whether the frame of reference is significant benefit to the
United States or the economics of this industry, there Is no credible reason for

giving the President advance authority to implement any agreement eliminating
American Selling Price on rubber-soled footwear or eliminating the Final List.
In this regard, the following questions should be considered: -

1. How much of this country's trade is in footwear subject to ASP? According
to the March, 1973, Tariff Commission Report on Customs Valuation, the value
of all commodities subject to American Selling Price constituted only 0.8% of
total imports for the year 1971. ASP footwear Imports constituted less than 120
of 110 of the dutiable value of all imports (but imports of rubber-soled fabric
footwear amounted to 29% of domestic consumption). These figures should be
viewed in the light of the Section 102(b) (1) standard of barriers which "are
unduly burdening and restricting the foreign trade of the United States". I
suggest that by this standard the conversion of ASP on rubber-soled, fabric
footwear Is hardly of such urgency as to warrant advance authority to the
President to eliminate this valuation method on whatever terms he may see fit.
To state the matter differently: While this Item Is of virtually no consequence
to the country's overall trade posture, it Is of such critical Importance to the
survival of this small domestic industry that the Coigress should Insist on
reviewing any agreement which would govern the rules of our competition with
foreign footwear manufacturers. And there can be no doubt that the rules of
competition would be substantially modified by the elimination of either the
Final List or ASP, for these methods of valuation admittedly serve as some
brake, however Inadequate, on an even freer flow of rubber footwear from the
lowest-cost countries.

2. What are the sources of waterproof and rubber-soled, fabric footwear
imports? Table 1, attached hereto, demonstrates the dramatic shift In sources
which has taken place during the past few years. Whereas in 1969 Japan was
still the dominant supplier of both waterproof and fabric, its position has
steadily eroded since then. In waterproof It went from 2,886,000 pairs (28% of
total Imports) in 1969 to 205,000 (2% of the total) in 1978, and In fabric it
went from 27,414,000 (62% of the total) to 9,821,000 (15%). The beneficiaries of
this erosion were Korea and Taiwan. This was especially true In fabric: Korea
went from 4% of the total in 1909 to 40% In 1973, and Taiwan went from 17%
'to 33% in the'same period.

Rubber footwear Is a labor-intensive industry, which Is why virtually all
imports are from low-cost countries In the Far East, and also why, as costs have
risen in Japan, the competitive advantage has shifted to Korea and Taiwan. This
change in import source occurred In spite of the fact that one of the advantages
of ASP is that, by basing the rate of duty on American value rather than foreign
value, the advantage of lower-cost exporters is lessened. In the face of the
barrier allegedly posed by ASP, imports of rubber-soltd footwear with fabric
uppers from Korea (whose rubber footwear average hourly wage is about 110
that of American rubber footwear employees) rose from 2,000,000 pairs in 1960
to 8,000,000 In 1970, to 18,000,000 In 1971, to 19,000,000 In 1972, to 27,000,000 In
1078. One can but speculate on what would have happened if ASP had been
eliminated In the Kennedy Round, and particularly if It had been eliminated on
the basis of the Tariff Commission study of the converted value of Imports from
Japan.-8. Vow has the domestic waterproof and rubber-soled fabric footwear industry
fared since the Kennedy Round? Since 1987, and after the elimination of
American Selling Price on waterproof footwear, Uniroyal has closed Its plants
In Woonsocket, Rhode Island, In Mishawaka, Indiana, and in Pone, Puerto
Rice; the Uniroyal plant In Naugatnek, Connecticut has remained open only by
grace of two successive three-year waivers of wage Increases by the United

• 4
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Rubber .Workers Union; Randy closed ,its plant in Garden Grove, California;
Ramer went bankrupt, closing its footwear plant, in Brooky n, New York;
Servus gave up the manufacture of fabric footwear in Rock Island, Illinois;
and Goodrich gave up the manufacture of waterproof footwear in Watertown,
Massachusetts, then moved its fabric footwear operations to Lumberton, North
Carolina, and Elgin, South Carolina, and finally shut those operations down with

. the announcement that imports had forced it out of the rubber footwear business.
In 1972 Converse Rubber Company leased the Lumberton facility under the
terms of a Justice Department decree which requires it to divest itself of
capacity for 7,000,000 pairs of fabric footwear a year; it is a measure of the
low esteem in which this industry's prospects are held that this capacity is still
for sale.

As Table 2 shows, domestic shipments of fabric footwear are running well
below the level of the mid-sixties, while imports currently constitute about $0%
of domestic consumption and are at a much higher level, both in absolute and
percentage terms, than they were during the Kennedy Round, when the Execu-
tive Branch made such a great effort to eliminate the-ASP "burden" on trade.
ASP remains, but imports thrive as never before. (It should be noted that it is
not possible to set forth waterproof imports' share of the market, since Census
does not maintain current figures on it. It seems safe to say, however, that im-
ports of waterproof footwear continue to constitute about 45% of the domestic
market.)

4. What (a the prospect of obtaining a respectable quid pro quo for converting
ASP on footwear? If past efforts are a guide,. we cannot hope for much. In 1988,
in the middle of Kennedy Round negotiations, the Treasury chose to amend the
guidelines for the administration of ASP on rubber-soled footwear with fabric
uppers This amendment resulted in a 85% decrease in duties; it was in effect a
gratuitous gift to countries exporting this footwear, unilaterally enacted and
without the benefit of any reciprocity whatever. Also in the course of the
Kennedy Round, Ambassador Blumenthal publicly stated that there would be no
agreement negotiated for the elimination of American Selling Price on benzen-
old chemicals which did not contain a reciprocal provision of direct benefit to
American chemical exports. This position made-and makes--eminently good
sense, but it is impossible to apply such a position to rubber footwear, for our
export market has long since been lost to low-cost countries. To the best of our
knowledge, the Executive Branch has never given any Indication of what the
domestic Industry might expect as the quid for the quo of losing ASP.

In light of this history of the difculty of arriving at a fair conversion, of the
insignificant share of total trade affected by the Final List and American
Selling Price, of the thriving state of imports despite these alleged barriers, of
the unhealthy condition of the domestic industry, and of Executive Branch
oversensitivity to foreign complaints as ASP and relative lack of sensitivity to
the effect of rubber footwear imports on the domestic industry, the Administra-
tion's request for authority to eliminate the Final List and ASP valuation of
rubber footwear is without warrant. There Is here no such distortion of, barrier
to, or burden on trade as to justify this grant of authority.

Section 102(f) purports to safeguard the legitimate Interests of the domestic
industry by providing that the Congress may veto a trade agreement entered
into under the terms of 102. Such a safeguard would be Illusory indeed. The Act
gives no assurance that any agreement converting American Selling Price on
rubber-soled footwear will be submitted on its own merits rather than as part
of a larger package of non-tariff Items; %n otherwise commendable agreement,
could well be the instrument for destroying this domestic Industry. Moreover,
given the present impact of imports on the rubber footwear market and the
danger to the continued survival of the domestic Industry it dprivqd of Final
List and ASP treatment, the responsibility should be the Executive Branch's to
justify affirmatively any change in the valuation method made applicable to
rubber footwear. In view of what the Congress knows bf this industry's pr01 lemi'
and also of what the Congress knows of past efforts to change the method of
valuation, it ought not to content Itself with the privilege of vetoing a proposed'
agreement-even were it possible to segment out any rubber footwear AS
conversion for separate consideration. Events since the Ways and Means Corns
mittee's Report on the 1970Q Bill have only served to emphasize the wisdom of Its
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comment that "Elimination of ASP on .. . rubber-soled footwear can only be
achieved by submitting for Congressional approval any ad referendum agree-
ment the President may negotiate."

In the course of the Ways and Means Committee's deliberations on the present
bill, an amendment was proposed to the effect that the President could not agree
to the conversion of the American Selling Price system of valuation on any
product where it now exists, unless such an agreement were truly reciprocal
with the countries exporting such product and contained adequate compensation
for United States concessions, and, further, unless such an agreement were
submitted to and approved by the Congress. This amendment was defeated by a

OC narrow margin, although it does no more than restate the view of the problem
previously adopted by both Houses and by both this and preceding Administra-
tions. We think it reasonable to ask that the Finance Committee adopt such an
amendment as a means of assuring full consideration to the interests of the
domestic industry without detracting from the objectives of the Trade Reform
Act.

A word as to the Title II liberalization of the criteria for Escape Clause
relief. These criteria would not be applicable to the problem posed by the
conversion of ASP. If developments subsequent to an agreement to convert ASP
were to demonstrate the inequity of the agreement, there is nothing the Tariff
Commission could do, by way of the Escape Clause or otherwise, to restore ASP.
The injury would be irreparable.

In addition to our concern about the degree of dliscretlon afforded the
President by Section 102, we wish to note our concern about the broad grant of
authority in Title V to grant preferences to less developed countries. There can
be no doubt that were duty-free treatment accorded to less developed countries
for the manufacture of rubber footwear, there would no longer be such an
industry in this country. In addition to the fact that this industry is labor-
intensive, the technology for the manufacture of its products is readily available
to other countries. At a duty of 37% on waterproof and 20% ASP on fabric,
we are already being inundated with imports from less developed countries. To
its credit, the Administration has not failed to recognize this problem: The
President's message accompanying the introduction of the Trade Bill stated that
"It is our intention to exclude certain import-sensitive products such as . . .
footwear . . . from such preferential treatment." And the United States list of
exceptions in its Tariff Preferences Submission to the OECD in September, 1970,
does define footwear as including products of the rubber footwear industry. Yet
this matter is of such importance to this industry that we urge that the exception
be written into law rather than rest on an expression of Administration
intention. We are still hurting from the rescission of an earlier Administration's
statement of intention with respect to waterproof footwear: In 1965, spokesmen
for the Executive Branch expressed an intention to us and to members of the
Finance Committee that the Administration would support a conversion of the
then 121,A% ASP rate on waterproof footwear to 60%, if we would withdraw
our plea to extend ASP to synthetic rubber waterproof footwear. We withdrew
our plea-but the Executive Branch withdrew its support for the 60% rate. The

.result was a conversion to a series of lower rates followed by a marked
upsurge in imports. This Administration's present intention to exclude footwear
from preference treatment is necessitated by the facts; let it te incorporated in
the law.

The Rubber Footwear industry has been badly buffeted by imports, but it is
here seeking neither further protection nor the frustration of the objectives of
the Trade Reform Act. It asks merely that the President not be given such a
broad grant of discretion that he can conclude an agreement converting Amerl-
,an Selling Price on or eliminating Final List treatment of rubber-soled footwear
nith fabric uppers without submitting such an agreement to the Congress on an
ad referendum basis, and that there be embodied in the law the Administration's
stated intention of excluding footwear from duty-free preferential treatment to
less developed countries. Other countries have long since taken our export
market; we are attempting to stave off further inroads into our already
precarious position in the American market, where Imports now constitute 80%
of consumption of fabric footwear and almost 50% of consumption of water-
proof footwear.
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Senator Tuwxu. The next witness is Mr. Malcolm R. Lovell, Jr.,
president of the Rubber Manufacturers Association.

STATEMENT MAL COLM R. LOVEI4 I, PRESIDENT, RUBBER
MANUA(TUUM ASSOCIATION ; ACCOMPANY BY 1AMES L
PATE, DIRECTOR OF BUSINESS RESEARCH OF THE B. F. GOODRICH
COMPANY, AKRON, 0HIO; AND DALE S. WAHLMTROM, ADMNIS-
TRATOR, CORPORATE PURCHASING DEPARTMENT, UNIROYAL,
INC., MIDDLEBURY, CONNEOTICUT

Mr. LovEr. Thank you, Mr. Chairman Senator Packwood.
I am accompanied to-day by James L. Uate to my left here, who is

director of business research of the B. F. doodrich Co. in Akron;
and Mr. Dale Wahlstrom, who is administrator of corporate purchas-ing for Uniroyal.,As I understand your procedure here, you would like a brief oral

reviewI
Senator TALmADOE. Yes, sir. Your entire statement will be inserted

in the record, and we appreciate you summarizing it in not more
than 10 minutes.

Mr. Lovrm. I will try to do it in a lot less than that, Senator.
First of all, the Rubber Manufacturers Association is here today to

add its voice in support of H.R. 10710, on the grounds that Presiden-
tial authority to conduct new negotiations and the removal of bar-
riers to international trade and to correct existing inequitable prac-
tices in international trade, will serve the national interest well.

We think it is terribly important that the United States be in the
position to enter into multinational negotiations to discourage bilat-
eral negotiations and to fully recognize the degree of dependency
that the various nations of the world have on each other, and to )e
able to enter into meaningful and vigorous negotiations with the
maor trading nations of the world.

As an industry, we are not expecting necessarily great things from
these negotiations, either favorably or, a versely. We have many
multinational corporations. We are engaged in manufacture and
trade all over the world and I guess our being here today is just to



,1882

ey that this rather large. bint'"nt industry, feel it is tertiblIy
important as Mdustrial citizens -to express our concern that the
Con."Ks and the administration gree on a bill that would make it
posmble for us to enter -into-these neptiatib, id to achieve a
better mulilateral understanding of the trade problems all over the
world. .

So we are here to basikally support the HouM bill. Now we alsodo
suggest sone taw amendments that I guess-ari of more narrow
parochial interest to our industry.

First of afl in title UII the discretionary authority for the Sect-
tary of the Treasury to delay imposition of countervailing duties.'we
think should be removed from thie bill. As you know, countervailing
duties are placed in response to a nation providing special export

.help to various industries and a countervailing-duty M '& response to
that, and we feel that response should be an automatic one, to

,disWiurage nations doing that. i I
Certainly, in the present world conditions in view of the ptice of

fuel and petrochemical products, there may be some interest on the
part "of other countries to increase their exports by providing sp ecial
help to dertainindustries, and we feel that Shoulbe discouraged and

-" that the couiltervail should be automatic.
In'title I, section 102(b) (1) of the bill, as Mr. Cooper has very

articulately presented to you, we feel that ,any eluninatQn of the
final list or ASP tariffs-on rubber footwear should be submitted to
Congress on an ad referendum basis.

Mr. Cooper, I think, has accurately reflected the status of this
industry where probably over 50 arceit, almost 5 perc it, of the
total sales come from oversdas,,Oid I ,think it is difficult to say
whether th6 industry Would be eliminated, but certainly it would te
seriously threatened, if ASP ig dropved. . a i w b

And 'What we are saying is that before that takes place, thit the
-industry should have an opportunity to present its case in-&-vigorous

manner before Congress; and that it should not be something that
could be-traded away'lightly-it is not large, in proportion tA the
world trade problems that will be faced by the negotiators, and we
would not want it to just slip under the table, -because_it could
destroy the industry.

And in title I, we feel it is very important that the industry
advisory committees be permitted to:work closely and in confidence
with our negotiators, and therefore it is very important that confi.
dentiality be protected. That, of course, would require changes in the
act that would make it impossible for members of foreign govern-
ments to sit in on these discussions, as they can now.

Now, in respect to certain other major titles of the bill, of course
title IV is one that is, I know, of tremendous concern to this commit-

-- tee. We belieiie that the desirability for an act of this character to be
passed, is such that we urge this committee and the Congress and the
administration to work out its problems on title IV and most-fa-
vored-nations states,

We appreciate the dIfficulties involved but we thinkit is so impor-
tant that we have a bill, that we certainly have tremendous confi-
dAence both in this committee and in the House, and indeerl, in the
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administration's interest in working out such a bill. Certainly Secre-
tary Kissinger's testimony indicates that.-

We would hope that that can be done successfully and we will not
try to second-guess what kind of compromise that should be, but we
would hope that that will happen.

Finally, we agree with the action finally .decided on by the Ways
and Means Committee that matters concerning overseas taxation not
be part of this bill. Certainly the complexities of the bill are great
enough without adding that, and the difficulties this committee and
the Congress face in contemplating the various aspects of this bill
are complex enough without adding the tremendously difficult deci-
sions involved in taxation.

Thank you.
Senator T.%LMAD0E. Thank you, very much, for your contribution,

Mr. Lovell. Any questions I Senator Packwood-?
Senator PACKwooD. Under the bill as it is presently drawn, it is

only the nontariff barriers that are submitted to Congress for veto.
Mr. LovEuL. That is right.
Senator PACKWvOOp. I am not sure that that is wise, but assume we

were not going to submit general tariff cuts. Why should the final list
in ASP be made an exception to that?

Mr. Lovmu. Well, Senator, I think as Mr. Cooper has indicated
this industry is existing in a very precarious fashion. I know of no
other. industry that-there may be some, but I certainly know of no
other industry-which is as subject to elimination, as this one is,
from foreign competition.

I suppose one could argue that if it is unable to compete, it should
go, but we are saying that before such an action were taken, we
would just like to have the opportunity of defending our position,
because so much is at stake, from our point of view, And I suppose
that that is a parochial point of view, but I think it is proper for an
industry which has played a prominent role in America's history
over the years to not be just, swept under the table casually in the
excitement an1 heat of a negotiation session.

Senator PAcitwooo. You phrase it very well. I have no other
questions, Mr. Chairman.

Senator TALMADOE. Thank you very much, Mr. Lovell.
[The prepared statement ot Mr. Lovell follows:]

C PAXPARED STATEMENT OF MALCOLM R. LOVELL, JR., COUNSEL, ON BEHALF OF

RUBBER MANUFAcTuRERs ASSOCIATION

SUMMARY
RMA aupports the basic provisions of H. R. 10710 on the grounds that

Presidential authority to conduct new negotiations on the removal of barriers to
international trade and to correct existing, inequitable practices in Interna-
tional trade will serve the national Interest, and that a failure to grant such
authority could lead to serious adverse consequences for the United States, We
believe H. IL -10710 contains on the whole reasonable provisions which are likely
to give adequate protection to the national self.interest in the trade #ldhL

RUA arges only limited amendments to H. R. 10710, as follows:
1. Title 111, Section 81 (e) : The discre#ionary o#thority by the Secretary of

the Treaiury to delay imposition of ountervaillig dutfes during negotiations
should be removed from the Bill. U. S. objection to foreign government export
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subsidies must be a firm, not a negotiable, policy of the United States if trade
is to be conducted on equitable grounds.

2. Title I, Section 102 (b).(1) : The Bill should specify that any proposed
agreement calling for the elimination of the Final List and ASP tariff on
footwvear must be submitted to Congress ad referendum for affirmative Congres-sional approval. The rubber footwear Industry Is an important domestic Indus-
try which has already been severely hit by foreign competition. Congress should
retain full authority over negotiations in this sector to assure that any actions
which will affect the industry's future are fully considered.

8. Title 1, 8: Further improvements in Title I of the Bill are desirable togenerate a feeling of confidence on the part of American industry that U. Si,--Government negotiators will act in close, working liaison with *fdu trV advi-
sory committees. RMA endorses recommendations to strengthen industry liaison
procedures and protect the confidentiality of Industry advice.

With respect to certain major titles of the Bill, RMA wishes to emphasize:
Title IV: RMA does not believe that the controversy that has arisen overlinking MFN status to emigration laws should be allowed to prevent passage of

H. It. 10710, and hopes that a solution can be found which will permit H. R.
10710 to go forward.

We agree with the House Ways and Means Committee that matters concerningoverseas taxation should not be made a part of the trade bill, but should be
separately considered.

STATEMENT

Mr. Chairman and members of the Committee, I am Malcolm R. Lovell, Jr.,
President of the Rubber Manufacturers Association. Appearing with me today
are Mr. James L. Pate, Director of Business Research of The B. F. Goodrich
Company, Akron, Ohio, and Mr. Dale S. Wahlstrom, Administrator, Corporate
Purchasing Department, Uniroyal, Inc., Middlebury, Connecticut.

The Rubber Manufacturers Association is composed of approximately 180
companies. The production of our members accounts for about 90% by value of
the finished rubber products manufactured in the United States. In 1978 total
industry shipments were estimated to be $12.5 billion.

The basic question in these hearings Is whether the President -of the UnitedStates should be authorized to enter Into a new round of negotiations with
foreign countries aimed at further reducing barriers to international trade. Arelated question Is whether he needs additional statutory authority to deal with
today's trade problems. We believe the answer to both questions Is "yes". We-endorse the bill passed by the House last year as a well.balanced bill which
gives a reasonable grant of needed authority to the President

Our reasons for supporting H. R. 10710 arq not based chiefly on any narrowcalculation of our Industry's self-interest. In general, although our Footwear
Division Is an exception, the probable outcome of a new round of negotiations
on trade barriers is not likely to have a major impact on our companies. This Isso in brief because the effective U. S. tariff on our products is already so
minimal (it is 4% advalorem, for example, on tires) that any further reduction
is not likely to be much of a spur to Imports, while the degree of reductions in
foreign tariffs and non-tariff barriers that appears negotiable is not likely to be
great enough as a spur to U. S. exports to offset the economic reasons which
generally have restrained international trade in manufactured rubber products.We believe the net impact of new negotiations Is more likely to constitute a
stimulus to U. 8. exports than to U. S. imports in most manufactured rubber
products, but the small gains that may occur in our own industry are not the
reason why I am here today.

Our principal reason for supporting H. R. 10710 is that we believe it is
fundamentally In the national interest to continue progress iowrd dismantling
artificial obstacles to trade. Most of the remaining obstacles are maintained byforeign governments, and as a nation we stand to benefit more than to lose from
keeping up momentum for the continued removal of tradq barriers. In addition
to the prospect that affirmative benefits to tl* united States should be obtainable
through further negotiations, .should Congress continue to withhold negotiatingauthority from the President other nations will be encouraged to act unilater.
ally, or in concert with each other and not with the United Stateo In respopding
to the serious new issues In trade that have recently arisen. As Secretary
Kissinger said to this Committee on March 7:



1885

"Since the trade bill was introduced into the Congress some eleven months
ago, the international trading system has confronted Its most severe challenge.
As a consequence of the energy crisis, nations have been increasingly tempted to
resolve their problems unilaterally-to make bilateral deals and impose protec-
tionist measures. This cannot be our preferred course... [Ojur aim must be
concerted action by all major trading nations, acting in the common interest ...
[to] reverse the tendencies toward bilateralism . . . The actual and potential
trade disturbances of the energy situation are urgent, and we need the authority
contained in the trade bill if we are to achieve a negotiated, concerted
response."

Sharing this belief, that it is important at this time to equip the President wit
suitable negotiating authority, we believe that a trade bill should be adopted
without further delay. Moreover, we believe the provisions of H. R. 10710
modify and update existing statutes in the trade field to reflect our experience
in trade matters and, with only a few exceptions, are well-designed to deal with
the complex problems of assuring that the national self-interest in trade is
served. To touch on the highlights only, we believe H. R. 1010 gives due
protection to product sector interests in determining negotiation obJectfves and
results, promises an improved liaison between industry and government repre-
sentatives, increases appropriately the opportunity for effective relief against
increased imports by sectors and workers adversely affected, and adds usefully
to the President's flexibility in handling both trade discrimination and trade
crises.

While we support II. R. 10710 generally, in three respects we believe
amendments are desirable:

First, the discretionary authority conferred on the Secretary of the Treasury
by Section 81 (e) of Title III to delay imposition of countervailing duties
during trade negotiations should be removed from the Bill. Countervailing
duties were recently imposed against the importation from Canada of tires
subsidized by the Canadian government. If Treasury had had the authority
contained in Section 831 (e) we believe diplomatic pressure would have
occurred-to use it, as would he likely in almost every case of trade importance.
The objection by the United States to foreign government use of export subsidies
and bounties should be a firm, not a negotiable, policy of the United States, and
must be firm if trade is eventually to be conducted in a fully equitable manner.

Second, we support the position of the Footwear Division of RMA, represented
here today by special counsel, in regard to any Agreement that, may call for the
elimination of the Final List and American Selling Price tariffs on rubber
footwear. Section 102 (b) (1) should be amended to provide that any such
Agreement must be negotiated on an ad referendum basis and receive affirma-
tive Congressional approval. The rubber footwear industry is an important
domestic industry which has already experienced severe foreign competition.
Congress should retain full authority over negotiations in this sector to assure
that any steps which will affect the Industry's future are fully considered.

Third, although present provisions of Chapter 8, Title I, promise to improve
substantially the insuffliclent liaison between U. S. industry and government
representatives that occurred during Kennedy Round negotiations, additional
provisions are needed to button down this objective. The degree of effective
liaison and cooperation between -U. S. industry and government representatives
Is likely to determine, as much as or more than any other factor, whether new
trade negotiations serve overall national objectives. It is important that effec-
tive, careful bargaining take place by U. S. negotiators. It is also important
that U. S. industry, agriculture, and commerce generally have confidence in the
likelihood that U. S. negotiators will be working In the next round of talks to
protect or advance Important national commercial objectives. To this end we
support refinements to Chapter 8 that would strengthen industry liaison proce-
dures, protect the confidentiality of industry advice, and generate the feeling of
confidence T referred to. Specifically, we endorse the recommendations on this
subject which will be submitted to this Committee shortly by tie Inter-Associa-
tion Group on the Trade Bill.

While urging amendments to H. I. 10710 In the three respects mentioned
above, we would als6 like to single out for special comment two areas in which
we believe no changes in H. R,. 10710 are needed or Justified.

Frs, RMA does not believe that the controversy that has arisen over linking
MFN status to emigration laws should be allowed to prevent passage of H. I.
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10710, and hopes that a solution can be found Which will permit H. IR 10710 to
go forward.

Hcon4, we wish to express strongly our approval of the decision by the Ways
and Means Committee to remove overseas taxation matters from the trade bill
so that the merits of various proposals In this field can be considered separately.
We have taken a clear and strong position in prior statements to Congress that
some of the proposals advanced have been Ill-considered, particularly insofar as
our Industry's overseas operations are concerned.& We believe this bill already
has enough Issues connected with it without raising onek more appropriate for
/another occasion.

IncQnclusion, we urge the Committee to approve ff. I. 10710 with the limited
amendments suggested.

Senator TALMADGE. Our next witness is Mr. Jolm E. Kaiser, Jr.,
President of Macwhyte Co.

,STATEMENT OF JOHN E. KAISER, TR., PRESIDENT, MACWHYTZ CO.,
KENOSHA, WIS., A DIVISION OF AMSTED INDUSTRIES, INC., ON
BEHALF OF U.S. COMMITTEE OF WIRE ROPE PRODUCERS; AC.
COMPANIED BY GUNTER VON CONRAD, ESQ., WASHINGTON
COUNSEL

Mr. KA1s.R. Mr. Chairman, Senator Packwood, my name is John
Kaiser. I am president of the Macwhyte Co., a wire rope producer in
Kenosha, Wis., a Division of Amstea Industries, Inc. I also appear
before you on behalf of the U.S. Committee of Wire Rope Producers
whose 12-member companies account for some 90 percent of the steel
wire rope produced in the United States. A list of these wire rope
producers has-been attached to the written statement that has been
submitted.

For the sake of brevity, my oral statement varies from the written
statement, obviously.

Senator TALMADOE. The full statement will be inserted in the
record Mr. Kaiser. -

Mr. kmus. Thank you.
I will be glad to answer any questions. You may hitve questions of

a technical nature and we, of course, will be glad to have an addi-
tional submission. I have also our Washington trade counsel, Mr.
Gunter von Conrad here with me.

You will note, from our list of wire rope companies, that our wire
rope companies consist of both integrated major steel companies and
small independent companies. So as not to burden the record unduly
I would also like to refer here to the statement and data submitted
by the Emergency Committee of the Steel Wire Industries before the
Ways and Means Committee. That presentation was made on behalf
of five domestic wire industry trade associations, including the Com-
mittee of Wire Rope Producers.

For the record I would first like to briefly describe our industry to
you. General wire ropes-or steel cables-are basic to all industry.

IS" RMA study of multinational operations of five domest1o manufacturers and
the potential Impact of certain proposed tax e na pulled In Muifts IO.A Oorf' .Ufosh:A Oospendfus @1 PaeS.#ubsi##ed to Ike Ubmoosmlise o lstmwtiJsn#J Treet.#
the Oemmftte o* Psommo of Ske United Sltt g e leruareb , 0 4 MA
statements before the House ways and Means Cowimtte. on axatonerrorJip
Income", Teented A rUB, 1073, and on "NH.R. 6T And Related on Pr ,
Presnt & 198.
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And today, of course it is popular to talk about the energy problems,
and you do not drili oil and gas wells, or mine coal, without wire
rope.

Other major industries where wire rope is used include logging,
general construction, industrial cranes and hoists, maritime trade
and elevators. Specialty cables are used in automobiles, recreational
vehicles, boats, and aircraft. And, incidentally, this excludes tire cord
and steel belted radial tires.

The industry is characterized by high capital investment in plant
machinery and equipment. Additionally, the product is frequently
utilized where its failure can result in loss of life. Therefore, quality
and potential liability exposure, are further cost and product charac-
teristics inherent in our industry.

Total domestic wire rope consumption has been estimated at about
280,000 tons. In the past years, the domestic manufacturers' share of
this market has been eroded by imports which now provide from'18
to 20 percent of domestic requirements; of total wire rope imports,
approximately half come from Japan.

Prior to commenting on specific provisions of the act, some addi-
tional background of the industry is necessary. In July 1972, an
investigation of the dumping of steel wire rope was initiated by the
Bureau of Customs on a complaint from the Macwhyte Co.

The Macwhyte complaint, supported by all major domestic manu-
facturers, was affirmed in a determination by the U.S. Tariff Com-
mission on September 7, 1978. Copies of the brief will be submitted to
members of the Finance Committee.

With respect to the content of the present Trade Reform Act, we
would have these comments. We certainly have to agree that some
degree of negotiating authority is needed to move trade discussions
forward.

Certainly, the United States cannot conduct negotiations without
this authority. Under the proposed act, we would note, however, that
complete authority would be granted to negotiate any duty less than
4 percent. It is significant to note that in the Kennedy Round--and
with no consultation with the domestic wire rope industry-the duty
on wire rope was decreased in incremental steps from 8.5 percent, the
rate in effect on December 17, 1967, to 4 percent, effective January 1,
1972. Thus, while the domestic wire rope industry has been trying to
cope with these reductions under the Trade Reform Act, unilateral
authority to further reduce the duty would be granted.

In retrospect, it was concluded that the reduction of duty was a
factor in attracting Japanese penetration of the U.S. market. While
5 percent may seem incidental, it can be an important margin in a
fiercely competitive market.

We also believe that voluntary restraint arrangements need to be
reviewed: While some products are under restraint, others, including
steel wire rope, are not. It is our contention, in fact, that voluntary
restraint arrangements were also a contributing factor in encourag-
ing Japanese imports of wire rope.

Under the voluntary restraints, basic steelmill products, including
wire rod-the basic raw material for wire and wire rope-were
subject to tonnage limitations.
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These restraints, then, created an incentive for the Japanese to
shift their production to the higher-value-per-ton fabricated products
which they, in fact, did-and this contention is well supported by the
data that we have submitted to the Ways and Means Committee, and
also to the Tariff Commission and Treasury Department, which
indicated that wider the voluntary restraint arrangements, the result
was to bring below-cost of conversion steel wie rope into the U.S.
market.

As indicated above, both tariff and nontariff negotiations have had
an effect on the domestic wire rope industry. And, thus, while sup-
porting trade expansion, we believe that industry in general, through
public hearings or establishment of a prenegotiation record, sou d
always have an opportunity to be heard.

Se ondly, where findings of dumping, or determination of injury
exist, a specific industry review should be held to provide negotiators
with proper background and guidance.

Incidentally, we find the negotiations strange at times. Voluntary
restraint arrangements are a rather odd construction, in that our
Government is not negotiating with another Government, but with
an industry in a foreign country.

As previously indicated, these arrangements affect us and we think
we should have the opportunity to be heard. Based on our experience
in the dumping area, three areas deserve consideration.

First we feel the present. trade bill might be improved by assuring
that an industry which has been injured would receive some standing
before the Treasury Department to pursue the question of dumping
duty assessment.

In our case, -the dumping finding was some 6 months ago and
date we are unaware that a master assessment has been set.

Secondly, in the dumping-portion of the trade bill, only a foreign
manufacturer or importer would have an automatic right to appear
before the Trepury Department.

A domestic industry should be considered as having shown cause
once the Commissioner of Customs has affirmatively treated a com-
plaint and agreed that an investigation is warranted,

A final problem we encountered in the antidumping investigation,
but which could easily arise on countervailing duty cases as well, is
that of shifting supply sources. While the investigation proceeded
against Japan, the investigating agencies were limited, by law, to
that country.

C In practice, this means that a multinational who operates in sev-
eral countries, could simply shift to a source not under complaint.
That means, for example, Japan could shift their wire rope pioduc-
tion to a Korean subsidiary. a

While we do not advocate a change in the specificity now required
by law with regard to investigations, we believe that in the case of
termination of an antidumping suit, on the basis of assurances from
a foreign supplier, such supplier should be required to maintain fair
sales practices from subsidiaries in other countries, as otherwise the.
effect of antidumping action could easily be aborted.

We do endorse the improvements in the countervailing duty law,
the escape clause, and particularly in the adjustment assistance
provisions.
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A brief comment on titles IV and V. As businessmen, we certainly
believe that economic activity between nations is a logical develop-
ment, and that the potential for establishing meaningful communica-
tions and an interdependence is basic to world peace.

Within this ideal, all we can say is we feel we must be practical.
There has to be some quid pro q uo. We should be able to quantify in
some reliable measure the benefit we can expect to accrue, vis-a-vis
the benefit which state-economy countries, or developing countries,
are.bound to obtain once their goods can come into the U.S. market,
at much reduced duty rates and on a par with our most-favored
trading nations and allies.

At the time the trade bill was introduced, it was felt that there was
a well-defined area for separate discussions between nations. Subse-
quent economic and monetary changes however, now indicate that
trade, monetary relations, energy, and material resources manage-
ment, are closely related.

Currently, the-most urgent problem facing-industries is the inter-
national raw materials shortage. As converters of a basic steelmill
product, We will, of course, be affected by any shortfall in the world
steel supply.

It is our understanding-though we have not seon it in print-that
there will be an effort to insert appropriate amendments to insure our
access to sufficient raw materials.

In closing, I want to assure you that we are not requesting any
unreasonable or unfair protection from competition. Our industry
has shown, in the face of massive imports, that we can compete,
provided the trade is carried out and priced fairly.

We do not want to weaken the trade bill. We do wish to point out,
however, based on our experience that specific safeguards or negotia-
tions alone cannot resolve the problem, and discussions must proc&d
from an encompassing viewpoint and provide for industry input.

At this point, if we do reach the point of duty negotiations, our
concessions must be based on reciprocal results to:insure that our
products are competitive in the world markets.

I thank you, Mr. Chairman, Senator Packwood.
Senator TALMADOE. Thank you, Mr. Kaiser.
I notice on appendix B of your statement, the exports of wire rope

in the last 5 years have gone down, whereas imports have approxi-
mately doubled. I believe you testified there is now a 5-percent duty
on imported wire ?

Mr. KAiSF It is at the 4 --oh, I am sorry, sir, it is at the 4-
percent level. From 8.5 to 4 percent.

Senator TALMADO. If that was reduced to zero, what would that
do to imports and exports ?

Mr. KAxszR. In the present world market situation, and under the
price controls that we currently have, I would say that the price in-
the U.S. market now of-the U.S. product is less than the world.-
market price. The situation, because of monetary reevaluation and
world demand, has changed since our dumping action.

Senator TAm .woE. Has that affected the flow of imports of wire

Mr. KaInt. It has.
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- Senator TALmAGE. So, temporarily, the situation has improved
rather than gotten worse I

Mr. KAIsE. This is true, except our statistical information for
1978 would indicate that the percent of imports have gone up from
18 percent to 20 percent. And, while we feel it has some effect, at
least at this time, it has not decreased the flow of imports into the
United States.

We do believe, however, it will, because the Japanese, for example,
are finding pricing more attractive in markets other than the United
States at the present time.

Senator TAmADOn. Now is wire rope covered under the voluntary
import agreements relating to steel?

Mr. L .Wire rope was excluded.Senator ALMADGH. It was specifically excluded I
Mr. IXtm. Yes. Wire rope and wire products And, incidentally,

the Japanese were going to manufacture steel for exports. Truly it
was advantageous to them to fabricate that steel into higher-value.
per-ton product, and they severely penetrated not only the wire rope
industry, but the general wire fabricating industry in the United
States.

Senator TAumAwoE. Thank you, sir. Any questions, Senator Pack-
wood?

Senator PACKWOOD. I sense, from your statement, that if you had a
substantial reduction of foreign protection in nontariff areas, you
have no fear about the industry's ability to compete in world mar-
kets?

Mr. KAIsER. I think that we have been burnt by the Kennedy
Round experience, the voluntary restriints. It is difficult to say with
the present situation as you know it, that reevaluation is going to
continue fever, so I think it is extremely difficult Senator Pack-
wood, to make a statement at this time as to what that impact may
be over a long period of time. I

We believe, however, all we are saying is we think that when the
time comes to negotiate that rate as an industry, and based on the
fact that we have been injured as an industry, that we should have
an opportunity to discuss with negotiators, world pricing, domestic
pricing, and the possible impact of the duty reduction.

We do not think that the President should have the authority to
unilaterally reduce any duty below the 5-percent level, specifically in
the case of an injured industry.

S enator PACiKwoo. I was not thinking so much of the market here
Are you able to compete adequately wiN the Japanese in the Brazil-
ian market, in.the European market, wherever they may want to
mO tch you

Mr. KAsER. I think it is apparent, from our appendix B, that we
have been completely incap able of participating in foreign markets.

Senator PACZWOOD. Well, we come back to my original question,
then. The rubber footwear people said they simply cannot compete in
world markets, period.' There is no hope of it with our wages rate.
Does the same apply to you ? Can you compete in world markets if
you have equal access to them I

Mr. KAism. I believe that we could, at present, compete in foreign
markets.
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Senator PACKWOoD. I have no other questions.
Senator TALMADO. Thank you very much for your contribution,

Mr. Kaiser.
Mr. KAism. Thank you, Mr. Chairman.
(The prepared statement of Mr. Kaiser follows:]

PsEPARED STATN.sr OF JOHN ]E. K&isan, J3L, PRESIDENT, MACWHYTE CO., Kyw-
OSHA, Wis., DzvISXi or AMSTED INDusmaZES, INC., ON BZHALF Or U.S. COW-

IC lurmt OF WIzE HoP PsoDucus

Mr. Chairman and members of the committee: my name Is John E. Kaiser, Jr.
I am President of Macwhyte Company, a wire rope producing company in
Kenosha, Wisconsin, and a Division of AMSTED Industries Incorporated which
also manufactures other steel products in other divisions. It is my privilege
today to appear before you also in behalf of the U.S.. Committee of Wire lope
Producers, whose 12 member companies account for approximately 90% of the
steel wire rope produced in this country. A list of U.S. wire rope producers Is
attached to this statement and the members of the wire rope producers commit-
tee are identified on this list (Appendix A). So as not to burden the record
unduly, I would like to refer here briefly to the statement and data submitted
by the Emergency Committee of the Steel Wire Industries of the United States
before the Ways and Means Committee (Ways and Means Hearing Print on
H.R86767, Part 12, pp.4081-4057). That presentation was made on behalf of five
domestic wire industry trade associations including the Committee of Wire
Rope Producers.

For background, I would first like to briefly describe our industry. General
wire ropes-or steel cables-are basic to industry; major uses include logging,
general construction, industrial cranes and hoists, maritime trade, elevators and
the major energy markets of oil and gas drilling and strip mining. Specialty
cables are used in automobiles, recreational vehicles and boats and aircraft.
(Parenthetically, I wish to exclude from our term steel wire rope, the type of
cord used to make steel belted radial tires. The product distinction is well
recognized in the industry and by the government).

The industry is characterized by high capital investment in plant, machinery
and equipment and--because of its service nature-in finished goods inventories.
Additionally, the product is frequently utilized where its failure could result in
loss of life; therefore, quality-and potential liability exposure-are further
cost and product characteristics inherent in the industry. As indicated by the
attached Appendix B, total domestic wire rope consumption has been estimated
at about 280,000 tons. In the past years, the domestic manufacturers share of the
market has been eroded by imports which now provide 18-20% of domestic
requirements; of total wire rope imports, approximately half come from Japan.

The Trade Reform Act of 1973, now H.R. 10710, was introduced in the House
of Representatives and was considered there at a time when we had not yet
experienced the significant change in economic and monetary relationships which
we have since encountered. At the time of introduction of the trade bill, it was
still widely believed that trade was a fairly well-defined and separate subject
for discussion between nations. But we have since recognized that trade,
monetary relations, energy and materials resource management, and strategic
considerations are closely interrelated. Against the background of this growing
recognition, the Trade Reform Act would appear to:

(1) Emompass a number of features appropriate and needed to guide the
flow of trade.

(2) Include provisions which remain questionable due to lack of information
and predictability; e.g. Titles IV and V.

(8) -Require additional features; e.g. materials security and negotiation
considerations.

Prior to commenting on specific provisions of the Trade Reform Act, some
additional industry background is also necessary. In July, 1972, an investiga-
tion into the dumping of steel wire rope was initiated by the Bureau of Customs
based on & complaint filed by the Macwhyte Company. The Macwhyte complaint,
supported by all major domestic manufacturers, was affirmed in a determina-
tion by the U.S. Tariff Commission on September 7, 1978; the Commission
determined that the U.S. wire rope industry was injured by less than fair value
imports from Japan.

-229-74-pt. 5- 11
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With respect to the present content of the Trade Reform Act we have these
comments.

. NEGOTIATING AUTHORITY

We would agree that some type of authority is. needed to move forward in
trade discussions which have now beqn stagnant for some time. Without any
authority at all, the United States is in a difficult position to respond properly to
Problems whether they arise here orgbroad, and where responses or actions are
.needed other countries cannot be brought to serious or effective discussions since
they know well that our Government has no substantial negotiating powers. It Is
difficult, even, to negotiate adequate compensation in cases where the United
States unties "binding" under trade agreements which may become necessary in
escape clause cases.
A. Tapiff Negotiation8

Under the proposed Act, complete authority would be granted to negotiate any
duty leas than 5%. It is significant to note that In the Kennedy Round-and with
no consultation With the domestic Industry-the duty on wire rope was decreased
in incremental steps from 8.5%, the rate In effect on December 17, 1967 to 4%
effective January 1, 1972. Now, while our industry is trying to cope with these
reductions, unilateral authority to further reduce the duty would be granted
under the Act. In retrospect, It was concluded that the reduction of duty was a
factor in attracting Japanese penetration of the U.S. market. While 5%o may
seem Incidental, a finished ton of wire rope or specialty cable may range in
value from $600 to $6,000 a ton; thus 5% may mean a price differential of from
$30 to $300 per ton.
B. Nontariff Negotiation#

We believe that Voluntary Restraint Arrangements need to be reviewed. While
some steel products are now under restraint, others, Including our steel wire
rope are not, and this entails distortions -h trade which can be very burdensoine.
It is our contention, In fact, that Voluntary Restraint Arrangements were a
contributing factor in encouraging Japanese imports of wire rope. Under the
voluntary restraints, basic steel mill products, including wire rod-the basdc
raw material for wire and wire rope-were subject to tonnage limitations. These
restraints, therefore, created an incentive for the Japanese to shift their produce
tion'and exports to the U.S. to higher value per ton unrestrained wire products
including wire rope. Our contention Is well supported by the statistical data
submitted by the Emergency -Committee of the Steel Wire Industrieb to the Way,
and Means Committee. Additionally, our analysis presented to the Treasury and
to the Tariff Commission Indicated that the price differentials between Japanese
steel wire rope and the basic raw materials were very much smaller than we
know conversion costs to be. Therefore, In effect, the Voluntary Restraint
Arrangement had the result of bringing below-cost-of-conversion steel wire rope
to this market, and, as the-Tariff Commission found, thiis caused us injury. We
do note with satisfaction and approval that the present Trade Bill Is looking to
this problem.

0. Industry Partiipation.
While supporting trade expansion, we believe it is essential for Industry to

have an opportunity to be heard. As Indicated above, both tariff and nontariff
negotiations have had a negative effect on the domestic wire rope industry. We
believe, in the future, that:

(1) Industry in general, through public hearings or establishment of a pre-
negotiation record should have an opportunity to be heard.

(2) Where findings of dumping or determination of injury exist, a specific
industry review should be held to provide negotiators with- proper background
and guidance.

We would add here that we find the processes of negotiations strange at times.
As the Committee Is aware, the present voluntary restrait arrangements are a
rather odd construction, Antitrust law and Webb-Pomerene ACt notwithstanding,
In that our-06-fernment as a government negotiated not with other governments
but with foreign Industry. (This might be considered an "Autopact" in reverse).
The propriety of this arrangement has been the subject of legal action under our
Antitrust laws. As matters stand, domestic Induilry groups such as ours are
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still at a disadvantage with respect to such negotiations. As indicated above,
these arrangements can affect us very closely and we believe we should have
every right and opportunity to have meaningful negotiation input.

11. UNFAM COMPETE rrON

Based on our experience in the dumping area, we believe that three areas
deserve consideration:
A. Standing before Treasury

I feet that the present trade bill might be improved by asmuring that an
industry, which has been found to have been injured, receive some standing
before the Treasury Department to pursue the question of dumping duty assess-
ment. The finding in our dumping case was made A half year ago; however, to
date we are unaware that a master assessment has been set by the U.S. Customs
Service. We very much believe that we should have standing to inquire how the
Treasury plans to afford relief once injury has been found due to dumping sales.

B. Showing of Oause
-A second item which deserves consideration in the dumping portion of the trade

bill is the fact that only a foreign manufacturer or importer would have an
automatic right to appear before the Treasury Department, whereas a domestic
manufacturer would be required to show cause before he may make such an
appearance. It occurs to us that a domestic industry--which often will be or
Include the complainant--should be considered as having shown cause once the
Commissioner of Customs has gone from the initial review procedure to an anti-
dumping proceeding; the affirmative treatment of a complaint by the U.S.
Customs Service and agreement that an investigation is warranted would seem
to be sufficient cause for a domestic industry's Invitation to hearings resulting
from Its complaint.
0. Avoidance of Dumping-Multinational Foreign Oompanies

A final problem which 'we encountered in the antidumping investigation, but
which could arise easily 6n countervailing duty cases as well, was that of
shifting supply sources. It was our experience that while the investigation
proceeded against Japan, the investigating agencies were limited to that country.
This, of course, is In full accordance with the law which requires specification of
the country involved and the remedy is to draw up a broad complaint. In
practice this means, however, that a supplier who operates in several countries
could simply shift to a source not under complaint. While we do not advocate a
change in the specificity now required by law with regard to investigations, we
would suggest that at least in cases of termination of antidumping preceding on
the basis of acceptance of assurances from a foreign supplier, such supplier also
be required to maintain fair sales practices from subsidiaries in other countries,
as otherwise the effect of antidumping action can easily be aborted.

D. Other Protsions
We do endorse the improvements which are now proposed in the countervailing

duty law, in the escape clause, and particularly in the adjustment assistance
provisions. We believe that these safeguards must be liberalized to afford easier
accessible relief, as our market becomes Increasingly accessible.

IL TITLE IV
A. General

As businessmen, we believe that economic activity between nations is a logical
development and provides the potential for establishing meaningful communica-
dons and an interdependence basic to future world peace. Within this ideal, we
must be practical-we should know much more about what we are getting for
whett we are potentially giving. As businessmen, we believe it to be a sound
principle that we should know the quld-pro-quo, and we believe that this should
not merely be a matter of broad treaties and their implementation-much as we
favor a world without tension-but that we should be able to quantity In some
reliable measure the benefit we can expect to accrue to us via-a-vis the benefit
vvhlchstatc-economy countries are bound to obtain once their goods can move in
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the U.S. market at much reduced duty rates and on a par with pur most favored
trading partners and allies,

IV. TITL V

Our comment with respect to preferences for developing countries is similar:
we believe that the granting of preferences should not occur on a "give-away"
basis, and that we should not confuse charity (which the United States should
grant those in need) with sound business judgments and expectations which
should attend so significant a step as the grantng of preferred access. Here
again, we would call on the proponents of the policy to label, quantify, and
enumerate the prospective trade effects under this liberalization.

V. PROIOBED AMENDMENTS

Currently, the most urgent problem facing Industry to the International raw
materials shortage. As converters of a basic steel mill product (or fabricator of
wire which has as its source the basic rod) we will, of course, be affected by any
"shortfall" In the world steel supply. We do understand that it is intended to
insert appropriate amendments to assure our access to sufficient raw materials.
Based on present conditions, we believe that Such materials access security Is
needed to allow us to operate efficiently and to supply the industries we serve
without disruptions.

In closing I want to assure you that we are not requesting any unreasonable
or unfair protection from competition. I believe our Industry has shown, In the
face of massive imporfl, that we can stand toe-to-toe with the Japanese importer
and that we can compete provided the trade is carried out and priced fairly. We
do not want to weaken the trade bill. We do wish to point out, however, based on
our experience, that specific safeguards or negotiations cannot resolve the
problem: discussions must proceed from an encompassing view and must
provide for industry input. In addition, and at this point we must consider
priorities. If, after resolving raw material and voluntary restraint problems-
and dealing with the effects of unfair trade practices--we reach a position of
duty negotiations our concessions mst be based on reciprocal results to assure
our products are competitive in world markets. If that is accomplished we will
be ready to meet all challengers in International trade with the same confidence
with which American Industry has become the most efficient and successful in the
world. We demand simply that the challenge be fair and square.

Thank you Mr. Chairman and members of the Committee.

APPENDIX A--DOMESTIO WIRE ROPE MANUFACTURERS'
Armco Steel Corp.,' 700 Roberts St., Kansas City, Mo.
Bergen Wire Rope Co.', 600 Gregg St., Lodi, N.J.
Bethlehem Steel Corp.,2 701 East Third St., Bethlehem, Pa.
Bridon-American Corp.,' P.O. Box 188, West Pittston, Pa.
Broderick & Bascom Rope Co.,' 10440 Trenton Ave., St. Louis, Mo.
Carolina Steel & Wire Corp.,' P.O. Box 817, Lexington, S.C., (Hackensack Cable

Corp.).
E. H. Edwards Co.,' 498 Industrial Way, S. San Francisco, Calif.
Jones & Laughlin Steel Corp.,' Wire Rope Division, Muncy, Pa.
Macwhyte Co.,' 2906 14th Ave., Kenosha, Wise.
Paulsen-Webber Cordage Corp.,' 84 William St., New York, N.Y.
Pennsylvania Wire Rope Corp.,' 906 First St., Williamsport, Pa.
The Rochester Corp.," P.O. Box 312, Culpeper, Va.
United States Steel Corp.' P.O. Box 7810, Chicago, Ill.
Universal Wire Products, Inc.,' 222 Universal Drire, North Haven, Conn.
Wire Rope Corp. of America, Inc.,' P.O. Box 288, St. Joseph, Mo.

I Domestic manufacturers engaged in the manufacture and general sale of wire ropes in
compliance with or similar to those covered under Federal Seification RR-W-410 (JHlh
Carbon Steel Wire Ropes), Military 8 peIflcation MIL-W--644 (Corrosion Reslstin, Wire
Rope) or Military Specification MI L-W-111 (Flexible Galvanised or Tinned Wire Ropes).

'Member Company--Committee of Wire Rope Producers. The member companies all
manufacture general purpose high carboA steel wire ropes: additionally, some manu-
facture specialty cables (I.4. corrosion resisting, galvanised and tined). B"a on avail-
able data, member companies manufatute over 90% of the total wire ope tonnage
prodneed domestically.$ Non-Member-Commtteo of Wire Rope Producers. The product line of these compaples
ts restricted to xpeeialvt type cables of the type used in cable controls (Le. autoolYe
recreational vehicles, aircraft, and boating industry).
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APPENDIX B.-IRON OR STEEL WIRE ROPE: U.S. PRODUCERS' SHIPMENTS, IMPORTS FROM JAPAN AND ALL COUN-
TRIES, APPARENT CONSUMPTION, AND SHARE OF CONSUMPTION SUPPUED BY IMPORTS FROM JAPAN AND
ALL COUNTRIES, FOR DESIGNATED YEARS

()• ) (3) (4) (5) (6) (7)

Net tons Share of consumption suP.
U.S. producers' shipments Imports for consumption plied by imports (poict)
For domestic From ill Apparent U.S. From all

Year cosmption For export From Japan counties consumption' From Japan €ouis

1968..... 211,526 5, 839 9,912 22,977 234, 503 4.2 9.8
1969..... 207.711 6,962 13,920 26,814 234525 5.9 11.4
1970 197,577 6,672 14,268 29,070 247 6.3 12.8
1971 ..... 189,845 5,346 15,168 28,54 2 6.9 13.1
1"972 189,965 5,356 18,996 41,927 231,892 8.2 18.1

' Bask data on domestic shipments and export shipments were collected by Price-Waterhouse & Co., fron major U.S.
prodrcer. who ar estimated to account for about 95 percent of the total quantity of shipment of both wire rope and
spiced products (i.e. length of wire rope fabricated with "eyes" for use as wire-rope slings, or by attachment of end
Itines). The latter are believed to be insignificant In affecUng the total tonnage of wire rope shipments. For the purpose
of this table (for co'parlson with Imports and for calculating the share of U.S. consumption supplied by imports), thePrice-Watoryse data on shipments for both domestic consumption and export were Increased by 5 percent to approxi-
mately cover domestic producers not covered by the basic data.

I Calculated by adding data in column I to that In column 4.
Source: Data on Imports, compiled from official statiklcs of the U.S. Department of Commerce.

Senator TALMADOz. The next witness is Mr. Robert Lockridge, co-
chairman, Footwear Industry Emergency Committee on Trade Pol-
icy, on behalf of the American Footwear Industries Association.

STATEMENT OF ROBERT S. LOCKRIDGE, COCHAIRMAN, FOOTWEAR
INDUSTRY EMERGENCY COMMITTEE ON TRADE POLICY IN
BEHALF OF THE AMERICAN FOOTWEAR INDUSTRIES ASSCIA-
TION; ACCOMPANIED BY MARK RICHARDSON, PRESIDENT,
AMERICAN FOOTWEAR INDUSTRIES ASSOCIATION

Mr. LOCHRMR.. Ifr. Chairman, I am Robert S. Lockride, presi-
dent of Craddock-Terry Shoe Corp., Lynchburg, Vs., and
cochairman of the Footwear Industry Emergency Committee-on
Trade Policy. Accompanying me is Mark Richardson, president of
the American Footwear Industries Association. We are here on be-
half of that association which represents manufacturers of 95 per-
cent of leather and vinyl footwear manufactured in this country;
and through our associate members, about 85 percent of all the sup-
pliers to the footwear industry.

There are a approximately 500 companies with about 800 plants in
our industry, located in 40 States. The industry now employs about
200,000 workers directly in its manufacturing operations. There are
about 100,000 workers in allied supporting industries. A great many
of our plants are located in the smaller communities of our country
where the shoe manufacturer often-is the major or sole employer.

The message we bring before the committee today is that the
American footwear industry is suffering drastic injury because of
the continuing disruptive imports which have caused reduced pro-
duction, the closing of plants, loss of jobs, and approximately a $1
billion trade deficit for the United States. Imports eroding our abil-
ity to continue as a viable industry.
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The emedy we seek lies in the action by Congress because the ex-
ecutive branch has not provided our industry with wanted and
needed import relief.

The charts attached to my statements show clearly the situation
confronting the domestic footwear industry. Let me summarize them
briefly for you.

In 1960 the import penetration for footwear was less than 5 per-
cent. Imports continue their steady, unchecked growth into the
U.S. market. Last year it hit 40 percent of the market. No other
major industry in the United States suffers from an important pene-
tration of this magnitude. Five years ago net imports of footwear
totaled 175 million pairs, valued at $330 million. By 1973 net imports.
had jumped to 316 million pairs valued at nearly $1 billion.

The effects of imports of this magnitude upon our industry are
obvious. Production is down. Employment is down. The number of
plants is down. Profits are down. The o-ly thing that is up in the-'
industry is its problems. Imports have cost workers over 48,000 jobs
since 1960. As a result, domestic production in 1973 fell to 488 mil-
lion pairs, the lowest in domestic shoe production in more than 20
years.

There are basically three main reasons why imports account for
an increasingly ign percentage of domestic consumption: No. 1,
the substantially lower wages paid workers in the footwear industry
of foreign countries; No. 2, high tariff levels and other import re-
strictions maintained by many importing countries;, and No. 3, subsi-
dies extended by many foreign governments to assist their footwear
indust i*ee- . porting.

Most foreign manufacturers pay wage rates which would be ille-
gal in the United States, generally less than 50 percent of the U.S.
wage level. In an industry as highly labor intensive as ours, where
labor represents as much as 45 percent of manufacturing costs, those
lower labor costs overseas more than often offset the high productiv-
ity of the U.S. shoe industry.

Other importing countries do not permit imports as freely as does
the United States. Countries which are major exporters to us are
more restrictive in what they will allow to be imported.

The high tariff and nontariff barriers maintained by other coun-
tries act to' funnel into the relatively open, low tariff U.S. market
footwear that would otherwise go to other markets.

A recent Department of Commerce survey showed U.S. duties to
be much below those of our trading partners. Furthermore, Argen-
tina, Korea, India, and Turkey do not permit footwear sports,

.Japanmaintins import quotas. Brazil and Taiwan have import duties
rangng well over 100 percent which effectively prohibits imports.

Many countries subsidize their exports to us. To cite just one ex-
ample out of many, the Argentine, Government provides cash
reimbursements of up to 80 percent of the f.o.b. value of exported
shoes, grants low interest loans for up to 80 percent of the exports,'
reduces the taxable income of its exporters, and provides other tat'
incentives.'

Brazil, Spain, and some of the Common Market countries offer
similar subsidies.
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Our industry feels the full impact of this unfair competition in
the domestic market. It has filed two petitions under the counter-
vailing duty statues with the Treasury Department documenting in
detail the practices of the Spanish Government, filed in February
1978, 14 months ago; and the Brazilian and Argentine Governments,
filed in July 1973, 9 months ago. Yet, it was only on March-8 that
the Treasury Department instituted an investigation on the Brazilian

C. footwear.
No action has been taken to date on our. petition with regard to

Spain or Argentina. It is essential that action be taken at once and
affirmatively in the Brazilian case, and that investigations be insti-
tuted in the Spanish and Argentine cases.

We are particularly concerned about the growing imports of foot-
wear from the developing countries, because they are today's fastest
growing foreign sources of footwear in our market. Argentina pro-
vides an example with imports jumping from less than 500,000 pairs
in 1972 to almost 4 million pairs a year later, an increase of above
700 percent.

We have tried to work through the established procedure of the
Trade Expansion Act, namely, the escape clause. We had great
hopes and expectations when in July 1970, President Nixon re-
quested the Tariff Commission to launch an escape clause investiga-
tion on footwear. It has been over 3 years since the Tariff Commis-
sion report was submitted to President Nixon, yet to date the
President has taken no action in the case. That is why we are ap-
peling to Congress for help. What We are asking for is well within
the scope of your powers.

The key question is how much import disruption, how much im-
port penetration of the domestic market, how much loss of capacity
and jobs, how much declining production must an industry endure
before action is taken to restrain imports. This question poses seri-
ous concerns not only for the footwear industry but also for others
who may some day find themselves in a position similar to ours.

For these reasons our industry supports the Footwear Articles Im-
port Relief Trade Act, S. 8288. This bill represents a realistic and
reasonable approach to the import problem faced by our industry.
Details of this bill are contained in our full statement.

We feel strongly that the Trade Reform* Act will not assist our
industry any more than did the Trade Expansion Act. Frankly, if
the administration has not been willing to date to use the existing
procedures open to it under the present escape clause to provide im-
port relief for an industry like ours adversly affected by imports
then we must question whether any industry can secure import relief
from the executive branch when no desire to provide relief eXists.

Our full statement covers in detail our recommendations for the
revisions of the Trade bill.

In summary, we recommend that, No. 1, the trade bill should spe-
cifically exempt from trade negotiations industries such as ours
which suffer from substantial import penetration. No. 2, the escape
clause should contain a trigger mechanism which would assure relief
when imports reached certain levels of penetration of the domestic
market. -
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Wo. 8, the factors which the President must take into considera-
tion in escape clause cases before reaching a decision run counter to
providing relief and should be deleted.

No. 4, in countervailing duty cases, there should be a 6-month
limit as the total time which Treasury may take to make a decision
beginning with the date of filing a complaint.

No. 5, in antidumping cases, American manufacturers should be
given the right to appear in hearings without having to show good
cause.

No. 6, the provisions for a generalized system of preference should
specifically exempt industries, such as ours, which are experiencing
disruptive import competition.

The conclusion our industry has reached is thatwe cannot support
the trade bill currently before you. We take this position not only
because of the serious weaknesses we find in the bil itself, but also
because as it now stands, the bill -provides no import relief for the
American footwear industry.

That is why we say to you today that we must have specific legis-
lation to deal with the problems of the footwear industry, because
the record of the Administration in meeting problems of disruptive
import competition faced by our industry gv us no confidence that
now or in the future under the existing trade legislation, under H.R.
10710, there will be any executive branch solution to this problem.

The growing import penetration rate, now in excess of 40 percent
of U.S. market, must be arrested. The trend of declining employ-
ment and production must be reversed. The various devices used by
foreign governments to give their footwear exports added advan-
tages must be identified and quickly dealt with.

Our future, gentlemen, in part is in your hands. We ask only for
fair lay so that we can compete witlr foreign-produced merchandise
on a basis which makes it economically justifiable for us to remain in
business.

Thank you, gentlemen.
Senator TALMADOE. -You make a devastating case, Mr. Lckridge,

and I am very much impressed with it. Imports penetrate 40 percent
of the American market and create an unfavorable balance of pa -
ments of $1 billion a year. It seems to me that it is-time for tMe
Congress of the United States to try to take corrective action.

- Now, can you tell us something about the value of the footwear
industry. First, how much of the production is from large, multina-
tional firms like Genesco and International Shoe?

Mr. oIKIRID0E. I would estimate, Senator, it falls somewhere in
the five big companies of the country cover about 22 to 25 percent of
the industry in production.

Senator TALMADOE. What would be the valuation of that ?
Mr. LocKRiDo. In dollars?
Senator TALm.%nxI. Yes.
Mr. 0cKRTD0oN. I would guess somewhere in the neighborhood of

$1.8 to $2 billion.
Senator TAIADOG. Do those fir-ms export shoes from subsidiaries

to the United States
Mr. LOCKRIDO. Sir?
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* Senatot TUXAor.D Do these large firms I have mentioned export
shqoefroji fOreig subsidiaries to the United States I

Mrso-. Lo ai. A very small percentage, in my opinion and judg-
* metiL It' would be-t-you are asking exports from the United S.tates
to foreign countries?

Senator TAI orAO. No. I am talking about an American corpora-
tion that has a foreign subsidiary and brings in shoes from a for-
eign subsidiary.

YMr. Locnutwo Not many. Less than 1 or 2 percent.
Senator TA~TADOE. In other words, the imports are coming in

from foreign ownership and not American ownership?
Mr. Looxxmo& Basically, yes.
Senator TALMxAOR. All right.
Are most of the smaller firms labor intensive, nonnte"ated firms

in New England and in the South which cannot stay in business un-
less they get protection from Brazilian, Italian, Spanish shoes?

Mr. LmKolmoz. The shoe industry is structure, as you probably
know, we have about 500 companies. The big 5 do less than 25 per-
cent of the big business. So that leaves a multitude of small compa-
nies that have to compete with the foreign imports coming into the
country. Most of these companies are located in small towns in New
England, in the South, in the Midwest, Kentucky, Tennessee, Ar-
kansas, places like that. Most of these people have no other employ-
ment, and they cannot be moved into areas where they make IBM
machines, or ships, or ailrcraft.

It is a dual situation. It is a bad thing for the economy of that
area when we lose jobs, and it also increases the tax burden through
relief and so forth, and does not improve the buying power in the
country. Most of these people are semiskilled or unskilled. They can-
not do a lot of the things that we always think about American in-
dustry representing. The people just are not like that.

Senator TALMA~o. Thank you for your very comprehensive and
lucid testim on y . _ "--e

Any questions, Senator Packwood I
Senator PACKWOOD. Your industry, Mr. Lockridge, I think pir-

sents the best dilemma we faced as we were studying this bill. The
philosophy behind the bill, as I see iti is that exports and imports
are good lor America. By and large, the lower the barriers here, the
lower the barriers overseas, the better for the total economy of the
United States is the philosophy the bill starts with.

If we are going to achieve that philosophy, it is obvious that there
are some industries in America that are simply not designed to com-
-pete with low wage overseas industries. There are some .ike agricul-
ture in this country that can compete very well with anybody over-
Sea$.

Consmquently, the bill in its adjustment assistance is designed for
eventual phase-out of those industries, as I look at it. You get a 5-
year support, and you give them the 2-year -extension, and that is
the end of it.

I take it you simply would not agree with that philosophy
Mr. ioc ma. Vell, Senator, I guess I feel this way about it.

No. 1, I think if we talk about free trade and everything is on an
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i'equal basis, then we in the American shoe industry feel that we can
meet the competition, but we do not feel that we can Ineet ooipet.
tion from a country or countries which I have ofteo, tS you thftftheir
subsidize their people anywhere up to-generally it run ftom '2 to
30 r ecent.

Kow, if they did not have that subsidy, we with our high produ-
ti*ity rate could meet that competition.

Senator PAcKWOoD. Des pito the low w"age
Mr. Locmuxio. Basically, despite their low wages because we'have
ghiher productivity than most of these countires have.
Senator PAOEwoo. That is encouraging to hear you say that be-

cause I sensed in listening to the rubber footwear testimony,! they
were not prepared to concede that they could compete.. ! - .

Mr. Lo= EW& Well, I think our -record in productivity sa ks
for itself. We are about 25 percent ahead of our foreign competitors,
but we cannot take lower libor costs in foreign countries, p lus any.
where from 20- to 80-percent subsidies and plus a tariff situation de-
creasing over the past 10 years like it has and face it. By the same
token, I1 think wi as Americans have got to face up to the fact that
we cannot and will never be able to assimilate all of the people in
this country that are unskilled and semiskilled into the type of oper-
ations that some of us iould like to see this country operate on. And
for that reaso i, we have got to provide employment in labor inten-
sive industries for a vast majority of people in this country.

Senator PAcKWOOD. I want to come back to your point because I
am encouraged by your answer.

Given adequate and effective countervailing duty statutes or anti-
dumping laws or immediate response to what you and I would regard
as unfair export subsidies by foreign countries, you could compete if
we could at least combat that kind of subsidy.

Mr. LocnRwoz. Well, Senator, to answer that question a little dif-
ferently, we have gone several times to various Government depart-
ments, also to Congress, and we have asked that we be given an
opportunity with this kind of a climate for 5 years in which we
would have tariff quotas based on 1970, 1971, and 1972, and stop
these things that we do not think are kosher, so to speak, in the for-
eign countries, and give us an opportunity to see that we can
compete.

Senator PACKWOOD. Well, but again in the bill it is designed hope-
fully for our negotiators to meet some of these nontariff barrier
problems. It is much more oriented toward nontariff barriers than it
is toward tariff. I just want to make sure that I understand your
answer.

Given a fair opportunity to compete, given no export subsidies by
foreign countries, our productivity is such that we can compete
against even Taiwan if the only differences are low wage rates

Mr. Lozubour. Well, I feel that we can do a satisfactory job along
those lines, but for the last 10 years not had that-we h1ve been just
going up. On the other side of the ledger, I think the health of the
country, is dependent to a large extenton footwear. All of us khnow
that footwear has a bearing on the health of every individual. That
also, if we got into a real hooting war, there is not enough well ca-
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S pacity in my opinion to provide footwear for our armed forces in
this country.

Senator PAomwJoD. Mr. Lockridge, let me ask you this. There has
not been a sIs industry witness that has appeared before us that
has not made At statement. No matter what we might do on general
concessions, we must not do anything to jeopardize that industry.

How. are we going to resolve this I
Mr. RICHARDSON. May I attempt to answer, Senator I
I think that some of the questions you asked are terribly perti-

nent,, and the kind of questions I think the Senate itself wants to
really get into.

When you consider the trade legislation before you, you have to
consider not only what it is designed in terms of the words or the
representations, but what evidence based on past experience do you
have that the administration will carry out the powers it already
has.

And the story that our industry presents to you is the story of an
industry that has been able to meet the criteria of a number of dif-
ferent laws, and the administration has not chosen to carry out the
powers it already has.

Based on that type of situation, we can hardly answer you as to
what the situation would be if the administration were to carry out
those responsibilities. We do feel we are competitive enough. We
have the productivity well above that of any other nation. That
given the opportunity, given the adjustment period of three to five
years such as the Act that we referred to here in Mr. Lockridge's
testimony, we could make the adjustment and compete worldwide.

We do need to have an administration that. is responsive to the
needs of import injured industries; that utilizes the Acts available
to it. And we would like to have an adjustment period.

Senator PAcUWOOD. Could I pursue this just one question further,
Mr. Chairman?

Senator NnoN [presiding]. Certainly. Just go ahead.
Senator PACKWOOD. I have misgivings about delegating this power

to the Administration also, and I do not understand why we are
going to exercise a veto on nontariff barriers but not tariff barriers.
And I still do not quite understand the justification for an ASP for
some products and not for others. But that is neither here nor there.

I would like to see a tighter bill, and I would like to see a bill
with more congressional discretion in it generally, tariff and nontar-
iff. But before we can even write that, when we sit down I have got
to know- what we can write; and that is why I am asking you these
questions, what kind of limitations do we put in.

Let me ask you a final question. How do we draft a bill which
gives to the Executive sufficient power to negotiate with other .ov-
ernments who have got the power to deliver on what they negotiate
-- hopv do we balance that fine line of giving him sufficient power to
negotiate without giving away so much that we have no power left

Mr. Riolunn . Senator, I think you have an extremely difficult
problem there. I have some suggestions I could make. Also, I would
like to submit a written response to that question if I may.
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- Senator PAc$ WOOD. Thank you,
M r, RiCHARsN. I have one iuitial response, and I suspect that

every other witnesS you ha , heard from industry has he same
view. It would be very interesting if the U.S. negotiators would talk
tQ the industries involved the way all the other foreign nations talk
to the industries involved.Senator PAcKwooD. I arm

Thank you very much,Mr. Chairman.
[The flowing was subsequently received for the record.]

AuamaoAx FootwLrz INDumsTrJ AssocawoUr,
Arlington, Va., April 26, 1974.

Hen, BU03~_L B. LoNG,
OQairmatu, Uommitu on Finanoe,

. 8enate,
Wa'&4i"0g4 D..

Dua Ma. CA(La 0AlI: At the time of the testimony of the American Foot-
wear Industries Association before the Senate Committee on Finance (April 5,
1974) 1 promised the committee and enatot Packwood, In particular, that we
wou14 amplify our presentation with some additional written comments

First, Senator Packwood Inquired how we would recommend that the trade
negotiators be given bargaining flexibility while still remaining subject to

- "Congressional scrutiny" to avoid agreements which would be harmful to the
national interest.

We- would recommend that an ,oversight committee be established made up
of members of the Senate Finance and House Ways & Means Committees. 13y
establishing such a committee, with suMcient staff participation during the
trade negotiatiots, Congress will have a vehicle for keeping on top of the prog-
ress of negotlationt as well as providing a vehicle for views to be made known
to the Governmept negotiators.

We also recommend that oversight hearings begin six months after the
trade bill Is enacted to permit time for the formulation of the Initial U.S. nego-
tiating position. Such hearings should be held every three months thereafter
until negotiations are concluded. A status report should accompany Adminis-
tration appearance. Provision should be made for executive sessions, If neces-
sary.

Second, Senator Parkwood Inquired If the nonrubber footwear Industry could
be competitive In, say, 15 years If all countries engaged In trade in this prod-
uct were not to resort to government subsidy, other unfair trade practices such
aR dumping, or quantitative restrictions on Imports. Our answer was In the
affirmative. We sincerely believe this to be the case, particularly with the ex-
tended adjustment period Senator Parkwood Indicated. However, In order for
the Industry to be competitive at the end of the adjustment period, it must be
in a position to survive during that period. Its ability to survive Is condi. -
tioned, to a large extent, on providing prompt relief from disruptive and, In
many respects, unfair Import competition during the adjustment period. We en-
dearored to secure this through the "escape clause" procedure, but, aq we
pointed out during the hearings, no action has been taken on the equally-di.
vided Tariff Commission decision of January 15, 1971. That Is why we are Snp-
porting 8.3288, the Footwear Articles Import Relief Trade Act, Introduced by
Senator Cotton.

I hope that the foregoing comments will be helpful to the Committee.
Sincerely,

MMM E. Rtc A DSON.

Senator NzLSoN. Senator Hansen, did you have some questions?
Senator FzLasEN. Mr. Lockridge, I was very much impressed with

yoir testimony. The question has been posed repeatedly. and re-
sponses are umform, just as was indicated by Senator Pekwood,
that while the philosophy generally is sound, each person has his
own specific exemption as to why it will not work here.
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It is my impression that undergirding the free trade idea are se+-
eral assumptions, one of which is that we 'will all live betterr
throughout the world if each 'country concentrates on doing those
things it is best prepared to do, such as taking advantage of climate
and resources that may be in place.

I know I need not enumerate them because you are familiar with
them. Along with that goes the assumption that there will be a free
movement of capital, free movement of equipment and machinery,
and I underscore, manpower.

Do you believe that America is ready to enter into full implemen-
tation of this theory and would be willing to commit any responsi-
bility to assure that manpower is moved around I

Now, when we talk about displacing industries, and we talk
about giving the help that is provided in this legislation to take care
of people who are thrown out of work, industries that are displaced
through imports that come in here, I personally have the feeling that
we are not ready to tell somebody in Connecticut you can go out to
Wyoming and mine coal.

How do you feel about that I
Mr. Locimui z. I think it would be very difficult.
Senator HANsEN. Do you think it would be possible
Mr. LOCimwOE. Knowing human nature like it is, I doubt it very

seriously.
Senator HANSE.N. I doubt it, too. -
Now, you know there are those who contend there is something su-

perior abaut American technique, know how, manufacturing, the
management, the way to organize, assembly lines and so forth. It
has been my feeling that with the advent of the multinational corpo-
rations, there really is no longer anything unique about America.

We have seen industry take our latest know how and move it lock,
stockN and barrel over to some foreign country. I think we are wit-
nessing that same thing in Japan right today. hey are recognizing-
at least this is my feeling--that they have some pretty high wages
as corpared with those earned by workers in Taiwan and in other
parts of the Orient, in the Far East, and what are they doingI

Mr. LocKRwvo. They are doing the same thing.
Senator hANsEN. They are doing the same thing. The textile

mills are leaving Japan. They are going to Taiwan. I doubt that
given every other even break insofar as the ability to export Ameri
can products goes vis-a-vis our willingness to let other products
come into this country, we still cannot overcome the basic difference
in wages paid with our demonstrated ability to export our know
how, our technology, our latest manufacturing devices.

Do you share the same feeling I have?
Mr. Locium=o. Not being an economist, and not being a student

of that kind of-
Senator HANsEN. I am a farmer. These are just ideas I have.

Mr. LOcKmnOz. Well, my opinion is if all of this takes place, No.
1, it will take a long time to take place; and No. 2, there will be a
vast change in the American standard of living from up here versus
the world down here. and the scales will have to be balanced.

Now, if we are willing to do that, then that is one thing. If we are
not, that is Another thing.

A
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Senator IiNSxm. ,You have said exactly what- occurs to mea I
think if we really want to embrace this philosophy and -work unre-
mittigly toward a complete elimination of all tariff barriers or-of
all efforts that we have made in the past to try to equali&ithe in.
qualities that result from these great differences in standards of
living and the wages that people are willing to accept in Taiwan as
compared with what we demand in this country, then we are going

- to have to take a second step and say that as their standard of living
is raised, which admittedly it will be, ours will be lowered propor-
tionately.

I do not think that most Americans, if they feel as you and I
7 seemingly do on this issue, are going to say this is the direction that

we want to take.
Mr. LocRwm. I think there is another part of the thing, too. I

do not know-and here again, I do not have that-knowled but it
is doubtful to me that we have in the world the natural resources,
the capabilities to maintain the standard of living that we enjoy in
America throughout the entire world, for the entire population of
the world in the foreseeable future or any other time.

I think we would run out, so I think we have to make some kind
of choices along the hme as we go as to what we want to do here and
how we are going to do it.

Senator HANSEn. I agree with you.
Thank you very much, Mr. Lockridge.
Thank you, Mr. Chairman.
Mr. Locnmuu&. Thank you, gentlemen.
Senator NP.LSoN. I have a couple of questions. On the question of

competitive equality, is the equipment that is used by major manu-
facturers in this country as modernized, sophisticated, efficient, as
the best equipment used elsewhere?

Mr. LoomuDms. Generally speaking,. Senator, the equipment in this
country the shoe-manufacturing equipment, is obtainable all over
the world from the same companies. I mean they are companies that
make machines in Europe that sell them here. There are machine
companies that sell them to the rest of the world, and most of the
shoe machinery equipment does come from Europe and the United
States; and it is exported to any other foreign country.

Senator NzbrSO. Are the major competitors, major manufacturers
in this country and Italy and elsewhere in fact using the most mod-ern e 0pmentl

eequipmet
* Mr. LbcKRnmB. To answer that question I would have to answer it
sort of twofold.

No. 1, the major manufacturers in Europe differ from the major
manufacturers in this country. If we went to Spain, for example
from where we have had a lot of import problems, we would find
that there would be somewhere around 6,000 to 7,000 shoe manufac-
turers compared to 500 in this country; but a lot of those plaints do
not produce over 100 to 200 pairs a day. And there are only three or
four plants in Sxain that produce as much as 5,000 or 6,000 pairs of
shoes a day, an most of this work is done in the home-the fitting-
of the uppers, the stitching, and all of this. The girls, the women of
the country come in and carry the work-out and have it done in
their homes, and bring it back.
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Not ofily do you have the cottage labor situation to fight against
where there is no government requirement on how long they work
on it, or how many children work on it--I have been in Spain and
seen boys and girls 12 years old that walked ;under the machines,
stood on boxes a foot tall to work on them. They work for 3
years in Spain for no pay before they get any pay for working on
shoes.

Now, this is just an example.
S Now, in Italy the Italians have been exporting shoes in larger,

numbers for a longer time, and they have gotten ito larger plants.
There are more larger plants in Italy, but they do have the same
machinery, the same type machinery, manufactui-ed by the same peo-
ple that we use.

Senator NKJsoN. Wlat percentage of U.S. imports of nonrubber
footwear are importAd by US. manufacturers of nonrubber footwear
orby their retail outlets or their import subsidiariesI

Mr. LOORRDoE. Senator, I do not think that anybody, unless ou
tabulated that company by company, can give you that adswer. T
opinion is that in the major companies that somewhere in the neigh-
borhood of maybe 5 to 10 percent at most of their usage would beimported.senator HANSEN. You are talking about nonrubber imports .by

nonrubber manufacturers?
Mr. LociuiwoE. That is right.
What is happening is, in our industry we have a lot of distribu-

tion in this country by large chains, and these large chains to a
large extent buy more of this material.

Is that basically correct?
Senator NELso. You are talking about retail chain outlets?
Mr. Nrxsom. Can you give us any profit data on the large shoe

companies over the past half a dozen years?
Mr. Locutmo . Well, Mr. Richardson might. I can give you

roughly, I can tell you we only have one competitor being at the
bottom of the totem pole, and that is the apparel industry in sales
per dollar-

Mr. RicIAmwsoN. The profitability of the shoe industry after taxes
is at the bottom of the totem pole, as Mr. Lockridge says. Some-
where around 1.9 percent on sales. And I think that is the same as
the apparel industry industry. I am not sure whether that was your
question, Senator Nelson.

• _ Senator NLsoN. What would the picture be if you broke out of
there the largest and most efficient of our manufacturers ?

Mr. RicmwsoN. Some of the companies that you suggested ear-
lier in the questioning.

Senator NzmoN. I lid not.
Mr. RicIHAmON. I am sorry. There was reference to several

larger shoe manufacturers. Unfortunately, and it is obviously re-
grettable from our standpoint--it is regrettable to me because the
soe manufacturers pay their dues based on their net earninpg-the
stocks of all of our major shoe companies dropped off something like
57 percent last year when the stock market was down for Owens
about 80 or 82 percent.
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Th earnings of major shoe companies in their shoe area hav6 not

ben- up to What would be expected of anywhere near the average
American corporation. And they are working hard to get around
that problem. 13 ut at the momtent it is not as high as they would like
it to be.

SenatOr NELSON. You are saying it would be substantially -below
the average for American industry I

Mr. Ri iuRSOz. Absolutely, absolutely. As a matter o fact, we
were exempted from wage-price controls because of the very fact
that the profitability of even these large, major integrated companies
did not warrant the attempt to control their wag and prices.

Mr. LocKtmzo. Senator, if you took the major companies that we
were discussing, I think before you got here, the five major compa-
nies in this country that have about 25 percent of the shoe business,
manufacturing business, and you looked at them on the basis that
you are talking about, we would be looking at somewhere around
3 percent average for those corporations.

Senator NEuisoN. Three percent of what I
Mr. LocxnworE. Per dollar sales, 3 percent, profit return on sales.
Senator NELsow. On sales?
Mr. LocKimo. Yes. We said the industry level was about 1.9 per.

cent. Those companies would be about 3 percent. So that is the top,
that is the cream of the-

Senator NEgLSE. How much does that tell us when you say 3 percent
of sales?

It would be very profitable in certain businesses.
Mr. LocRiIoE. I know you have to look at net return on assets,

but,:we are way down on that whole operation.
Senator NELSON. Do you have anything further?
Senator PACKWOOD. I have one further question. I think I know

what Senator Nelson is aiming at. I used to work in labor relations
and negotiate for the food industry. As I recall the very seldom
had more than 3 percent profit on sales. But they had a substantial
volume and turnover and it was a very adequate return for that
kind of an industry. f am not sure if the shoe industry fits into that
same type of category or not.

Mr. LOCKRMOG., We have about a five time turn a year, five to six.
Senator PACKWOOD. It 1s a lot slower than lettuce.
I want to make sure I understood Mr. Lockridge's answer about

wage competition, assuming all trade barriers would be eliminated.
If 15 years down the road you knew there would be no trade bar-
riers here or overseas, and no export subsidies of any kind overseas,
then you are reasonably confident you could compete?

Mr. LOCKRIIDE. In how many years I
Senator PACKWOOD. 15 years.
Mr. LotJDE. I certainly think we could.
Senator PAcKwooD. So what you really need is a fair deadline mi

getting there and the same standards applied to everybody in the
world. And so lonIK as. you could have that fairness you can beat the
low Wagg competition if that is the only thing you have to beat.

Mr.' LocxumoE. That is right, because of the low wage competition
15 years ot, talking about what Senator Hansen was talking about.
We go together'. This is going to help, and I am sure with our hard
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work and know-how that we will increase our productivity. We are
working on it.

Senator PACKWOOD. Thank you very much.
Senator NELSON. Thank you, gentlemen.
Mr. LOCKRDOE. Thank you all.

[The prepared statement of Mr. Iockridge follows. Hearing con-
tinues on p. 1919.]

PREPARED TEsTIMONY OF ROBERT S. LOCRKIDOE, COoHAIRMAN, FOOTWEAR
INDUSTRY EMERGENCY COMMITrEE ON TRADE POLICY IN BEHALF OF THE AMERI-
CAN FOOTWEAR INDUSTRIES ASsOcIATION

I am Robert S. Lockridge, President of Craddock-Terry Shoe Corporation,
Lynchburg, Virginia, and Co-Chairman of the Footwear Industry Emergency
Committee on Trade Policy. Accompanying me is Mark Richardson, President
of the American Footwear Industries Association. We are here on behalf of
the American Footwear Industries Association. -

Our association represents the manufacturers of 95% of the leather and
vinyl footwear produced in the United States and, through our associate mem-
bers, about 85% of all the suppliers to the footwear industry. There are ap-
proximately 500 companies with about 800 plants in our industry-numbers
which have been declining over the last several years-located in 40 states.
The industry now employs about 200,000 workers directly in its manufacturing
operations- There are about 100,000 workers in allied supporting industries. A
great many of our plants are located In the smaller communities of our coun-
try where the shoe manufacturer often is the major or sole employer.

The message we bring before the Committee today is a simple one. It is the
same that we brought to the House Ways and Means Committee. The Ameri-
can footwear industry is suffering drastic injury because of continuing disrup-
tivc imports which have caused reduced production, the closing of plants, loss
of jobs, and approximately a $1 billion net trade deficit for the United States.
In every category through which the health of a particular industry Is meas-
ured, an examination of the facts reveals a story that is tragic to an impor-
tant industry such as ours and revealing as to the failure of the Administra-
tion to act within its professed trade policy and in keeping with existing laws.
Imports are eroding our ability to continue as a viable industry. The remedy
we seek lies in action by Congress, and now specifically by the Senate, because
the Executive Branch has not provided our industry with warranted and
needed import relief through mechanisms already at its disposal despite the se-
rious Injury caused by dlsrrptive imports.

I. CURRENT SITUATION

Import Penetration is Growing.-In 1960, the import penetration ratio for
nonrubber footwear was less than 5%. As early as 1960 our association
pointed out the trend of imports. By 1968, when we first appeared before Con-
gress asking for relief from imports it had reached 22%; in 1970 when a trade
hill was again considered by Congress it had risen to 30%. And in 1973, when
Congress began its consideration of H.R. 10710, import penetration of the do-
mestic market had risen to 40%. Unfortunately our analyses had proven cor-
rect again. The import penetration for women's and misses' nonrubber foot-
wear, which accounts for better than half of our toal production, was 51% of
the total market last year. (Attachment A)

No other major industry in the U.S. suffers from an import penetration of
this magnitude.-The effects on the economy in general and on the nonrubber
footwear industry in particular of this massive degree of Import penetration
are devastating.

Trade Balancc is Detcriorating.-Whether or not one is concerned about the
state of health of our industry, one should certainly be concerned over the ef-
fect of burgeoning imports on the nation's balance of payments. Five years ago
net imports (imports less exports) of nonrubber footwear totaled 175 million
pairs valued at $330 million. When we appeared before Congress last, in 1970,
net imports totaled 240 million pairs valued at $560 million. By 1973, net im-

30-229 0 - 74 - 12
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ports had jumped to 316 million pairs valued at just under $1 billion. (Attach-
ment B)

Last year's experience represented an unbroken continuation of higher and
higher imports. The import growth in 1078 over 1972 was 6.4% in terms of
pairs and 16.9% in terms of value. At the same time the other two domestic
industries with massive import penetration-iron and steel and textiles and
apparel-enjoyed a noticeable reduction in imports last year over 1972.

All Industry Indicators Arc Do%".-The effects of imports of this magnitude
upon Mir industry cannot be disregarded in any consideration of trade legisla-
tion. Production is dowii; Emproyment is down; Number of plants is down;
and Profits are down.

The only thing that is up in the industry is its problems. Imports have cost
our workers over 43,000 jobs since 1960, and total direct employment has now
dipped below 200,000. In 1973, we lost an additional 3% of our work force,
(Attachment C) While all manufacturing has enjoyed a better than 10% gain
in employment since 1960, employment in the domestic footwear industry has
dropped by more than 15%. Fewer jobs mean fewer plants. Data recently re-
leased by the U.S. Department of Commerce reveal that the number of nonrub-
ber footwear manufacturers dropped 35% between 1967 and 1972--from 799 to
525. The number of plants also fell sharply from 1,083 to 813 during this pe-
riod. (Attachment D)

As a result, domestic production in 1973 fell to 488 million pairs, the lowest
level of domestic production in more than 20 years, and 7% below the 1972
level, and 150 million pairs below production only five years earlier. (Attach-
ment H)

I also wish to point out to the Committee at this time that the nonrubber
footwear industry shares the "distinction" with the apparel industry of having
the lowest profit per dollar of sales of any major manufacturing industries in
the U.S.

II. CAUSES OF STRONG IIIPORT PENETRATION

There are basically three main reasons why imports account for an increas-
ingly high percentage of domestic consumption each year. They are (1) the
substantially lower wages paid workers in the footwear industries of exporting
countries; (2) high tariff levels and other import restrictions maintained by
many importing countries; and (8) subsidies extended by many foreign gov-
ernments to assist their footwear indus-ries in exporting.

Labor Costs Arc Substantially Lower Abroad.-Most foreign manufacturers
pay wage rates that would be illegal in the United States, generally less than
50% of the U.S. wage level. There are few prohibitions on child labor abroad.
There are even fewer concerns for environmental or occupational health and
safety standards. In an industry as highly labor intensive as ours, where labor
input represents 20-45% of manufacturing cost, these lower labor costs over-
seas more than offset the higher producti7ity of the U.S. industry compared
with that of our foreign competitors. For 1972, estimated average hourly earn-
ings, including fringe benefits, were as follows:

United States ---------------------------------------- $3.22
Italy ----------------------------- ------------------ 1.82
Japan ---------------------------------------------- 1.83
Argentina --------------------------------------------. 75
Spain -----------------------------------------------. 62
Brazil ----- ------------------------------------------. 42
Taiwan (1971) ----------------------------------------. 21

Other Markets Restrict Imports To Our Detriment.-Other importing coun-
tries do not permit Imports as freely as does the United States. Countries
which are major exporters to us are even more restrictive in what they will
allow to be imported. The high tariff and non-tariff barriers maintained by
other countries act to funnel Into the relatively open, low-tariff U.S. market
footwear that would otherwise go N other markets. The Department of Com-
nierce released on March 15, 1974, a survey of tariff and trade regulations of-
selected countries In the field of nonrubber footwear. The survey shows that
the average U.S. import duty is 10% ad valorem on leather footwear and 6%
on vinyl footwear. On the other hand, Argentina, India. Korea, and Turkey do
not permit footwear Imports. Brazil maintains import duties of 70% to 120%
and Taiwan has duties of 59% to 130%. Japan has an import duty ranging
front 27% to 30% for most nonrubber footwear imports and maintains import
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quotas. The Common External Tariff of the European Economic Community
ranges from 7% to 20% plus a value added tax that ranges from 5.2% in the
case of Ireland to 20% in the case of France. Spain maintains import duties
ranging from 8% to 85% plus a compensatory import tax of 10%.

Many ounitrles Subsidize Their Rtports To Us.-So devastating to our in-
dustry are the subsidies paid by several foreign governments to assist and en-
courage their footwear industries to export to the U.S. The Argentine Govern.
ment provides cash reimbursement of up to 80% of the f.o.b. value of exported
shoes, grants low-interest loans for up to 80% of the value of exports, reduces
the-taxable income of exporters, and provides other tax incentives. The Bra-
zilian Government exempts producers of footwear (and other industrial prod.
ucts) from various indirect taxes including exemption from taxes on import
of capital goods designed to expand export capacity, and also provides low in-
terest credits for exporters. The Spanish Government pays export bounties not
simply as a credit against taxes but as cash remissions for export sales. In ad-
dition, the Spanish Government guarantees loans to local manufacturers
equalling 20% of the export dollar value of the preceding year at interest
rates significantly lower than prevailing commercial rates for similar purposes.
Other countries, including Korea and some of the European Common Market
countries, also offer subsidies to their footwear Industries.

The American Footwear Industries Association is unfortunately well aware
of the footwear subsidization practices of foreign governments. Our Industry
feels the full Impact of this unfair competition in the domestic market. It has
filed two petitions under the countervailing duty statutes with the Treasury
Department documenting in detail the practices of the Spanish Government
(filed in February 1978, 14 months ago) and the Brazilian and Argentine Gov-
ernments (filed in July 1978, 9 months ago). Yet it was only on March 8, 1974
that the Treasury Department announced that it had instituted an investiga-
tion on Brazilian footwear, other than rubber. No action has been taken to
date on our petition with regard to Spain or Argentina. It is essential that ac-
tion be taken expeditiously and affirmatively in the Brazilian case, and that
Investigations be Instituted in the Spanish and Argentine cases.

All of this translates into the fact that, with a relatively small duty today
on imports of footwear, other than rubber, the differential between landed
costs of imports and domestic average factory value is significant. In the case
of leather footwear from Italy, It would require an additional duty of 31% to
equalize domestic and import values. In the case of Spain, the differential is
25%, also for leather footwear. For Brazil, it is 68%. For Argentine, it is
31%. For Romania, without MFN status, it Is 112%. In the case of Taiwan,
for vinyl footwear, which represents 95% of the total value of nonrubber foot-
wear shipments from Taiwan to the United States, the differential is 240%.
(Attachment F)

These differentials point up the danger to our industry of extending general-
ized tariff preferences to footwear. We are pleased that the President said in
his message to the Congress of April 10, 1973 transmitting the Administra-
tion's trade proposals that it would be the "intention to exclude certain im-
port-sensitive products such as . . . footwear . . ." We feel that if Congress
should accept the idea of generalized tariff preferences (Title V of H.R.
10710), footwear should be excluded from its provisions in the statute Itself.

We are concerned about growing imports of nonrubber footwear from the de-
veloping countries because they are today the fastest growing foreign sources
of nonrubber footwear in our market. (Attachment G) Taiwan has replaced
Italy as the leading supplier of footwear, other than rubber, to the U.S. mar-
ket-112 million pairs In 1973, 35% of total nonrubber footwear imports Keep
in mind Taiwan's hourly wage rate is $.21-the U.S. $3.22, or 15 times as
great.

Brazil and Argentina are also cases in point. In 1978, the U.S. imported al-
most 20 million pairs of uonrubber footwear from Brazil, an increase of 65%
above the 1972 level. Imports from Argentina jumped from less than 500,000
pairs In 1972 to almost 4 million pairs a year later-an Increase of 788%.
Greece, Mexico, and Romania have all registered similar Impressive advances.
The latter, despite the fact that It does not enjoy MFN status, Increased Its
exports to us from 1 million pairs In 1972 to 2.5 million pairs in 1978, an In-
crease of 131%. We are pleased that the Treasury Department finally initiated
an anti-dumping investigation on welt work shoes from Romania on March 15,
1974. The American footwear industry first called the Treasury Department's
attention to the dumping of Romanian work shoes in 1968!
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M. ADMINISTRATION INACTION AND CONGRESSIONAL REMEDY

The problems faced by our industry from imports have been with us for
some time. They did not arise to injure our industry for the first time in 1978
or in 1974. What is happening is that unrestrained, growing disruptive imports
are weakening our Industry s position by what appears to be a deliberate pol-
icy of the Administration ignoring Its professed trade policy and the require-
ments of existing law that action be taken on a timely basis.

We have tried to work through the established procedure of the Trade Ex-
pansion Act of 1962, namely, the escape clause. We had great hopes and
expectations when in July 1970, as the Congress was considering trade legisla-
tion, President Nixon requested the Tariff Commission to launch an escape
clause investigation on nonrubber footwear. Six months later to the day (Jan-
uary 15, 1971), the Tariff Commission submitted to the Presidcnt its report
with an evenly-divided decision. Even the two Commissioners who voted in the
negative did so because they did not feel that injury resulted in major part
from tariff concessions, not because they felt there was no injury to our indus-
try from Imports.

It has been over three years since that Tariff Commission report was sub-
mitted to President Nixon. Yet to date the President has taken no action in
the case-either affirmatively or negatively. As the Committee members know,
under split Tariff Commission decisions in escape clause cases, the President
can join either with the Commissioners' finding affirmatively or with those ex-
pressing a negative judgment. The promise which the escape clause investiga-
tion held for our industry has been shattered by the failure of the-Administra-
tion to act on this issue. We have seen how imports have continued to mount
while jobs have been lost and production has fallen since the Tariff Commis-
sion's report was filed. That Is why we are appealing to the Congress for help.
What we are asking for is well within the scope of your powers. The key
question you must face is how much import disruption, how much import pene-
tration of the domestic market, how much loss of capacity and Jobs, how much
declining production, must an industry endure before action is taken to re-
strain imports. This question poses serious concerns not only for the nonrubber
footwear industry but also for others who may some day be in a position simi-
lar to the one we are in today.

For these reasons, our industry supports legislation such as that Introduced
by Representative Richard Fulton in the House (H.R. 8518), the Footwear Ar-
ticles Import Relief Trade Act. We hope that the Senate would consider simi-
lar legislative language. This realistic and reasonable approach to the import
problem faced by our industry would use calendar years 1970 through 1972 as
the base period for establishing import quotas. At the same time, there would
be provision for the automatic suspension of such quotas If International
agreements are entered into to provide for restraints on exports to-the United
States of nonruber footwear. The President-would be authorized to Increase
Imports where he finds that the supply of such footwear is inadequate to meet
domestic demand at reasonable prices. This approach also would provide for
exemption by the President from quota restrictions when he determines that
such exemptions will not disrupt the domestic market.

Such legislation would be fair to producers, workers, and consumers. Con-
sumers would be fully protected by the authority given to the President to ex-
empt nondisruptive imports from quota controls and by allowing him to in-
crease uotas if he should find that the supply is inadequate to meet the
domestic demand at reasonable prices. At the same time, the significant erosion
of the U.S. market from imports which has been so detrimental to the health
of our industry would be halted.

IV. THE TRADE REFORM ACT WILL NOT HELP US

In appealing to Congress for legislation to help our Industry--either as part
of the trade bill or as separate legislatlbn-we feel strongly that the Trade
Reform Act will not assist our industry any more than did the Trade Expan-
sion Act. We find serious problems with the Trade Reform Act as passed by
the House.

1. Tariff Cutting Authority.-An analysis by the American Footwear Indus-
tries Association shows that imports of 10 types of footwear on which tariffs
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were reduced during the Kennedy Round increased 110% in the five years
after these tariff cuts were made compared to import levels in the years imme-
diately preceding the Kennedy Round. On the other hand, there was a much
smaller increase of 30%, In imports of 4 types of footwear on which no tariff
cuts were made during the Kennedy Round.

Our industry cannot tolerate further tariff cuts. The trade bill should specif-
ically exempt from the trade negotiations industries such as ours which suffer
from substantial import penetration. Indeed it was our hope that one of the
remedies which might have come out of the Tariff Commission's escape clause
investigation would have been increases in tariff rates for nonrubber footwear
through the application of a traiff quota system.

2. Import Relief.-The Trade Reform Act has been hailed by some as pro-
viding a better means of delivering import relief, primarily through the es-
cape clause, than does existing legilsation. We disagree. We believe that the
promise to delivery import relief exceeds the actual willingness to do so. If the
Administration has nbt been willing to date to use the existing procedures
open to it under the present escape clause to provide import relief for an In-
dustry such as ours, so damaged by imports, then we must question whether
any industry can secure Import relief from the Executive Branch, when no de-
sire to provide relief exists.

Indeed H.R. 10710 contains new provisions under the escape clause applying
to the Tariff Commission and to the President which, In our Judgment, will act
to preclude the delivery of import relief. The factors, for example, which the
President must take into consideration under Section 202 before reaching a de-

.- cision run clearly counter to providing such relief and should be deleted. I am
referring here to the rquirement that the President, in deciding whether or not
to provide import relief, must consider the possible effectiveness of import re-
lief as a means to promote adjustment, the effect of import relief on consum-
ers, the impact of such relief on industries which might be affected as a result
of international obligations to provide compensation, and the economic and so-
cial costs which would be encountered by taxpayers, communities, and
workers, if import relief were or were not provided. All of these factors can
be the subject of major differences of -opinion, and bring into question the
effectiveness of the escape clause procedures in H.R. 10710 In providing import
relief.

The only way in which any degree of certainty can be introduced into the
escape clause procedure to assure Import relief when a case has been made
that imports are a substantial cause of serious injury to an industry, would be
to include a trigger mechanism that would result In relief when imports
reached certain levels of penetration of the domestic market.

3. Relief front Unfair Trade Practices: Countervailing Duties.-The Ameri-
can Footwear Industries Association, as we have noted, has had much experi-
ence with the countervailing duty statutes. We know from experience that they
are not being enforced by the Administration in a diligent manner. The revi-
sions contained in Section 331 of H.R. 10710 will do nothing to correct that
situation.

The provision for a one-year time limit for the Secretary of the Treasury to
make a decision is meaningless. The one year does not bekin until the Treas-
ury Department staff presents the case to the Secretary for determination. No
limit is set on how long the Treasury staff may take. And we know, again
from experience, that it can take years.

The discretionary four-year moratorium while trade negotiations are in prog-
ress will legalize the present non-enforcement of the countervailing duty stat-
utes.

What is needed are provisions which will (a) set a six-month time limit on
the total time which the Treasurey Department may take to make a decision
beginning with the date of filing of a complaint, and (b) require a published
report within six months after a complaint is filed on the detailed findings of
the Treasury Department in those cases where a negative decision is reached
by the Treasury Department. The new Section 31 providing for judicial re-
view in cases of negative determinations would then be available to complain-
ants receiving such negative determinations.

4. Relief from Unfair Trade Practices: Anti-Dumping Duties.-We are. con-
cerned as well over the Administration's policies under the anti-dumping
procedures. I referred earlier to the recent Initiation of an anti-dumping Inves-
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tigation on welt work shoes from Romania after many years of effort on our
part to have such an investigation Initiated. Certainly therecent action by the
Secretary of the Treasur in his role as Chairman of the Cost of Living Coun-
cil in requesting the Tariff Commission to "reopen, reconsider, and reverse" its
determination in the lead dumping case calls into question the intent to imple-
ment the anti-dumping statutes. We are mindful of the fact that the Secre-
tary of the Treasury is also Chairman of the East-West Trade Policy
Committee!

We object to the new provision in the trade bill (Section 321) that would
give only foreign manufacturers, exporters, and domestic importers the auto-
matic right to appear at anti-dumping hearings conducted by the Secretary of
the Treasury and the Tariff Commission. American manufacturers would have
to show good cause befor they could present their views. We recommend that
American manufacturers be accorded the same rights as others In appearing in
such hearings.

5. Generalized System of Preference.-There should be written into the bill
specific exemption from the provisions of Title V of those industries, to be
enumerated inthe statute, which are experiencing disruptive import competi-
tion. Footwear should be specifically exempted from Title V.

V. CONCLUSION

The conclusion our industry has reached is that we cannot support the trade
bill currently before you. We take this position not only besause of the serious
weaknesses which we find in the bill Itself, but also because, as it now stands,
the bill provides no import relief for the American footwear Industry.

In summary, we recommend the following to you:
1. We must have specific legislation to deal with the problems of the foot-

wear industry because the record of the Administration in meeting problems
of dt~ruptive import competition faced by our industry gives us no confidence
that now, or in the future, under the existing trade legislation or under H.R.
10710, there will be any Executive Branch solution to this problem.

2. The trade bill before you should be modified in several respects.
1. Industries such as ours which suffer from substantial import penetration

should be specifically exempted from trade negotiations.
2. The escape clause should include a trigger mechanism that would assure

relief when imports reached certain levels of penetration of the domestic mar-
ket.

3. The factors which the President must take into consideration in escape
clause cases before reaching a decision run counter to providing relief and
should be deleted.

4. In countervailing duty cases, there should be a six-month limit as the
total time which Treasury may take to make a decision beginning with the
date of filing a complaint.

5. In anti-dumping cases. American manufacturers should be given the right
to appear in hearings without having to show good cause.

6. The provisions for a generalized system of preference should specifically
exempt industries, such as ours, which are experiencing disruptive import com-
petition.

Effective action must be taken now to help our industry. Our future, in part,
is in your hands. We ask only for fair play so that we can compete on a basis
which makes it economically Justillaile to remain in business.

LIST OF ATTACHN.FNTS

A. Nonrubber Footwear: Imports as a Percent of Total Supply. 1960-1973
B. Nonrubloer Footwear: Net Iinports-pairs and value, 1900-1973
('. Employment in Nonruhbbr Footwear Manufacturing Establishments, 1960-

1973
D. Net Openings and Closings of Nonrubber Footwear Manufacturing Estab-

lishments, 1900-1973
H. Nonrubber Footwear: Domestic Production and Imports, 1960-1973
F. Nonrubber Footwear: Landed Costs of Imports Compared to Domestic Av-

erage Factory Value, (Based on 1972 Data)
G. U.S. Imports of Nonrubber Footwear, 1968-1973
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ATTACHMENT F.-NONRUBBER FOOTWEAR: LANDED COSTS OF IMPORTS COMPARED TO DOMESTIC AVERAGE FACTORY VALUE, BASED ON 1972 DATA

Men's misses', Sl rs Italy, Spain, Brazil, Taiwan, Romania, Aret
TotM Non- youths', children's, inddng feather leather leather Vinyl leather 10a1her1rubber and boys' and infants soft soles footwear ' footwear 2 footwear 3  footwear 4 footwear' footww

1. F.o.b. average value per pair of imported
footwear ---------------------------- $2.81 $4.50 $2.48 $0.88 $4.40 $4.60 $3.58 $0.85 $2.68 $4.402. Average, duty (percent) ------------------ 8.9 8.2 9.4 6.0 10.0 9.8 op.o 6.0 9.3 10.03. Duty in dollars(percent duty times f.o.b.).. $0.25 $0.37 $0.23 $0.05 $0.44 $0.45 $M36 $0.05 $0.52 $0.444. C.i.f. costs ----------------------------- $.33 $.37 $.32 $.31 33 $.33 $.33 $33 $.33 $335. Landed cost ............................ $3.39 $5.24 $3.02 $1.24 $ ,17 $5.38 $4.27 $1.23 $3.53 $5.17

6. kveral factory value per poor ............ $5.56 $8.21 $5.37 $1.67 $6.54 $6.54 $6.54 $3.27 $6.54 $6.547. Line 6 minus line 5 (differencebewe
landed value of Imports and average fac-
tory value ........................... $2.17 $2.97 $2.35 $0.43 $1.37 $1.16 $2.27 $2.04 $3.01 $1.37

8. Required additional duty to equalize do-
mestic and import values (percent) -. 77.2 / 66.0 94.8 48.9 3.11 25.2 63.4 240.0 112.3 31.1

1 Lea tr footwear from Italy accounted for 90.4 percent of the total f.o.b. value of shipments from Italy.
SLeather footwer from Spain accounted for 94.4 percent of the total f.o.b. value of shipments from Spain.

3 Leather footwear from Brazil accounted for 99.7 percent of the total f.o.b. value of shipments from Brazil.4Vinyl footwear from Taiwan accounted for 95 percent of the total f.o.b. value of shipments from Taiwan.
L L.ther footwear from Romania accounted for 100 percent of the total f.o.b. value of shipments from Romania.
Letter footwear from Argentina accounted for 89.9 percent of the total f.o.b. value of shipments from Argentina.



1919

ATTACHMENT G.-U.S. IMPORTS OF NONRUBBER FOOTWEAR, 1968-73

lin thousand pairs

Country of origin 1968 1969 1970 1971 1972 197,

Taiwan ........................ 15,316 25,897 42,045 64.787 91,259 111,702
Italy ............................... 58996 6103 80,680 77, 849 79,698 76, 853
Spain .............................. 14.248 20.729 21 250 31,216 39,254 36. 805
Brazil .............................. . 477 2,410 8,136 11,809,528
Mxko... 2, 451 3,963 3, 538 4, 044 14,810
Japan ............................. 65,145 66,63 59,789 51,371 27,502 9,124
Koran Republic ................... 879 1,924 3,296 7,950 7.173
Hong Kong ....................... 2 4,311 5,465 5,995 6,813 6,512
Ar ntina .......................... -- 301 465 3,75
Aria 270 365 1,373 3.1C8
India ........................ 1924 2,097 2,926 3,029 3,547 276France.......... ....... 2622 2,520 3,102 2,883 2,957 2,742
Romania ........................ 740 601 585 681 1,068 2,467
reece.......................... 83 228 480 776 1,581 2,381Canada ..................... 1,731 978 2.527 2,94 •2.272 2,265

WestOrmany ...................... 962 1:941 82,807 2,453 2,60 1,794
I Negligible.

Source: Compiled from official statistics of the U.S. Department of Commirce.

Senator NELsox. Our next witness is Mr. Irving Glass, president
of .Tanners' Council of America.

Mr. Glass, the committee is very pleased to have you here today.

STATEMENT OF IRVING R. GLASS, PRESIDENT, TANNERS' COUNCIL
OF AMERICA, INC.

Mr. GLASS. Senator Nelson, Senator Packwood, Senator Hansen, I
am rather gratified at. the request you directed at Mr. Lockridge in
your dialogue with him. In a sense, it seems to reflect the very issues
to which we have sought to address ourselves in the statement we
have left with you.

Senator Packwood, for example. asked a question which involves
the philosophy of the trade legislation that you have under consider..
ation. It is somewhat paradoxical to us, the bill is described as the
Trade Reform Act. We do not see it as a Trade Reform Act, because
we do not think it comes to grips with the fundamentals of the
whole context and background of trade in the world today.

Senator Hansen, for example. asked whether it would be possible
under the conventional and traditional concept of' the free movement
of men, materials and money to achieve equity in trade today. My
answer to that. question, Senator Hansen, would be, we do not think
it is at all possible, because the very basic context of world trade
today has changed, with virtually half or more of the world's popu-
lation living under controlled or semicontrolled economies.

Ours is an industry that was literally nurtured and bred with the
concept of free trade. Tanners were traders. They traded all over
the world. They cannot trade today. We no longer have the opportu-
nity for the free movement of men, materials, and iiioiiey.

Let me give you a very direct and pertinent illustration today. By
all of the precepts and the preachments of Adam Smith in free
trade, our tanning industry in the United States today should be one
of the most flourishing industries in the country. Ve are blessed
with unequalled raw material resources, in your State and others.
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We have the largest sup ly of cattle hides, quality cattle hides, the
world has ever known. We have got the techniques, the know-how,
the plants, the people. We can make leather better and cheaper than
anyone else in the world.

We are not permitted to export that leather. We are not permitted
to bring the advantages of our productivity, our costs, our ability to
anticipate style trends, our ability to give value to consumers. We
are not permitted to export.

You have heard, I am sure, in the course of recent years the
squawks that have come from various industries, and I trust not least
ours, about the absolute embargo against U.S. leather imposed in
Japan. Some 25 years ago we began addressing ourselves to various
governmental agencies and to the Congress, imploring help in re-
moving the trade barrier which Japan imposes against the import of
leather from the United States.

Senator NELSON. Do they prohibit it totally, or do they have ahigh tariff Ifr. GLss. It is prohibited totally by import quota, by currency

control.
Senator NELsoN. Where do they get their leather ?
Mr. GLASS. I would be very happy to expand on the answer, sir.
Senator NFtsox,. Go ahead.
Senator PACKWOOD. I would like to know, because I did not think

the Japanese had any indigenous cattle industry.
M r. GLASS. They do not, except for a very small quantity of

hand-massaged Matsuoka beef. There is no beef. They import all of
their hides from the United States. Japan is the largest importer of
U.S. hides. Last year Japan acquired some 7 million hides in the
United States.

Senator NFusoN.-. Oh, you are saying they will not permit the
tanned product to come in, but they will take the raw hide?

Mr. G Ass. Yes.
Senator HANSEN. If the witness would yield at that point, let me

observe to my distinguished colleagues, I am in the cow business. I
said I was a farmer. I tried to upgrade myself by describing myself
as a farmer. Actually, I am a rancher. And we have caught it both
ways.

Most people in America like to have cheap beef, you know. It is
all right for wages-and everything else to go high. But for heaven's
sakes, do not let meat go high. Well, a few years ago, the Japanese
demand for raw hides, as the witness has just observed, was quite
dramatic in its rise and cattle hides, went from about $5 to $6 per
hide to about $11 or $12. President Johnson imposed an export em-
bargo on raw hides because, I think there was no question, had these
hides continued to move out of the country, the price of shoes might
have raised the price from $1.50 to $3.50 per pair.

So I know a little bit about what the witness is saying. It is abso-
lutely right. There is a great demand over there for it.

Mr. GLASS. I would like to think, Senator Hansen, on that issue
we are allies, rather than being what is described today as an adver-
sary position.

What the Japanese have done by currency control and by a vir-
tual embargo on U.S. leather is to lay the groundwork over a 25-
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year period for their own processing and their own development of
leather. But to this date, they cannot produce leather of the quality
and the value which our-greater productivity and know-how makes
possible in this country.

The initial excuse 25 years ago was a dollar shortage. When that
obviously became nonsense, several other excuses were developed by
Kishi, the Japanese Minister of International Trade Ministry. They
claimed there was a certain minority, a privileged group of workers
who had to be protected, and therefore U.S. leather had to be ex-
cluded.

To this day they impose a quota on import of U.S. leather which
is so ludicrously small it is meaningless.

Senator NEpuso-.. It is not an absolute embargo, then?
Mr. GLAss. 99 percent.
Senator PACKWOOD. I might add, they do the s-ame thing to logs.

They will not purchase processed lumber. They have a very exten-
sive'lumber industry in Japan to use the raw logs they import and
process there.

Mr. GLAss. Japan is not the only country. There are many other
countries. And this in a sense addresses itself to the question raised
by Senator Packwood:

What are the equities of trade today?
Where is reciprocity?
We submit to you gentlemen that we think something more funda-

mental has to be done in framing foreign trade legislation today.
We must take account of the basic fact that there is no reciprocity.
It would be heartening, encouraging to feel that somehow or-other
the GATT convention will conquer all. From our observation, very
few nations live obsequiously to the GATT convention.

For example, throughout South America there are embargoes or
prohibitions against the import of any U.S. leather or leather prod-
ucts. Our duty on leather averages less than 5 percent. The Argen-
tine duty is 90 percent. The Brazilian duty is 75 percent. You have
heard from -other witnesses about the subsidies granted by South
American governments.

We feel that very strongly in the case of leather, because the ex-
port of finished leather froin Argentina and Brazil, finished shoes
and finished leather garments and pocketbooks and small leather
goods, is maintained, stimulated, initiated and motivated by subsi-
dies of up to 13 percent.

We have another problem, the Common Market.
How do we cope with the situation where one group of nations de-

rives its revenues through a value added tax?
We have an income tax. Exporters-from Europe shipping leather

or shoes to the United States gain a remission of the value added
tax on their exports. If we ship to Europe we have to pay the full
value added tax. We have an immediate barrier there, a nontariff
barrier of a kind which completely changes the terms of trade.

There is another issue, I think, that must be considered in the
evaluation and in the answer to the questions you have asked.

How do we cope with nations where the free market, where the
judgment of the marketplace in terms of cost and price and profit is
irrelevant?



71922

If Czechoslovakia as a matter of national policy wants to ship
work shoes to the United States, or if Rumania seeks to ship shoes
to this country, or India or Spain, national policy is involved. For-
eign trade in effect is an instrument of national policy.

How do we cope with that?
How call the free market. possibly deal with that situation?
We certainly have not been able to cope with it with respect to

.Japan. I have'had any number of visits from Japanese manufactur-
ers, Japanese retail organizations, who in effect have pleaded with
me to plead with our Government, the U.S. Government, to do some-
thing to change the Japanese intransigence against imports of U.S.
leather. They want it for its value, they want it because it will give
a stimulus to their consumer market.

Senator PACKWOOD. Let me ask you something there if I can. You
are a labor-intensive industry.

Mr. GLASS. Yes, sir.
Senator P.AcHWOOD. And yet. you have no fear of competing any

place in the world, given a fair opportunity to get to markets?
Mr. GLAss. Yes, sir.
Senator PACKWOo. How can this labor intensive industry do so

well in the world if you have free access to the markets?Mr. GLAss. Because, sir,. we benefit from what used to be called by
the classical economists certain natural advantages. We have the raw
material here at home. We do not have to transport salt water and
other things anywhere from 5,000 to 10,000 or 12,000 miles.

Senator PACKWOOD. Argentina has the same resources.
Mr. GLASS. Argentina is building its leather and leather manufac-

turing industries such as shoes today on the basis of subsidization.
Senator PACKWOOD. I am thinking of the tanning industry partic-

ularly.
Mr. GLASS. The tanning industry in this country has the advan-

tage of raw material, the advantage of technique. We have had in he
p ast-it has shrunk, unfortunately-a huge domestic market That
large domestic market made it possible for the typical tanning unit
in this country to be a large scale enterprise.

Senator PACKWOOD. What you are saying is, you could compete
with Australia or Argentina or New Zealand in markets-around the
world so long as it was an equal shot for all of you?

Mr. GLASS. Yes, sir. No question about it. As of today, as an in-
dustry we say, do not tie our hands behind our backs. If others do
unto us as we do unto them, we can compete anywhere in the world
today in the production of leather. We could be haviiig tanning
plants-built in Wyoming, additional plants in Wisconsin, we could
have plants going up .n the southwest near the new sources of raw
-materials, the packing plants established throughout the Panhandle.

We could be giving employment today to 10,000, 15,000, 20,000 ad-
ditional people, because as a nation blessed with raw- material we
could bring those blessings to the rest of the world. "Japan is a direct
e xmple. I can say in all conscience that we would be giving an
enormous economic advantage to Japan if they permitted us to ship
leather into Japan on the same terms as we allow them to ship to us.

Would we _ )nefit?
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Of course. But that is as it should be. Any trading relationship
that is equal and does not carry mutual advantages is not a good
trading relationship.

Lastly, gentlemen, if I may for another moment, I would like to
impress upon you the importance of recognizing that in this world
with the changed character of the national economies that dominate
the larger part of the world, we must give thought to labor intensive
industry. I know the term has been used again and again. I know
probably every witness in every industry where labor represents
more than 10 or 12 percent of the sales dollar has referred to labor
intensive industry. The essential, the critical point is, we as a Nation
will never be able to solve our problems, the problems of our urban
areas, our metropolitan areas, our minority groups, we cannot solve
those problems. We cannot achieve the fundamental economic inte-
gration of all of our people without having labor intensive indus-
tries to absorb so many people, to- give jobs to hundreds of thou-
sands and millions of people.

We cannot all be astronauts or physicists or build 747's,
And so, gentlemen, our basic position is that Congress, you the

Senate, in dealing with foreign trade legislation must in a sense di-
vorce yourselves from the conventions, the traditions, that have held
too many of us captive for the last 35 years. It may well be that we
have to frame a new form of trade policy that can do justice to our
national problems and keep our economy viable and preserve our
standards of living until the blessed day comes when the-entire
world somehow or other approaches our ideals and our standards.

Thank you.
Senator NELSON. Does anyone have any further questions?
Senator HANSEN. Mr. Chairman, I could not help thinking as the

witness was testifying that he is most persuasive. I had an experi-
ence in Japan in 1965. I toured that great country with a group of
10 Governors for a couple of weeks. And we went through one of
the big steel mills over there during the time we were there. -

I had been through a little steel mill. The only steel mill that I
had ever been through before us in Utah. built (luring World War
II. It served a very useful purpose and contributed mightily to the
successful outcome of our war effort. But it is pretty well antiquated
now, and was not any too modern. I suppose, at the time it was
built.

But as I compared that mill, the Geneva plant, with the mill we
- were observing in Japan, I could-not help comparing the number of

laborers in Utah with those in Japan. The Japanese operation was
run by a computer, it was programed. They punched a few keys to
decide what kind of products they wanted to make. And there was
hardly anyone around there.

The steel, as I recall, they were making some ribbon steel that was
being extruded or moving out of the factory at a rate of about 1,500
feet per second. By comparison, the mill in Utah when I visited
there just a year before reminded me almost of a sawmilling opera-
tion. They bring these hot ingots in and they roll them one way, and
then they turn them over, not too much unlike a sawmilling opera-
tion that I am sure you have seen, where they turn the thing the
other way and roll it again that way.

30-229 0 - 74 - 13
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And among the visitors to the Japanese plant that day was one of
the higher officials from one of tie companies in Pittsburgh. He was
over there learning how the Japanese were making steel. And I am
aware, too, that the investment that America made in Japan, made
around the world many places, made it possible for their mills to be
very modern, to employ. the latest techniques.

I wish I could share your enthusiasm for the ability of American
industry to compete. Now, you did make the one point that you
thought gave the tanners in this country an advantage, and that was
that you had access to this great source of raw material. I do not
know how many cattle we have, around 110 million, 115 million
head.

Mr. GLASS. 127.5 million as of January 1st.
Senator HANSEN. As a cattleman I try not to get on the high side.
Nevertheless, that is an advantage and I recognize it. But when

you look at industry after industry, I am inclined to think that we
have got more problems than some people believe we have. We pay a
lot of taxes. When one industry is hurt we have legislation on the
book to give extended unemployment compensation to workers. We
have special schools to train employees who are out of work because
their industry has been struck.

And I say again, with the multinationals' demonstrated ability as
in one case, that in the textile industry they bought a plant lock,
stock and barrel and moved it abroad. They took their management
.personnel over there. And I cannot think that.the great difference
between wage paid hereand paid in a foreign country is an insig-
nificant factor in the ability to compete---

Mr. GLiss. Let me elaborate on the facts, because it offers, I
think, a very striking example of the sort of product of economic in-
equTifF difference by our Government or our administration in
assuring terms of trade which provide equity. We exported last year
17 million hides, almost 50 percent of our total production in this
country.

I estimate. statistically at any rate, that almost all of those 17 mil-
lion hides came back to'us as fabricated proudets, as shoes or hand-

'bags or leather garments. In other words, we were in the somewhat
on~erous position of being a colonial entity shipping raw material
abroad to develop countries such as Japan or Taiwan or Spain or
Italy, and then paying them to manufacture goods for us which
were brought back here and in turn put our shoe workers, our
pocketbook workers out bf work.

Senator NELSON. May -1 ask at that point, what is the total num-
ber of hides available in the market place in this countryI

Mr. GLASS. This year it will be 3 to 38 million hides in this coun-
try.

Senator NELSON,-. And we export 17 million ?
Mr. GLASS. Last year 17 million.
Senator HANSEN. Mr. Chairman, if I could just add a footnote at

that point, let me say that in addition to what I have said about the
steel industry in Japan, it ought not to go unnoticed that they have
neither an important source of ores or coal. They have to import
both of these things, and they are getting --- lot of it out of the
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United States. And while there is still a difference, and while wages
are rising in Japan more rapidly than they are in this country, I
just cannot share youi,-unrestrained enthusiasm for our ability to
compete and pay substantially greater wages here than other coun-
tries pay without some other adjustment being made.

I hope you are right.
Mr. GLAss. Senator, I know our product area. I have lived with it

for so many years. We can produce in one of our typical tanneries,
say in Sheboygan or-Milwaukee, we can produce 58 to 62 square feet
of cattle side leather per hour. The highest productivity that is
achieved in any tannery in Europe is roughly 22.

Senator HANsN. Well now, let me ask you, do you think that you
could take your knowledge and capital and machinery and go
abroad and be able within 4 or 5 years time to recruit a labor force
that might be fairly comparable to the labor force you have here?

Mr. GiAss. No, sir, I do not. And moreover, I would have to cope
with the disadvantage of transporting hides from the United States.

Senator HAXNSEN. I grant you you have that advantage.
Mr. GLASS. And currently, as a matter of fact, because of bunker

oil charges, the cost of moving hides is enormous. It is huge. Plus
the fact that with money at 10 or 11 or 12 percent, the interest cost
for hides that are on the scene for 6 weeks or 8 weeks or 3 months
becomes a very appreciable factor.

These elements of economic cost plus our possession of raw mate-
rial and our know-how gives us an advantage. So, given equality of
trade opportunity, equality of competitive opportunity, we could
compete.

Now, there is another consideration. We made a good deal of
progress in this country on waste disposal and dealing with our eco-
logical problem. Our own industry, for example, over the past 10 or
12 yearslias made very substantial investments in cleaning up its
effluent, in discharging water which meets the highest standard set
now by the EPA. They have not done it in Japan. They have not
(lone in Italy. They have not done it in Spain.

They are confronted today with a very serious problem of a capi-
tal investment, sooner or later, in order to.-prevent themselves from
being sunk in a sea of waste.

Senator HANsEN. I hif- used up my time, Mr. Chairman.
Thank you very much.
Senator PACKWOOD. I just might say that what Mr. Glass has said

was somewhat echoed by Mr. Lockridge where he gaid, given 15
years they could compete if wages were the only factor. A number
of other witnesses have said that, in both labor intensive and non-
labor intensive areas: If wages were the only thing that they had to
compete withrthey could conipete. It is the nontariff and other bar-
riers that cause them problems, and I think it is instructive when we

'- consider this legislation we should not be swept away solely with the
argument or the fear of wage differential.

Ir. GLAss. Would you permit me, Senator, to elaborate for just a
moment on the consequences of the course we have taken over the
last 20 years or so

In the United States the tanning industry has lost a huge chunk
of its domestic market because of the shoes that have come in from
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abroad, and now represent more than 40 percent of the shoes con-
sumed at retail. We lost thatchunk of market because those nontar-
iff elements, obstacles, discrimination, barriers, and so on, provided
havens which enabled foreign industry to develop and grow and
build its productive capacity. Now. that somehow or other must be
arrested. At some point the United States has got to stand up and
not trust to the huddles of trade negotiation.

With all due respect to the negotiators, they too are captives of
traditional convention and institutional posture. The Congress, in
my opinion, should lay down the rules of the game and say, thus far
and no further. In the case of Japan, for example, I do not believe-
there is any valid excuse whatsoever for the Japanese position main-
taining an embargo against our products and expecting that they
can enter our market without hindrance.

Should not someone in the Congress, should not the voice of Con-
gress rule the negotiators when they consider that situation?

Senator HIANSEX. There are somefthings on which we agree. I
agree with you on that point.

Mr. GrAss. Thank you, sir.
Senator NFisox-. Thank you very much for your very valuable

testimony. I appreciate it.
Mr. GLAss. Thank you.
[The prepared statement of Mr. Glass follows:]

PREPARED STATEMENT OF TANNERS' COUNCIL OF AMERICA, INC., PRESENTED BY
IRVING 11. GLASS, PRESIDENT

Mr. Chairman, members of the committee, my name is Irving R. Glass and I
am President of the Tann'ers' Council of America, the trade association of the
leather industry of the United States.

The title of the legislation you are considering strikes our industry as a par-
adox. It Is our conviction, based on bitter experience, that the foreign trade
policy of the United States must be reformed. We see no evidence, however, in
the Administration draft or the bill approved by the-House of any reform ad-
dressed to the basic and crucial issues. In our opinion those issues are:

First, the conservation of labor Intensive industry in the United States for
the sake of a viable national economy.

Second, equity in foreign trade so that domestic industry is not perpetually
afflicted by unfair barriers and discrimination aborad.

Third, explicit recognition that the frame of reference of foreign trade has
been completely changed by the existence of controlled and semi-controlled na-
tional economies accounting for more than half the world's population. That
fact cannot be denied and our national foreign trade policy must be geared to
deal with It.

Ma -I briefly address myself to these issues. The leather and leather con-
suming industries are labor intensive industries. A high proportion of the
value added by manufacturing leather or shoes or pocketbooks is accounted for
by wages and salaries. During the past ten years, and I use the decade merely
as a convenient period In which to pinpoint extraordinary facts, our product
area hias been literally ravaged by inequitable foreign trade.

In 1963 the U. S. leather.industry produced the equivalent of 31.4 million cat-
tlehides in finished leather. By 1973 the equivalent total had declined to 21.0
million, a drop of 33.1%. In 1963 the domestic shoe industry produced 604 mil-
lion pairs of shoes. The total last year was only 488 million pairs, a decline of
19.2%. The direct cause of this tremendous contraction was a flood of imports.
In the same ten years shoe imports increased from 62. million pairs to 315
million.

Your Committee has had occasion in recent years to hear a great deal of
discussion about shoes, leather, baseball gloves, and other products In our In-
dustry area. There is no point in belaboring the facts today. The forebodings
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we have expressed have been confirmed. Domestic production and import totals
speak for themselves. I merely want to call your attention to the implications
of the facts in terms of our trade balance and employment.

We calculate that last year, 1973, the leather and shoe product area ac-
counted for a trade deficit of $1.2 billion. That deficit represents the vast dis-
parity between our export of raw material, that is cattlehides, and our import
of finished leather products. In effect we imported labor and created unemploy-
ment at home. The absence of forthright policy on imports was responsible for
plant liquidation by the scores and, therefore, for the loss of payroll producers
in many, many communities. I submit that the loss of Job opportunity when
labor Intensive industry shrinks has become and will remain an acute national
problem.

Time and again we have been told that the United States must tolerate var-
ious ineqiuties in foreign trade because other countries have serious Internal
problems. Only lately has it begun to dawn on the pundits that we, too, have
a grave problem. Without labor intensive manufacturing industry there is no
way to relieve the relief rolls, to stop the growing vulnerability of our urban
areas, to maintain a balanced economy. Adjustment assistance schemes are pal-
liatives. They cannot cure a cancer. Nor, in my opinon, is tinkering with cur-
rency rates a true answer. Nations which are Intent on maintaining employ-
ment at home will not be deterred from taking whatever action is necessary to
assure their exports to the United States.

There can be only one effective and pragmatic solution if we accept the
premise that labor Intensive industry is vital to our national well-being. There
must be some reasonable control applied to traffic on the trade bridge between
ourselves and the rest of the world. In the absence of such control the
stampede in our direction can leave irreparable damage. We have seen that
happen in shoes and leather products.

- To a very large extent the damage inflicted on us by imports derives from
the second issue I want to cobment on, namely inequity in foreign trade. May
I give you a direct and positive illustration of how we are grossly hurt by the
utter lack of reciprocity in foreign trade.

By every traditional standard, by every academic precept and preachment,
the leather industry of the United States should be flourishing today. We have
unequaled raw material resources, we have the know-how and the people and
make leather better and cheaper than anyone else In the world. Are we per-
mitted to bring the benefits of our productivity to other countries as freely as
we allow them to enter our market? We-are not. We are denied anything re-
sembling equality of competitive opportunity and trade.

The most shocking case In point involves our trade relations with Japan.
For almost 25 years the leather industry has been urging, petitioning, pleading
for trade reciprocity with Japan. Their leather and leather goods are free to
enter the United States without let or hindrance and on the most-favored-na-
tion basis. We are barred to this day by quotas which are so small as to be
ludicrous. Invariably the Japanese find an excuse for failure to do unto us as
we do unto them. Initially it was dollar shortage. When that faded the ration-
ale became an under-privileged or minority class of labor. The excuses are ob-
viously nonsense-wnd totally secondary to the overriding economic purpose of
the government and business complex which controls the Japanese economy.

I can state without any qualification that-unhindered access of U.S. leather
into the Japanese market, that competitive opportunity similar to that which
iwe accord to Japan, would be as beneficial to them as to us. It is economically
absurd to transport raw cattlehides from the United States for ten or twelve
thousand miles, to use bunker oil for salt, water as well as hide-substance. I
can assert, therefore, with absolutely clear conscience that Japanese consumers,
retailers and manufacturers would be the primary beneficiaries of U. S.
leather.

We, too, would benefit, and that is as it should be. Every other country has
taken measures to promote the processing and the manufacturing at home of
its hide and skin raw material. The United States is the great exception, un-
fortunately. We should be building plants now in the Southwest and other
parts of the country to process our cattlehides, to manufacture leather, but we
are not. Our trade policy in the past, our-failure to gain reciprocity in trade,
has led to the export of raw material for manufacture aborad and for return
to us as finished goods. That is the primary reason for a trade deficit In our
industry area of one billion, two hundred million dollars last year.
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Japan, of course, is not the only country imposing restrictions and obstacles
which totally violate the concept of reciprocity. Some of our friends in South
American who enjoy most-favored-nation status with us, employ astronomical
tariffs. Our duty on leather averages 5% but the Argentine duty on U. S.
leather starts at 90%. Duties in Brazil, Mexico and every other country in
Latin American are of a similar order of magnitude. The other side of the coin
in Latin America and elsewhere is government subsidy to promote and stimu-
late the export of processed or manufactured goods. Argentine exports of shoes
or leather garments currently get a bounty of 30%. In Brazil the subsidy is
approximately 25%. Is it surprising that imports of shoes and other leather
products from these countries are rising swiftly, gaining almost 100% every
year?

Your Committee is aware, I am sure, of the singular problem presented by
the Common Market. If we wish to sell leather or shoes to the Common Mar-
ket we have to pay a border tax which is usually equivalent to the value
added tax of the Common 'Market countries. Obviously such taxes make simple
tariff rate comparisons meaningless. But, the European exporter is granted a
remission of the value added tax on shipments to the United States. It is true
tha-t our tax systems are different but the critical point is that a U. S. tanner
Is not granted any remission of income tax and in competitive terms, there.
fore, we are severely handicapped in spite of our greater efficiency and greater
value.

It would be pleasant and reassuring to think that the GATT convention will
solve these questions of non-tariff barriers, trade discrimination and ineqiuty.
We do not think so. Observance of GATT obligation is something less than se-
dulous. We believe that the solution must rest on our determination that reci-
procity shall not be flouted, that the privileges we extend in trade must be
balanced by equality on the other side.

Our industry thinks that we have temporized too long on this issue. Let us
return to clear-cut principle without Ifs, ands, buts, and discretion. If we are
to put an end to the proliferation of Inequity and inequality from which we
suffer, a straightforward and mandatory observance of the principle Is the sine
qua non. It cannot be done otherwise and the huddling in trade negotiations,
the deep absortplon with split Infinitives in framing protocols will never be a
cure.

Finally, everything that concerns our industry with respect to import of fin-
ished goods, export of raw material, or lack of trade reciprocity is related to
the issue of controlled economies. I use that term to emphasize the remarkable
change in the context of international trade or exchange in the last 30 years.
In a very large part of the world the arbitrament of the market has been re-
placed by controlled national plan and purpose. How many countries remain
where the facts of cost and price determine entrepreneurial decision? In na-
tion after nation foreign trade is primarily an instrument of national polloy,
and exports or imports are ruled not by lrroft or loss but by their relevance to
national planning.

The compelling question to which we must direct our thought in trade policy
is obvious. How can the typical market oriented enterprise, without the re-
sources of the multi-national corporations, contend with the operation of state
controlled organizations? If for example Rumania, Czechoslovakia, India, or
Argentina and Brazil undertake to capture a U. S. market for their purposes
and on their economic terms, how does the average American manufacturer re-
spond? His resources, to put it mildly, cannot match the recources of a foreign
government In competitive buying or competitive selling. What criteria can be
used in applying anti-dumping or countervailing duty provislones of the law
against state-controlled enterprises?

In our Judgment there has been far too little weight given to these factors
In the country's thought and appraisal of foreign trade policy. Too many peo-
ple, In and out of government, have continued to think as though we were still
in the 19th Century, in the heyday of the free market. We have not come to
grips with reality. The Impact of controlled economies on foreign trade could
well be the most important reason for anticipating peril instead of surveying
damage. Our recourse is simple: We must define in advance the levels or
points at which unbalanced trade movements may spell disaster. At those lev-
els or points built.in corrective measures must become mandatory and immedi-
ately operative.
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The course we recommend would be a departure In foreign trade legislation
and policy. It is a departure dictated by the reality of the modern world and
by our economic preservation.

Senator NELSON. Our next witness is Mr. Hemmendinger of Stitt,
Hemmendinger and Kennedy.

STATEMENT OF NOEL HEMMENDINGER, E , ON BEHALF OF THE
LAW FIRM OF STITT, HEMMENDINGER & KENNEDY

Mr. H:mMENDINOER. Mr. Chairman, members of the committee,
thank you for taking me at this time. I regret that I was not able to
be here earlier at the appointed time.

I am Noel Hemmendinger of the law firm of Stitt, Hemmendin-
ger, and Kennedy, of this city.

We have asked to appear here today not on behalf of any specific
interest, but simply to bring to this committee the benefit of our ex-
perience as practitioners. At the same time, we owe candor to this
committee as to the areas of our experience. We have over the years
represented import interests in the trade field, many Japanese. My-
partner, Nelson Stitt, will appear here next week on behlaf of the
United States-Japan Trade Council. We have also represented Mexi-
can interests, and there is a possibility that we will become involved
in the pending case on Brazilian footwear.

However, as I say, we have not been retained or requested to ap-
pear for any specific client. But we thought it would be useful to
talk about certain Rections of this act from our experience, because
there are provisions, some of them highly technical, which it has
seemed to us do not get the attention that they ought to have, and
that it would be useful at least to make a record which can be con-
suited at leisure by those who care to.

I am going to skip over our testimony on section 201.
Senator NELSO.% Your testimony will be printed in full in the rec-

ord, and you are free to present it any way you desire.
Mr. HF.3MENTDINOER. Thank you.
In the interest of time I am going to skip over our comments on

section 201 and on the amendments to the Antidumping Act, and
come immediately to the area of the Countervailing Duty Law, on
which we feel rather strongly there is much to be said that has not
been said.

Our submission, basically, is that the Countervailing Duty Law, as
C enacted in 1897. is-a very primitive enactment. It provides a principle

that there should be a countervailing duty against a foreign bounty
or grant. There is no injury test. There is no elaboration of what is
a bounty or a grant. It should over the years have either been
amended or, in my opinion, been elaborated by Treasury regulations.
It *vas not done.

What was done was that a practice was elaborated which was
largely unpublished on the part of the Treasury Department which
made a considerable amount of sense-namely, rather than adminis-
ter the words "bounty or grant" to the broadest statutory reach, the
Treasury interpreted it in the light of international agreements
under the GA'T-in other words, more or less in terms of an inter-
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national consensus of what kinds of incentives on the part of in-
dustrial nations might be appropriate. Because they exercised their
power, if not their statutory discretion, to put cases in the drawer
and to keep the drawer closed, they probably denied relief sometimes
because there was no showing of injury, no real American interest to
be served by giving relief, and perhaps they weighed such interests
against the foreign policy interests of the problems that would be
raised with the countries concerned. Because, let me point out, the
Countervailing Duty Act is aimed essentially at the policies of for-
eign governments, not-foreign industries, not foreign exporters, but
foreign governments.

Now, the problem is squarely before the Congress, because amend-
ments have been proposed, and I understand in some quarters the
Treasury has been taxed with not adequately enforcing the law. And
we have amendments which are really quite inadequate and unsatis-
factory.

My submission is that you should go back to the bill that was pro-
posed by the administration which would have given the Secretary
of the Treasury discretion whether or not to countervail, for the
very reason that this is a foreign policy tool in its basic nature. The
power to countervail is very like the power to retaliate under section
301, because you are saying to a foreign government, we do not ap-
prove of one of your practices, and we are going to do something.

Now, this is something that belongs in the diplomatic arena, and
the President or the Secretary should not be narrowly confined in
their choices. It is also obvious that the bill shouldlhave an injury
test. It makes no sense whatever to take action against importations
advantageous to the American consumers unless there is some Amer-
ican interest which is being adversely affected.

The reason that the injury test hias not been proposed by the ad-
ministration for dutiable products, although they have proposed it
for nondutiable products, I believe, is that they feel that it might be
better to use this as a negotiating counter, and that they expect to
bring back something with an injury test in it after they have nego-
tiated on what are and are not acceptable international subsidies.

Senator NELSON. Let me ask you a question. You have heard the--
testimony of Mr. Glass.

Would you consider that the example he gave of the embargo on
the importation of finished leather products front the United States
would meet any reasonable hijury test for retaliation With counter-
vailing duties? 0 *

Mr. HEM.3i-ENDINOER. This is an injuiy of a different character
from those that would be involved under the Countervailing Duty
Law. I think this is something that the U.S. Government has very
sound grounds to complain about, and that the question of what ac-
tion should be taken on it does belong in the area of foreign tradediplomacy.I happen to have-known a little bit about this because I have rep-

resented Japanese footwear interests, but not leather footwear inter-
ests. I represented Japanese rubber, which is now no longer much
interested in the American market, and Japanese vinyl. which is no
longer much intersted in the American market, because Japan has
risen and fallen in these areas. These trades have moved elsewhere.
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But I have asked that question because it is an obvious irritant to
U.S. trade relations, and it does arise, as Mr. Glass said, out of a
fear or an apprehension which is very hard for Americans to grasp,
over the attitudes of the underprivileged group known as the Eta,
who are leatherworkers in Japan and who can best be understood in
terms of the Indian caste system. This is a group which is to me or
you undistinguishable from other Japanese, but which does not in-
termingle freely and is denied many privileges, not legally but just
merely socially. And they have for many hundreds of years been
largely confined to the leather trades.

I cannot quite grasp the attitude of Japanese officials on this. But
when you consider that they have yielded on many other areas of
protectionism, it is necessary to understand that this is a true reason
whether or not we like it. Now, when you come to the position oi
Secretary of State or Ambassador Eberle and how hard he pushes
on this when he is dealing with a social phenomenon of .this sort,
and he is doing a lot of other things that are important with Japan,
I cannot give you the answer. Maybe we should retaliate. I do not
know.

Senator NP.LsoN. Well, if there is any test of inju ,y that would
have any rationale to it, it would seem to me-this would be a clear-
cut case. Here you have the tanning industry saying, we do not want
any barriers at all. We are not asking, for any advantage what-
soever. The leather is being bought, the ides are being bought here.
They bar entrance of our finished leather into the marketplace, and
then export a substantial amount into our marketplace of finished
shoes. If that is not an example, then I doubt whether there are any.

Mr. HEMMENDINGOR. My argument, Senator, is not whether or not
something should be done here, but against any concept of automat-
icity when we talk about injury. I have been talking about the im-
port side. That is the context which is most common now.

Whether or not we would be able to sell the leather in Japan com.
petitively with Japanese leather is something I do not know. The
extent of the losses to our leathermakers I have no information.

Senator PACKWOOD. How, do we make it clear in legislation if we
want to achieve the end that the two previous witnesses have talked
aboutI

We want equal access'to markets, and that is all we are asking. If
the executive will not move in that direction, how does Congress
pass a law that says to foreign countries, we are going to move in
that direction and- we are going to do it compulsorily by statute-ifthe executive will not do it by the delegated authhority they have?

Mr. HEM.MENDxNOGEl. I do not believe that the problem that you
are wrestling with is particularly going to be solved by the language
of an act Unless the Congress-the problem is inherent in the fact
that the Congress makes policy anl the Presidentexecutes policy in
the field of foreign affairs. That problem has existed in other areas.

Senator PACKWOOD. But a major policy decision is, is Congress
going to mandate as much as we can in the statutes, that we are

* going to try to get rid of nontariff barriers ?
Now, that is a policy decision.
Mr. HE~fMM.XD1O. Z I think the only answer is along the lines of

the present bill, that the members of this committee and other com\-
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mittees should participate as actively as they can, constitutionally
and so on, in the process-of negotiation. You know, I listened to you
this morning and I realized flat there is a strong feeling-in this
committee of sympathy with the testimony that has been given
today, and most of my experience is at the other end of town. And a
lot of my experience is with import interests or foreign interests.

Gentlemen, it is a different world, and this is the real world,-and
it is a very important world here. But it is not the only world, and
there is a lot more out there than there is here. -

Senator PACKWOOD. I sense two different things. I sense, even
among this committee and among the Congress a substantial protec-
tionist sentiment. It is ironic we have had both Mr. Meany and the
electrical industry testify as to the high technology industry, saying
we cannot compete because the technology is going overseas. We
have had many labor intensive, low technology industries saying we
cannot compete. And yet, on the other hand, we have had those who
say, we can compete. You have got the protectionist arguments on
one hand. The rubber footwear people presented it very well today;
we nust be protected.

You have got the other argument, we can compete any place in
this world, but we are not being treated fairly and we cannot com-

t'e under unequal conditions. Those are two different problems, and
think Congress is entitled to address itself to both" of them and not

simply leave it to the other end of town.
Mr. HEMMENDiNER. I really do not think that the executive

needs much more exhortation to go out and beat down those foreign
barriers. The question is what he runs into, what our ambassadors
and our executives run into, in this process, and what the choices
are.

Now, it has always been possible to say, well, the other guys just
are not going to play our way, let us retreat into a protectionist
world. But so far it has been the judgment of this Congress and the
Executive that we would suffer from doing that. And therefore,' we
just have to keep working at it. Now, there are successes in this.
There have been many complaints about the Japanese. But right this
year there are very few, because theylave in the course of the years
that I have been representing tmde interests in Washington moved
from the stage of a developing economy to that of an extitmely
highly developed economy where they have given up even many of
the manufactures they used t6 be sending here, and they have dis-
mantled, I think, as Ambassador Eberle told,you, they have disman-
tlex substantially the impoit-barriers that th'e United States com-
plained of over a-period. .

Now, I think it can be said that they should have done it faster.
But when you consider the fact that we still have ASP aid a few
other institutionalized anachionisms, we have to understand that
other countries cannot always move instantly, either.

Senator PAowooD. Under the GATTrIles, we can impose comi-
tervailing duties, even on export subsidies that are not illegal under
GATT.

Why should other countries therefore, GATT countries, complain
if we do that to countervail against export subsidies I
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Mr. H.MMXNDINOER. The only debate I bring before this commit-
tee is one of competing American interests, not the question of
whether other countries have complained.

It brings me to another point which I hope I have time to make,
because I have heard practically nothing about it and it is a great
issue which has got to be considered in our trade policy, just as you
are now considering a proposal first approved by the executive in
1968 for tariff preferences for developing countries.

When we do negotiate on what subsidies or incentives are legiti-
mate, in my judgment, we are going to have to consider whether de-
veloping countries may not do things that industrialized countries
may not do. And we are going to have to engage in the weighing of
interests here. And that is why I speak so strongly against the illu-
sory automaticity which you find in the Countervailing Duty Act as
it stands. There is no sensible way to consider whether we are going
to countervail against the incentives offered by developing countries
that does not involve a weighing of interests, because those incen-
tives can be just as legitimate and as sensible for that country as a
protective tariff for an infant industry.

My final point, if my time has not expired, gentlemen, has to do
with a proposal which is certainly not going to be seriously weighed
if you proceed in short order to a markup of this bill. But it has
struck us repeatedly that the present hodge-podge of remedies
against imports does not make much sense, and that if we-when-
ever there is time, this year or in another year-this committee
ought to ask that essentially titles II and III of this bill be rewrit-
ten to provide a single form of relief, that an industry or a union
that regards itself as being injured by imports should go into the
Tariff Commission and make a case-not make a case-present its
facts and let the Tariff Commission report to the President the eco-
nomic facts as to what the effects of the imports are. And then the

-- President should be allowed to pick flexibly among all of the powers
that exist under existing statute. There may be further investiga-
tions, such as overseas investigations that are today relevant under
the Antidumping Act and the Countervailing Duties Act, that
would be made by Treasury. But it simply makes no sense to have
these remedies by such diverse procedures and standards, and we--
this is intended to be a trade-neutral proposal. Certainly it can be
made so. It does not imply that it is good or bad for importers or
domestic industries.

I suggest to you that we have to look ahead, and that if we al-
ways react by a statute which is a bunch of makeshifts, dealing with
compromises on present law, we will never have a statute that makes
much sense.

Thank you very much.
senator NELsoN. Do you have any further questionsI
Senator PACKW0OD. No, I do not think so. -
Senator NFLSON. Thank you very much for your testimony.
Mr. HMMENDINOER. I appreciate- very much the opportunity to

appear.
Senator NELSON. The committee will adjourn until 10 a.m. Mon-

day, April 8, 1974.
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[The prepared statement of Mr. Hemmendinger follows. Hearing
continues on p. 1945.]

PREPARED TESTIMONY OF NOEL HEMMENDINGER ON BEHALF OF THE LAW FI1M
OF STITT, HEMMENDINOER & KENNEDY

Mr. Chairman, members of the committee, my name is Noel Hemmendinger.
I am a member of the law firm of Stitt, Hemmendinger and Kennedy, 1000
Connecticut Avenue, Washington, D.C. 20036. The other partners are Nelson A.
Stitt and John A. Kennedy, Jr. We have asked to appear here today in order
to bring to the Committee our experience as practitioners with respect to Sec-
tions 201, 321, 322 and 341 of H.R. 10710, and to suggest a new approach to
the system of import relief.

As lawyers, we represent from time to time a number of foreign trade asso-
ciations and importers, on whose behalf we have appeared in various proceed-
ings under the escape clause, the Antidumping Act, the Countervailing Duty
Act, and Section 337 of the Tariff Act of 1930. This statement, however, is not
made at the request of any of our clients nor on behalf of any of our clients.,

The position that I am taking here today represents strictly the views of
myself and my partners. They represent our sincere views as to the adminis-
tration of the trade laws of the United States; they maybe biased but are not
offered here in advocacy of any particular interest.

SECTION 201: TARIFF COMMISSION ESCAPE CLAUSE INVESTIGATION

H.R. 10710, the House-passed trade bill, substantially revises the escape
clause test for import relief. First, it deletes the requirement that the in-
creased imports result from concessions granted under past trade agreements.
Second, it changes the requisite causal relationship between increased imports
and serious injury from "the major factor" (under the Trade Expansion Act)
to "a substantial cause".

The existing escape clause was intended to provide relief for those domestic
interests adversely affected by negotiated tariff concessions; the phrase "escape
clause" suggests an escape from an obligation under conditions not anticipated
at the time of the negotiation. A related provision is the authority to "compen-
sate" other countries through new concessions in return for those that have
been withdrawn under the escape clause. H.R. 10710 adopts a much broader
approach to import relief, by authorizing it regardless of the reason for the in-
creased imports. That broader approach requires that the causal test be
framed with care.

We are concerned- that changes in the statute may be misunderstood in the
light of the application of existing law by the Tariff Commission. In several
instances, the Commission has sent escape clause cases to the President on a
divided vote, with three Commissioners adopting the view that increased im-
ports have been "the major factor" in causing serious injury because such in-
Jury would not have occurred "but for" the increased imports. In other cases,
some Commissioners have found the requisite causal connection without articu-
lating their reasons in terms of statutory interpretation. All in all,ywe believe
that the interpretation of "the major factor" on the part of the Commission in

C recent years has been as liberal as is intended by Section 201 of H.R. 10710.
The House Report on the bill (No. 93-571) is not altogether accurate when it
states without-qualhtcation that "'major' has been understood to mean greater
than all other factors combined."

We urge that this Committee make clear In its Report that this new-lan-
guage clarifies the Congressional intent but does not necessarily call for af-
firmative findings, with regard to the relation between increased imports and
serious injury, in situations where the Tariff Commission was unable to make
such findings under present law.

One other point seem to -us particularly in need of correction. In Section
201(b) (2), the test for determining "threat of serious injury" is looser than

'We have registered under the Foreign Agents Registration Act on behalf of a numberof our clients. and the registration statements are available for public inspection at theDepartment of Justice. Because we are not speaking for any of them, we have not sub-mitted a copy of our latest registration statement to this Committee and we believe that
it wo~ild be inappropriate to do so. as implying a responsibility for the views expressedherein on the part of our clients-a responsibility that does not exist.
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that for determining "serious injury" itself. This reverses the proper relation-
ship between the two: there should be stricter standards of proof for estab-
lishing a threat, since it has not yet taken place and is inherently speculative.
At the least, the standards for the two should be identical, as in the Trade
Expansion Act.

SECTION 321: AMENDMENTS TO THE ANTIDUMPING ACT

We do not perceive any respect in which the proposed amendments to the
Antidumping Act would significantly affect the practice under the present law
which, as importers have found, has been extremely rigorous. We suggest,
however, that the imposition of statutory time limits, which would be done by
Section 321, is unnecessary, since time limits are already in the Treasury Reg-
ulations.

We would like to call the Committee's attention to a shortcoming In the Anti-
dumping Act that has recently received some public notice. Secretary of the
Treasury Shultz, acting in his capacity as Chairman of the Cost of Living
Council, has written the Tariff Commission asking it to reconsider its decision
last January that lead from Canada and Australia was injuring a U.S. indus-
try. Under the At, a Tariff Commission Injury determination automatically
leads to a dumping finding and to the calculation and assessment of dumping
duties. The Act makes no specific provision for the revocation of a dumping
finding, either on grounds of elimination of the dumping margin or of lack of
injury due to changed market conditions. In the case of lead, Mr. Shultz said
in his letter that the dumping decision had contributed to a domestic shortage,
leading to inflationary pressures. He also said that the facts that led to the in-

--jury determination no longer exist.
In the lead case, it may be possible for the Tariff Commission to review the

case and revise its previous determination, although the law is not specific on
that point. It would be desirable to amend the Act in several respects to en-
sure that its application is consistent with current'economic realities. First,
the period of time'considered by the Tariff Commission in determining injury
should be as contemporary as possible with its investigation rather than lim-
Ited to the period of the Treasury Department investigation, which is fre-
quently a year or more prior to the Tariff Commission's. Second, it should be
possible to withhold or revoke a dumping finding if the Secretary of the Treas-
urfk, or other appropriate official, determines that dumping duties would con-
flict with overriding government policies, such as combatting inflation or re-
lieving critical supply shortages. Finally, the Act should specifically authorize
the revocation of a duinping finding if it is found that either a dumping mar-
gin or injury no longer exists.

We wish to urge a further amendment of the Antidumping Act relating to
circumstances of sale. The purpose of our proposed amendment is to require
the Treasury Department to enforce the law in accordance with the present
statutory language, which we believe is not being fairly and correctly applied.
The recommendation is that Section 202 of the Antidumping Act, 1921, 19
U.S.C. Section 161, be amended to provide that the Secretary of the Treasury
shall make allowance for all differences in circumstances of sale which are
found to exist by- applying accepted accounting principles, regardless of
whether such differences are directly related to the sale under consideration.
The purpose of this amendment is to modify Section 153.8 of the Treasury
Regulatlo-fi, which have for some years provided that the allowances to be
made must, in general, bear a "reasonably direct relationship to the sales

-under consideration" and which were amended in 1978 to delete the word "rea-
sonably". The-correct principle was stated by Jacob Viner in his celebrated
treatise which was contemporaneous with the adoption of the Antidumping
Act, that the allowances must bear a reasonable relation-to the sale under
consideration.2 The woro "direct" has no place in the Regulations.

The reason for this goes to the very heart of the Antidumping Act. In order
to make a fair comparison of sales in the home market with sales for export,
It is necessary to make adjustments for those circumstances which are particu-
lar to the market under consideration. If some circumstances are arbitrarily
excluded, then the comparison is not a fair one. This may sound like a techni-

Viner, Dumping: A Problem in International Trade, 1966 Reprint, 282.
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cal problem which is best left to the experts, but In all conscience it is not. It
has direct importance for the businessmen whose interests are directly affected
by the administration of the Antidumping Act, and it also has very serious
consequences for the fairness of the administration of the United States law.

Let us consider some actual situations. There are two main methods by
which foreign goods are sold to the United States. One is an arm's length sale
in the country of origin to a U.S. importer who is not related to the producer
or exporter. In this situation the so-called "purchase price" is applied. The
other is where the foreign producer maintains an affiliated company in the
United States. Here, because of that relationship, tie sale in the United States
is the ,.is for comparison. Under the U.S. law, this is called "exporter's sales
price."

Let us suppose that for a given article there is a price at the factory, in-
cluding a reasonable profit, of 100, and that the export price or "purchase
price", including transportation to the port, is 105. Let us further suppose, as
is often true, that the manufacturer maintains a sales staff and provides ad-
vertising in the home market, so that this home market price Is:10. If com-
missions are paid, these are deductible by terms of the U.S. statute, but the
salaries and expenses of the sales staff, and the advertising In the home mar-
ket (unless directly related to the retail sale) are not permitted to be de-
ducted. Let us add one more circumstance which frequently occurs, namely,
that in addition to a sales staff at the factory, the manufacturer maintains
distribution centers throughout the country of origin, at which point the price
is 125. The overhead of these centers is clearly related to the sales in the
home market and not to exports, and yet it is not allowed as a price adjust-
ment. In this situation the foreign businessman is confident that he is not
dumping, because the price at the factory level is the same for both markets.
Yet the U.S. Treasury would decide that there Is a less-than-fair-value margin
that might well approach 25.

In short, it often happens that the Importer buys abroad at the factory cost
plus profit, and perhaps the cost of putting the goods aboard ship, and all the
overhead costs of wholesale distribution in the United States are borne by the
importer. The comparable distribution costs in the country of origin are borne
by the producer, and yet, in making the price comparison under the Act, they
are included In the home market price and excluded from the export price.

This is the practical consequence of the innocuous-sounding provision of the
Treasury Regulations that costs must be "directly related to the sale under
consideration".

This unfairness is highlighted by the practice of the U.S. Treasury Depart-
ment in the case of "exporter's sales price", that is, where the foreign manu-
facturer sells through an affiliated company in the United States. Here, the
Treasury Department is required by the terms of the Act to deduct from the
sale price in this country the general expenses which are allocable to the sales
under consideration. To avoid a most blatant unfairness, the Treasury Depart-
ment will in this situation allow deduction of the general expenses in the
home market, subject, however, to the limitation of the same dollar and cents
amount per unit per category of expenses as were deducted on the American
side. This peculiar rule is nowhere to be found in the Regulations. What it
amounts to is that, in comparing the wholesale price in the United States with
the wholesale price In the home market, Treasury will deduct general expenses
from both sides of the equation only if to do so would tend to increase a pos-
sible dumping margin.

To apply these simplified calculations to the exporter's sales price situation,
if the factory price was 100, then the landed duty paid'cost might be 125 and
the wholesale price lit the United States, after general expenses and profit of
the selling company in the United States, 150. Stripping the U.S. sales price
down to the factory price plus the profit of both factory and U.S. affiliate
would result in a figure of 105. Let us suppose that In examining the expenses
in the United States it is found that advertising and salesmen's salaries and
general sales overhead total 15.

As we have seen, on the home market side the wholesale price is 125, and
the expenses for advertising, salesmen's salaries, and overhead are 25. Only 15
of the 25 would be allowed, leaving a price 'of 110 and a less-than-fair-value
margin of 5.

This would be a far smaller margin than if "purchase price" were applied,
but it proves the unfairness in the purchase price situation. Treasury has no
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difficulty in deducting general expenses from the sale In the United States, so
where is the difficulty in deducting them from the sale In the home market?

We have gone into this situation in some detail because we are not aware of
anything in the published literature relating to the enforcement of the U.S. an.
tIdumping law that brings out the way in which this p'ovislon is actually ad-
ministered. In 1972, there were lengthy submissions made to the Treasury De-
partment in connection with its proposed changes in the Regulations, but they
were Ignored. We understand that a study of "circumstances of sale" has been
under way in the Treasury Department. We urge the Committee to seek full
enlightenment on this subject.

SECTION 131: AMENDMENTS TO THE 001YNTERVAILINO DUTY LAW

We believe that the House-passed amendments to the CountervailUg Duty
Law present serious problems for U.S. trade policy that should be considered
in some depth. Accordingly, we discuss and analyze below the Law's back-
ground and history, the proposed amendments to the Law, their consequences
for U.S. trade policy and our recommendations.

Historical Background

The operative language of the Countervailing Duty Law (19 U.S.C. 1303)
provides that whenever any country shall pay or bestow, directly or Indirectly,
any bounty or grant upon the manufacture or production or export of any du-
tiable article or merchandise manufacturered or produced in such country, the
Secretary of the Treasury shall levy an additional duty upon that article or
merchandise equal to the net amount of such bounty or grant.

The theoretical economic rationale for countervailing duties is that exports
encouraged by subsidies are to that extent not based on comparative advan-
tage, and consequently distort the efficient allocation of the world's resources.
This rationale Is broad and would lead to the condemnation of any governmen-
tal action that affects private decisions to manufacture or export. Obviously,
with the high degree of governmental involvement in every country's economy
today, some limitations on this rationale are necessary, and some lines and
distinctions must be drawn.

The first general countervailing duty law was enacted in the United States
in 1897. and was intended to neutralize efforts by foreign governments to pene-
trate the highly protective U.S. tariff barrier by means of export subsidies.
The Law contained no provision requiring injury to a U.S. industry because
the high tariffs themselves indicated the belief that U.S. industries needed pro-
tection. for the same reason, only dutiable articles were made subject to coun-
tervailing duties. In short, the 1897 Law was not premised upon the belief that
export subsidies inisallocated international resources, but upon a desire to
maintain the integrity of a protective tariff. That Law has continued in effect,
with minor changes, until today.

The Countervailing Duty Law Is couched in broad terms. The phrase
"bounty or grant" is not defined in the Law, Its legislative history, or the
Treasury Department's regulations. The Supreme Court dealt with that phrase
in two early cases, Downs v. U.S., 187 U.S. 496 (1903), and Nicholas v. U.S.,
249 U.S. 34 (1919). Both cases involved rebates of indirect taxes in excess of
the amount of taxes actually paid. While holding these practices to be bounties
or grants to the extent of the over-rebates, the Court said in dictumn that the
statutory phrase was essentially unlimited In scope. Nevertheless, Treasury has
adhered to the specific holding of Downs and Nicholas and has adopted a more
discriminatiflg approach to the meaning of "bounty or grant", realizig that a
literal application would create more difficulties than benefits.

The Treasury Department has apparently viewed eight general types of
measures as bounties or grants: direct subsidy payments, excessive tax re-
bates, preferential Income tax rates or accelerated depreciation, price support
systems, export loss indemnification, subsidies for specific capital, production
and distribution costs, currency manipulation plans, and unjustified tax remis-
sions, such as remission of direct taxes.

In addition to exercising some discretion in its view of the scope of the
phrase "bounty or grant", the Treasury Department has allowed itself some
flexibility In the administration of the law through the expedient of delay: it
has simply not taken action on some complaints while seeking to negotiate a
solution or, In some cases, equating inaction with negative action.
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Importers have long had the right to appeal to the Customs Court and then
to the Court of Customs and Patent Appeals from a decision by the Secretary
of the Treasury to impose countervailing duties. However, the Court of Cus-
toms and Patent Appeals has recently held that a U.S. manufacturer mar not
appeal from a negative decision. U.S. v. Hammond Lcad Products, 58 C.6 P.A.
129 (1071). The basis for the decision was the Court's reading of the statute
granting US. manufacturers a review of certain decisions by the Secretary of
the Treasufy (19 U.S.C. 1516), and its conclusion that "the determination that
a bounty or grant is paid necessarily involves judgments in the political, legis-
lative, or policy spheres." 58 C.C.P.A. at 137.

Current Trade Legislation and the Countervailing Dutty Law
The Administration's original trade bill (H.R. 6767) would, in Section 330,

have amended the Countervailing Duty l.aw by requiring the Secretary of the
Treasury to decide on the existence of a bounty or grant within twelve months
after commencing a formal investigation. This would have removed the alter-
native of delaying a decision indefinitely. On the other hand, H.R. 0767 intro-
duced a provision giving the Secretary discretion not to Impose a countervail-
ing duty if it would result in "significant detriment to the economic interest of
the United States", or if the article in question was already subject to
effective quantitative restrictions on its exportation to. or importation into, the
United States. Finally, the Administration bill would have made duty-free arti-
cles subject to countervailing duties, but with an injury test for such articles
to be administered by the Tariff Commission.

Unfortunately, the Administration's version was modified by the House of
Representatives. As passed by the House (H.R. 10710), Section 331 of the
trade bill retained the 12-month limit on decisions but substantially limited the
Secretary's discretion. ie would be authorized, for four years after enactment
of the new law, not to impose a countervailing duty if it "would be likely to
seriously jeopardize the satisfactory completion" of the trade negotiations car-
ried out under the Act. With respect to articles produced by facilities owned
or controlled by a developed country, the period would be cut to one year. The
provision for discretion with respect to articles subject to quantitative restric-
tions was retained by the House, as were the provisions concerning duty-free
articles. The House added a section granting a U.S. manufacturer the right to
appeal to the Customs Court from a decision by the Secretary not to assess
countervailing duties.

The addition of a U.S. manufacturer's right to appeal reflects a misconcep-
tion of the Countervailing Duty Law. The Law is an instrument of national
policy, not of private rights. As is more fully discussed below, the Law must
be applied with discretion in order to be effective and to avoid damaging
broader U.S. interests. It would be inconsistent with the provision of discretion
for the Secretary of the Treasury's judgment for it to be reviewable in court
at the behest of a U.S. manufacturer. The types of judgments necessary in
applying the Act do not lend themselves to judicial review. It is no Inconsis-
tency that the importer may appeal from the duty actually imposed, since it is
fundamental that any tax or import is reviewable. In that situation, however,
It is questionable how far the courts would substitute their judgment for that
of the Secretary.

The retention of the exception for goods subject to quantitative restriction
underlines the desirability of maintaining discretion in the application of the
Law. Under the House version, the only means of averting the undesirable
consequences of mechanically applying the "bounty or grant" test after the
four-year period Is over would be to persuade the exporting country to agree
to a quota system or to impose them unilaterally. Quotas are generally recog-
nized as the least desirable means of restricting imports: for example, the
trade bill's "escape clause". Title II, Chapter 1, places quotas and "orderly
marketing agreements", which are also known as "voluntary quotas", behind
both duties and tariff-rate quotas as preferred means of providing import re-
lief. In short, the effect of the House bill is to narrow the Executive's discre-
tion in applying the law to negotiating or imposing the least desirable form of
import restriction.

The Ways and Means Committee's Report on the bill (No. 93-571) says that
the manufacturer's appeal provision is necessitated by the Hammond Lead de-
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cision, which "might adversely affect the ability of American producers to
obtain meaningful relief under the countervailing duty law". With respect to
the provisions concerning discretion in applying countervailing duties, the Re-
port emphasizes the temporary nature of that discretion, due to the need to ac-
commodate the negotiations with other countries on the question of what sub-
sidies might be acceptable and unacceptable. However, the Committee Report
reveals no awareness of the desirability of discretion in applying the law be-
yond its potential effect on the negotiations.

In his March 4 testimony before the Senate Finance Committee, Secretary of
the Treasury Shultz urged the deletion of th one-year period of discretion for
articles produced by developed country-owned facilities, thus maintaining a
uniform four-year period for all imports. He expressed the fear that the one-
year provision would interfere with multilateral negotiations on the subject of
export subsidies. It is the Administration's hope that such negotiations will
produce an international consensus on the question of what subsidies are ac-
ceptable, and that the U.S. law can then be modified in accordance with that
consensus. Secretary Shultz also asked that the injury test for duty-free goods
be changed to "material injury", which is the standard specified in the General
Agreement on Tariffs and Trade (GATT).
The Need for Discretion

There are several reasons why the Secretary, or perhaps the President,
should retain discretion in the application of the Countervailing Duty Law.

First, the Law deals with actions and policies of governments, and should
allow room for resolution of specific cases through government-to-government
negotiations. Unlike the antidumping situation and other areas where imports
affect domestic interests, the Law requires the U.S. Government to retaliate
against actions of other governments, not of private exporters. This means
that countervailing duty cases are inherently more sensitive than other types
of cases in which relief against imports is sought. By not applying the Law,
the Government may wish to avoid jeopardizing broader interests. Even from
the standpoint of a complainant, a negotiated solution may provide a better
prospect for relief than unilateral moves by the United States. Under the
House-passed bill, the only possible negotiated solution of a particular com-
plaint would be the highly undesirable one of quantitative restrictions.

Second, there is considerable dispute whether a number of government meas-
ures are acceptable means of encouraging exports, or even whether they have
that effect. A prime example is the European Economic Community's practice
of rebating value-added taxes upon exportation. If the Treasury Department
were required to decide now whether that practice is a bounty or grant, It
would face the unpalatable alternatives of either triggering a trade war or
giving up a major bargaining point in future negotiations over export subsi-
dies. It is unrealistic to expect that an international agreement will be reached
within four years covering all the major trading nations and all export incen-
tives, and reliance on the four-year period of discretion now in the bill is
therefore unwise. Governmental measures in this area are varied and complex,
and can be expected to evolve further as tax systems and patterns of trade
continue to change. Executive discretion is necessary as a continuing principle
in order to assure that application of the Countervailing Duty Law is consist-
ent with our international position with respect to export subsidies.

Third, it is likely that the United States will choose to treat export subsi-
dies of developing countries differently from those of developed countries.
The trade loill itself contains a system of tariff preferences for developing
countries, and the United States has encouraged them to stimulate their ex-
ports.

At a certain stage of development, many countries need larger markets than
the home market in order for new industries to operate with economies of
scale. It follows that incentives to export of various types are economically
justified for a period. Much the same principle has long been recognized by
economists as justifying temporary protective tariffs. In addition, one of the
most serious problems of developing countries is financing essential imports,
and increased exports are vital for that reason.

It would be unwise, and considered unfriendly by developing countries, for
the United States to take sanctions against export incentives without carefully

30-229 0 - 74 - 14
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verifying the injury against the importance to the country concerned. If a dis.
tinction is to be drawn between the subsidies of developing countries and those
of developed countries, discretion should be made available to the Secretary of
the Treasury in applying the Countervailing Duty Law.

Fourth, the United States itself has undertaken many measures that could
be countervailed against under the Law if they were adopted by other coun-
tries. Examples are: deferred taxes on export earnings under the DISC legis-
lation; EXIM Bank export credits and loan guarantees; export subsidies
under domestic price support systems: preferential rail freight tariffs on ex-
port goods; and Government support for various industries through financing
of research and development (e.g., the numerous military aircraft that have
been great export earners in their civilian versions). To impose countervailing
duties against such practices by others would invite retaliation against our-
selves, with a probable net loss to our economy. It would also undermine our
ability to argue in favor of our own practices as internationally acceptable.
These results can only be avoided by allowing for discretion in the application
of the Countervailing Duty Law.

Finally, the absence of an injury test in the Countervailing Duty Law (ex-
cept in the case of duty-free goods) means that the law can be used to the
detriment of foreign producers and the U.S. consumer without providing any
significant benefit to anyone. A countervailing duty law that can be invoked
without any finding of material injury makes little sense. A U.S. governmental
sanction against the measures of a foreign government is much too serious an
action to take without a careful assessment of all the interests involved. The
material injury test should be added to the Countervailing Duty Law in ac-
cordance with the GATT because it is in the interest of the United States to
required in applying the Law to avoid actions that are against our own self-in-
terest. (The other reasons for discretion discussed above are applicable
whether or not there Is an injury test in the Law.) 1

It is useful to examine a few of the types of cases that could arise under
the House-passed bill. A U.S. manufacturer might allege that a foreign country
bestows a bounty or grant by deferring income tax on export sales. The Secre-
tary of the Treasury would either have to impose countervailing duties and in-
vite every country to retaliate against the exports of DISC corporations, or
declare that deferred taxation is not a bounty or grant. Or a country with
whom the United States is negotiating an important military base arrangement
may be accused by a U.S. producer of subsidizing its exports. The Secretary
would be forced to countervail if he found a bounty or grant to exist, thereby
putting in jeopardy the military negotiation. Or a country that supplies the
U.S. with a scarce but vital commodity is found, upon complaint by a U.S. citi-
en who does not like that country's foreign policy, to bestow a bounty or

grant upon the export of that commodity. The Secretary would be forced to
impose a countervailing duty and create the risk that the foreign country will
cut off U.S. access to the vital commodity. These examples are not speculative;
they are very real possibilities. And In only the first case does the four-year
period of discretion clearly offer amry possible relief, and then only if the mul-
tilateral negotiations produce International consensus on all the possible forms
of export subsidy.

There is a sentiment in some quarters that the Executive Branch's discre-
tion should e curtailed rather than expanded. Whatever appeal that argument
may have in the abstract, the appropriate degree of discretion cannot be de-
cided apart from a consideration of the purposes of the law in question. The
Countervailing Duty Law, as discussed above, directly concerns important
areas of public policy and a broad range of interests. It most nearly resembles
Section 301 of the House-passed trade bill, which would authorize the Presi-
dent to retaliate against unreasonable or unjustifiable restrictions or practices,
including subsidies. of foreign countries or Instrumentalities. The exercise of
this authority would be discretionary, and there are provisions for presenta-
tion of views by the public, but none for review of the President's decisions,
except that retaliatory steps could be vetoed by either House of Congress.

Contrasted with Section 301 and the Countervailing Duty Law are the An-
tidumping Act and Section 337 of the Tariff Act of 1930, both of which involve
actions by private interests that injure U.S. producers. The latter provisions
involve more carefully delineated procedures and more specifically defined sub-
stantive elements.
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Recommenda tons
We urge the Committee to revise Section 331 of H.R. 10710 to conform to

the Administration's original proposal. In particular, the Secretary of the
Treasury should be authorized not to impose countervailing duties if he det-er
mines It would be detrimental to U.S. Interests to do so. The Law should also
include a- material Injury test for all cases, not just those involving dv.ty-free
imports; there is no reason to prevent a foreign government from benefiting
U.S. consumers unless a domestic interest is injured in the process. Finally,
the U.S. manufacturer's appeal should be deleted, as inconsistent with the
law's concern with policy questions rather than narrow private interests. These
changes would reflect an awareness that the Countervailing Duty Law is an
instrument of national policy involving difficult and sensitive judgments, and
affecting a broad range of private and public interests.

SECTION 341: AMENDMENTS TO SECTION 337 OF THE TAWFF ACT OF 1930, RELATINO
TO UNFAIR COMPETITION AND UNFAIR ACTS IN THE IMPORT TRADE

Section 337 is a relatively little known provision of law, yet it is being in-
creasingly invoked and therefore is of considerable potential importance both
to domestic interests and to importers. For that reason, the pending amend-
ments to Section 337 are of great interest. We discussed this provision at
length last year In our testimony before the Ways and Means Committee; the
pertinent portion appears beginning on page 1359 of the Hearings on H.R.
6767, the Trade Reform Act of 1973. Our conclusion then was that Section 337
discriminates against imports while providing little if any relief for domestic
interests that cannot be obtained at present under the patent and antitrust
laws. We concluded then, as we do now, that Section 337 should be repealed.

The amendments to Section 3.37 in II.R. 10710 represent a halting effort to
patch up a few of the most egregious of the statute's shortcomings. Judicial
review of Tariff Commission decisions would be available in cases involving
patents, and in such cases the importer would have the opportunity to "pres-
ent legal defenses" at a hearing. First, we do not believe-that the statute's dis-
crimination against the importer will be removed until the law requires the
Tariff Commission to consider and rule upon the same legal defenses that are
available to defendants in patent infringment suits in federal courts. Second,
it is also necessary that the Tariff Commission be required to suspend any
Section 337 proceeding concerning a patent that is at the same time involved
in federal court litigation, and also that it be required to adopt the court's
finding as conclusive. Third, preliminary relief should not be made available in
cases where the patent has not previously been adjudicated and found valid;
this is the rule in the federal courts and not surprisingly so, in light of the
fact that over two-thirds of the patents challenged in recent federal litigation
have been held invalid. Finally, bond during a temporary exclusion order
should be in the amount of a reasonable royalty, not the full value of the
goods. The Administration has proposed an amendment in the spirit of this
last proposal. It would fix a specific percentage of the value of the goods; we
believe it would be preferable to leave more flexibility.

We want to emphasize that Section 337 is unique in the world. According to
our research, no other country has found its patent laws inadequate to deal
with the problem of Infringing imports. Certainly, it would be unfortunate for
U.S. exporters if other countries were to emulate the United States and allow
their patentees to obtain enforcement of an embargo of allegedly infringing
U.S. goods while depriving the U.S. shipper of his defenses to a patent action,
or subjecting him to attack in two forums at the same time. The United
States, as the preeminent trading nation in the world, stands to suffer most if
other nations follow its example, both by loss of foreign markets and by de-
priving itself of the flow of many desirable products from other countries.

CONCLUSION: A TRADE LEGISLATION PROPOSAL

If this Committee acts promptly on H.R. 10710, there will certainly not be
time to consider a radical restructuring of Titles II and III. We would urge,
however, that the Committee recognize that the present law as amended by the
hill before you is a hodge podge of remedies and standards that badly need ra-
tionalizing. This is especially true since relief through Tariff Commission in.
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vestigation will be cut loose from tariff concessions. Since it obviously Is not
feasible to rewrite H.R. 10710 at this time, we suggest that the Committee re-
quest that redrafting be undertaken for future consideration.

Under the present law, if American producers or workers consider that they
are being hurt by imports, they can seek relief under one or more of three
principal pieces of legislation and at least eight additional remedies that are
less common. The principal ones are: (a) Section 351 of the Trade Expansion
Act (escape clause), (b) the Antidumping Act, and (c) Section 303 of the Tar-
if Act (countervailing duty). The less commonly invoked measures are: Sec-
tion 337 of the Tariff Act (unfair acts) ; Section 255 of the TEA in conjunc-
tion with Section XXVIII of the GATT; Section 204 of the Agricultural Act
of 1956 (authorizing international agreements in certain cases) ; Section 232 of
the TEA relating to national security; Section 22 of the Agricultural Adjust-
ment Act; Section 336 of the Tariff Act (equalization of cost of production) ;
the President's inherent power to conduct negotiations with foreign suppliers;
and, of course, Congressional legislation.

All of these provisions have different standards (if any) and different proce-
dures. There are historical reasons why this is so, but there are no good rea-
sons in terms of present policy or sound administration. Under all of the pro-
visions of law granting relief except the Antidumping Act and the
Countervailing Duty Law, the President has the last word. Under most of
them, there is some injury test and the injury test may well be implicit in oth-
ers.

This situation is unsatisfactory (a) because it is too complicated for anyone
who is not a specialist in the subject to understand; (b) because it takes an
unduly long time, especially in dumping cases, for the completion of all of the
requisite investigations to be conducted; (c) because there is no good reason
for the wheels of government to be set in motion or for relief to be granted
unless there is injury of some type to a domestic interest; and finally, (d) be-
cause it is important for any type of relief against imports that the President
have the discretion to work out a solution flexibly in tLe context of foreign af-
fairs.

The following proposal is therefore made. We believe that this proposal is
trade neutral, in the sense that if enacted it would favor neither imports nor
domestic producers over the present situation. The proposal would give the
President discretion not to Impose import restrictions in situations where he
does not now have the discretion, but in return would create vastly more like-
lihood of expeditious relief for domestic interests adversely affected by im-
ports.

1. Every application for relief from imports should be addressed to the Tar-
iff Commission and may, but need not, specify the relief sought. The applicant
should be required to furnish all the information available to him relating to
any of the present statutory standards, e.g., escape clause, dumping, foreign
subsidies, impairment of national security, etc.

2. The Tariff Commission should promptly institute its own investigations, if
necessary, and should request a foreign investigation by the appropriate
agency of sales in the home market, subsidies or other relevant matters when-
ever information in its possession indicates that there is a reasonable possibil-
ity that such information will be helpful to the President in making his deci-
sion. The agency conducting the foreign investigation (normally Treasury)
should conduct a preliminary investigation and determine on that basis
whether to conduct a full field investigation.

3. The government of the country of source of the imports should promptly
be informed. The Investigation should be terminated upon the decision of the
President at any point when, after receiving the views of the Tariff Commis-
sion, he is satisfied that the ground of complaint has been substantially re-
moved.

4. Reports of the Tariff Commission on the effects of imports on the domes-
tic producers, workers, communities and the U.S. economy and the reports of
the foreign investigations, if any, should expeditiously be placed before the
President or his designee.

5. Investigations could also he instituted upon request of the President, the
Ways and Means Committee or the Finance Committee.

6. The President, after receiving the reports, should expeditiously take any
action of the types authorized by present law that he finds appropriate. If
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there Is a report of the Tariff Commission that a domestic interest Is being or
Is likely to be seriously injured by imports and the President does not take ac-
tion to restrict imports, he should report to the Congress and explain his rea-
sons and tnay be overruled substantially as now provided in Section 351 of the
TEA.

7. The President might delegate any of his authority, and would presumably
do so, to one or more officers confirmed by the Senate.

We appreciate the opportunity to present the foregoing views to this Com-
mittee.

[Whereupon, at 12:15 p.m., the committee adjourned, to reconvene
at 10 a.m. on April 8, 1974.]
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TRADE REFORM ACT OF 1973

MONDAY, APRIL 8, 1974

U.S. SENATE,
COMMrITEE ON FINANCE

Washington, D.C.
The committee met, pursuant to recess, at 10 a.m., in room 2221,

Dirksen Senate Office Building, Senator Clifford P. Hansen presid-
in resent: Senators Hansen, Curtis, Dole, and Packwood.

Senator HANSEN. The hearings will come to order.
We have a long list of witnesses who will be confined to a 10-min-

ute summary of their written statements. The 5-minute rule will re-
main in effect as it has throughout the hearings for the questioning
of the witnesses.

Our first. witness will be Stanley J. Goodman, chairman of the
board and chief executive officer, May Department Stores Co., who
is testifying on behalf of the American Retail Federation and Na-
tional Rtail Merchants Association.

Our distinguished colleague Senator Stuart Symington will intro-
duce Mr. Goodman.

Senator Symington?

STATEMENT OF HON. STUART SYMINGTON, A U.S. SENATOR FROM
THE STATE OF MISSOURI

Senator SYM.IOTON. Thank you, Mr. Chairman.
With Mr. Goodman are Mr. Williams and Mr. Keeney and Mr.

Victor; Mr. Goodman will be the witness.
This is an honor for me, because Stanley Goodman is an old and

valued friend. He is one of the two or three most prominent citizens
in my State. He runs a great retail chain and he has a reputation
for integrity and ability that is not exceeded by any number of any
constituent in my State, in Missouri.

Therefore, it is with particular pride that I present him on a sub-
ject that lie knows as least as much about as any friend that I have.
His organization represents some $65 billion in sales

Senator HANSEN. What was that amount?
Senator SYMIxOTON. $65 billion; and 30,000 retail outlets. And he

is the chairman of the board and chief executive officer of the great
May chain, in addition to his work as vice chairman of this organi-
zation. I might add that my daughter-in-law Sylvia, the Congress-
man's wife is a musician in her right, says lie is the finest amateur

(1945)
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violinist in the Nation today. We now have before you a very versa-
tile gentleman who I am sure is totally sincere in the testimony that
he is presenting to you this morning.

Senator HANSEN. Thank you very much, Senator Symington.
We are very pleased indeed, Mr. Goodman, to have you here, and

look forward to hearing your testimony. You may proceed just as
you wish.

I suspect that Senator Symington, I know, has a very busy sched-
ule, and if you do have to leave we will understand the reason for
your inability to stay.

Senator SYmNOTON. I would like to stay a bit if I may, Mr.
Chairman. Thank you for your courtesy.

STATEMENT OF STANLEY J. GOODMAN, CHAIRMAN OF THE BOARD
AND CHIEF EXECUTIVE OFFICER, MAY DEPARTMENT STORES
CO., ON BEHALF OF THE AMERICAN RETAIL FEDERATION AND
THE NATIONAL RETAIL MERCHANTS ASSOCIATION, ACCOMPA-
NIED BY MR. KEENEY, PRESIDENT, AMERICAN RETAIL FEDERA-
TION; MR. JAMES R. WILLIAMS, PRESIDENT, NATIONAL RETAIL
MERCHANTS ASSOCIATION; AND PAUL VICTOR, COUNSEL

Mr. G001MAN. Thank you very much, Senator Symington, for
your kind introduction. I did not bring my violin today. If I
thought it would have helped I might have.

I am very honored to be here. I am in awe of the importance of
the job that this committee is doing. From what I understand, it has
been 12 years since the last major trade bill was passed, and there
was an interval of 28 years before that to the previous one. So what
this committee and the Congress will determine will set the frame-
work for this country's international trade well into the eighties and
possibly for the balance of this century.

I represent, as the Senator said, the retailing industry, and that is
the No. 1 industry in the United States in terms of the number of
employees. But also it is the industry that is closest to the public,
who comprise constituents.

I represent here officially two organizations, the American Retail
Federation, of which Mr. Keeney is the president, which has 31 na-
tional associations of retailers, and 50 State Councils representing
over 1 million retail stores. Thdn, on my right, the National Retail
Merchants Association, of which Mr. Williams is president, is the
largest organization of general merchandising retailers with 2,000
corporate members, 30,000 stores, and sales of $65 billion. Also, on
my far right is Mr. Paul Victor, our counsel. I, as the Senator said,
am the head of the department store group which is the third largest
in the industry with sales of about $1.5 billion.

This committee is receiving testimony, as I am aware, from many,
many people every day, and everyone that comes here, I am sure, is
sincere in addressing themselves to the concerns that they have
about the foreign trade bill and its implications. We will address
ourselves not only to the concerns that we have as retail merchants,
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but to the concerns that we have for the consumer public, the 200
million consumers who are also the voters in this country.

Our traditional watchword in retailing is that the customer is al-
ways right.. We spend all of our time trying to figure out what it is
that people want, what they like, what they hate, and then we put
our capital into the merchandise on the premises of that we think
will find favor in the eyes of the consumer. Therefore, we have a sit-
uation where every day Mr. and Mrs. America are in our retail
stores all over the country voting for or against what we do, using
the cash register as the economic voting machine. As a result, we as
retailers are especially sensitive to what the likes and the dislikes of
the American public are and what goes on in their mind. And I am
here to say, sir, that the main thing that is concerning the American
people today is inflation.

The experience that the average American family. is having. with
the cost of living is beyond the range of their previous experience,
and they are worried, they are concerned, and they are scared. They
do not know how they are going to manage to raise their families
and to live in the American way if a two-digit rate of inflation will
stay with us.

Now, my message is a very simple one and I am going to stay
within the 10 minutes that you have allotted, and am not going to
read my speech. 'My message is simply this:

How does the customer get the most of what she wants in this
country at the lowest possible price?

She gets it through the free play of competition in the market-
place. Let' me give you an example. Women today happen to like to
wear pants instead of skirts, and that has been a growing trend for
the last few yeirs. As a result, there are hundreds of manufacturers
in this country making pants suits in thousands of versions, ranging
in price from $10 to $500, with new styles coming out all the time.
Now, the manufacturer that happens to have the right touch that
the customer likes makes money and grows. The one who happens to
miss can lose money and sometimes go out of business.

Through this wonderful ferment of competitive probing and risk-
taking has come the highest standard of living and the greatest
abundance of choice the world has ever seen, which is recognized all
over the world as one of the economic wonders of the world.

I say some people lose money, some people get hurt, some people
are unemployed. That is still an indispensable part of what gets the
customer what she wants at the lowest possible price, because com-
petitive risk-taking is what stimulates efficiency, resourcefulness and
vitality in a business. Now, if the legislature were to step in and
prevent anybody from getting hurt by competition and impose a tax
on one vendor's price as against another, the whole process would
start to limp and falter and break down, and the loser would be the
total U.S. public instead of the few unlucky or inefficient vendors.

If you want to see how this works check out the situation and the
availability of pants suits in Russia, for example. We have had
plenty of economic growing pains in our history. There was a time,
for example, when the New England area was feeling the pinch be-
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cause its textile industry competed with the new textile industry
from the South. But the legislators of this country did not step in
and set up regional tariffs to protect New England against Southern
competition. If they had, it would not have helped in the long run
because today you have got a flourishing SoutT and a vital New
England. You 'have the spectacle of new industry coming to New
England like the electronics industry, and those areas are better off.

The same applies to the international field. We have all seen that
the countries which joined the European Economic Community, the
Common Market, were stimulated by this competition and their
economies flourished. All over the world competition stimulates and
nourishes and invigorates the economy, while protection can be de-
structive to industry.

I ask you to imagine whether men would ever have achieved a 4-
minute mile or a 7-foot-high jump in this world if it had not been
for grueling international competition. Therefore, anything that you
do to curtail the free interplay of fair international competition,
which must be fair and above-board, will hurt the American family
by adding to the inflation of his cost of living, and ultimately hurt
American industry by causing it to go soft.

We have submitted to the committee my written testimony and
the position paper of the organizations that I represent, and I am
not reading my testimony, as I say. In these papers we are recom-
mending modifications and revisions in the act, for example, in the
escape clause. and the balance of payments authority and in the un-
fair competition provisions, the antidumping, countervailing duty
areas, and the broad presidential power to retaliate against foreign
import restrictions. All these are aimed at assuring the American
public the benefits of fair international competition.

As I say again, you are dealing with difficult and complicated
questions in your search for the best way, and.you, the Senators rep-
resented on this committee, do this every day in ma.'y fields. That is
your job. I am here to tell you that my whole career as a business-
man for many years, and as a concerned citizen, tells me, and God
knows that recently American economic history supports this, that
where you have a choice between the natural forces of a free market
economy and controls by administrative decisionmaking there is no
c question that the natural free market has it hands down in the bene-

ts 'that it brings to all the people.
In closing, I would like to give you something. My wife happened

to find this in the archives of one of our local newspapers in St.
Louis. It is an old cartoon dated 1935 by the famous, now dead,
cartoonist, Fitzpatrick. Perhaps it happened in another time when
the Senate was considering the trade bill. It illustrates very dra-
matically the factors that are at work, and that you cannot have a
bigflow of exports without having imports.

The title of the cartoon is "One of Our Quaint Ideas About For-
eign Trade."

Thank you very much.
[The cartoon referred to follows:]



1949

TARIff

ONE OF OUR QUAINT IDEAS ABOUT FOREIGN TRADE.

july 8# 1935
St. Louis Post-Ditpach

Senator HANSE N. Thank you very much, Mr. Goodman. I am very
eager to see the cartoon.

E'irst let me~say, Mr. Goodman, I am sure the Finance Committee
will be very pleased to add this to their collection. It is nice to get
something once in a while that is not derogatory of members of this
committee. We can accept this one without any embarrassment.

Mr. GOODMAN. Thank you, Mr. Chairman.
Senator HANSEN. The Senator who had the pleasure of introduc-

ing you has been in the forefront in pointing out how serious our
balance-of-trade and balance-of-payments deficits are. Senator Sym-

'M
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ington often pointed out that the United States was becoming a
bankrupt country long before we had our first dollar devaluation.

What steps do you think that we need to take to restore competi-
tiveness to our international trade?

Look at the Germans and Japanese. They had trade surpluses on
manufactured items of $26 billion and $22 billion in 1973. We had a
deficit in manufactured trade.

How can we support, them through troop expenditures, et cetera,
if we cannot earn the foreign exchange through a trade surplus?

It would seem to me that we cannot live off foreign investments
forever.

Would you care to comment on t ose observations, Mr. Goodman?
Mr. GooDMAN. Mr. Chairman, I see a parallel between the domes-

tic and international scenes. We are dedicated to a free market econ-
omy in the United States, but we also have the Federal Trade Com-
mission, whose objective it is to keep the channels of competition
open. And so they take steps to do away with any obstacles, any un-
fair competition, any monopolistic developments.

In the same way, I think we have to have the right in this coun-
try to protect ourselves against unfair competition, against dumping
and many of the things that are provided in the act. But in the ong
run I feel that our economy will do better and will have a better
total picture, including the balance of payments, if we have as free
as possible an interplay of competition. And we have seen how fast
this thing changes. When I testified before the House on this bill-
that is the only time I have testified-we then had an unfavorable
balance of trade. This has changed.

We have seen industries, for example, where the electronics indus-
try moved almost totally to Japan, and with new technology it has
moved to this country. The thing shifts very rapidly. In the long
run, I believe, balance of payments-and the interests of the total
economy will be best served by preserving as much free competition
as possible.

Senator HANSEN. In general I find merit in what you say. You
spoke about the provisions we have in the law already-the escape
clause, the balance of payments, the antidumpting statutes and non-
tariff trade barriers, and other things.

In addition to all these things, which I think each of us can agree
ought to be eliminated to the extent that we can so as to assure that
your objective of fair international competition will prevail, there is
concern among a number of us about the great differential between
labor costs in some countries of the world today and the situation
here in America because of the treatment that we have afforded un-
ions. I am not critical of that, except to say that it does seem to me
to impose sonic real burdens on our manufacturer as contracted to
his counterpart in other parts of the world.

Do you believe that the cost of labor is an important consideration
in the ability of American manufacturers to compete with their
counterparts the world over?

Mr. GOODMAIN. I believe American labor has to be flexible, has to
change to meet changing conditions. And I feel that if you pre-
vented low-priced goods that. now come in, from coming in you



1951

would be working a tremendous hardship on the total public. If you
go into an average home, a low-income home today, here is what you
are going to find. The children's clothes are almost all imported. If
you want to buy for $3 an outfit that your little girl can wear, age 4
or 5, it has got to come from Taiwan or Korea. It used to be Japan,
but not any more.

If you chop those imports off, you cannot make such goods in this
country for that price. We have got no business making that stuff.
We should make other things where our American skills are appro-
priate and productive. We have gone far away from handicraft pro-
duction in this country. We are highly mechanized producers.

There-are parts of the world that are still in hand production, and
it is appropriate that they should make that. But if you were to cut
those things off you would find that the average income family
would have a hardship. You would not have a $5 shirt for a man to
buy for himself. The same goes not, only for apparel, but for some
items of home furnishings. The total amount of imports in Ameri-
can retailing is a small proportion of sales. It is not a big factor in
your economy. But it is an essential part because it serves the low
price demand that is now being served, and it also introduces on the
other end of the scale some creative merchandise that is not avail-
able in this country, handmade things and other things that give
more variety to American life.

Senator HANSEN. We are going to take turns here, but I do have
one more question to ask you. One of the axioms that I think is ac-
cepted by those who are advocates of completely free international
trade is that you will have free, movement of ca ital, of technology,
and of labor. But I do not think that I am able to discern in this
country such a willingness on the part of labor in a displaced indus-
try as we spoke of the textile industry in New England. It has
pretty well left there. Now Senator Ribicoff tells me some other in-
dustriesin his State of Connecticut are being hard pushed in spite
of the retraining programs that we have, and despite the assistance
that is given these groups.

Is it not true in this country that people generally are not willing
to pick up lock, stock, and barrel, and move to another part of the
United States to become part of another labor force?

Mr. GOODINAN. First, sir; the adjustment assistance that is pro-
vided in the act is sound in our opinion. It is going to be necessary
from time to time. That is the best way to go.-Retraining people is
important and has worked to some extent. The fact that today you
have an electronics industry flourishing in New England and an un-
employment rate that is not particularly worse than anywhere else
in the country indicates that it has worked.

The other thing is that, unemployment is not caused only or even
principally by this kind of competition. It happens all the time. You
take the American shoe industry that is often cited as an industry
being hurt by imports. It was hurt by pants, women wearing pants
suits. The shoe that was worn with a dress was very important, and
women were wearing long boots and so on. When pants came out,
that wiped out that market. Many manufacturers suffered as a re-
suit. So it is not only import competition.
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But the underlying point is that this kind of adjustment-we have
the most marvelous society on earth-this kind of adjustment is a
price that is well worth paying to maintain a high standard of
efficiency and a high standard of living in this country for all.

Senator HANSEN. Thank you, Mr. Goodman.
Senator Dole?
Senator DOLE. I only have one question. I apologize for being late,

but I have read the summary, although not the 40-page statement.
But I note you do not explore title IV to any great extent. You in-
dicate in your longer statement that that gets into an issue of for-
eign-policy and international politics. But it is going to be a very
sticky problem to resolve. That is the most-favored-nation treatment
for the Soviet Union.

Do you have any other view on that, that is not stated?
Mr. GOODMAN. Well Senator, I feel that as retailers, we favor free

competition and as much trade as possible. The question of what to
do about most-favored-nation status -for Russia is more of a political
question than an economic question. I think it probably does not be-
long within the sphere of our competence. I hope that it can be re-
solved and will be resolved, and wisely. But we do not feel that as re-
tailers this is really in our field, because it is largely a political
question.

Senator DOLE. That is all I have, Mr. Chairman.
Senator HANSEN. Senator Packwood?
Senator PACKWOOD. In your statement you refer to unfair import

trade. You say that it is used to limit fair import competition. With
that I agree. But as our negotiators sit down and start to bargain
with underdeveloped nations, with Europe, with Japan, they are
going to have a difficult. time having a straight trade-off in every
sector of the economy. I will be surprised if they can lower nontariff
barriers to chemicals here and in Germany in exactly the same fash-
ion.

Do you regard it as fair, therefore, to barter off or to use as lever-
age one segment of the economy in exchange for the benefit of an-
other?

Specifically, if we were to say to Japan, you will not allow us to
sell beef in Japan we are not going to allow you to sell textiles in
the United States?

Mr. GOODMA.. I feel. Senator, this kind of thing should be done
only as a last resort where, in the judgment of the administration, it
is essential to do it. But if we do so much of it that it has a tendency
to undermine the free interplay of competition, that is destructive, I
think, to our industry, and, I think, to our economies.

Senator PAcKwooI. As a last resort, because they haye no beef we
want to buy, nor wheat. We are supplying and we have reserves.
They have a barrier on beef in Japan, not because we are affecting

-__...eef, but it is just that they do not want to spend $15 million for beef
that they are not now buying.

.____._You have no objections to that. as a last resort. It is going to be a
quid pro quo. We want free trade. It is not-going to be a one-way
street, because textiles and cameras happen to be a significant im-
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port. We are going to limit those unless you let us into the market
in beef.

Mr. GOODMAN. If, in the opinion of the administration it is essen-
tial to do so, yes.

Senator PACKWOOD. I have no questions, Mr. Chairman.
Senator HANSEN. If I may, I would like to ask one further final

question.
You spoke about free international trade and I think you have

given a great testimonial for free markets, one of the best that I
have heard. I agree with you on the importance of a free market. I
think that we can agree that our experience with wage and price
controls has pretty much been an unmitigated disaster.

Do you think that you can help convert some of your friends in
the Senate that we need a free market in oil and steel and other in-
dustries as well?

Mr. GOOD-MAN. So far my job today is to help convert you, but I
am willing to do anything constructive.

Senator HANSEN. As you know, there is a strong sentiment for
more controls on American business. We cannot have free trade with
foreign markets, I do not believe, while we put a stranglehold on
American business.

Would you agree generally with that statement?
Mr. GOODMAN. Yes, sir.
Senator HANSEN. Mr. Goodman, your testimony has been very

helpful. Thank you so much. As I know you are aware, your full
statement will be included in the record, and we certainly will study
it with all full consideration.

Mr. GOODMAN. Thank you very much.
[The prepared statement of-Mr. Goodman and a position paper of

the NRMA and ARF, and a letter of James R. Williams, President,
NRMA follows. Hearing continues on p. 1973.]

PREPARED TESTIMONY OF STANLEY J. GOODMAN ON BEHALF OF TUE NATIONAL

RETAIL MERCHANTS ASSOCIATION AND THE AMERICAN RETAIL FEDERATION

SUMMARY

NRMA is a nonprofit, national trade association with approximately 2,000
corporate members operating more than 30,000 retail outlets with an aggregate
volume of approximately $65 billion. ARF, through its 50 state association and
31 national association members, represents over 1 million retail establish-
ments. Retailers are in constant, close contact with all U.S. consumers, and
consequently know well the interests of the 200 million U.S. consumers who
daily express their purchasing preferences for the highest quality goods at the
lowest possible prices from throughout the world.

General Position
NRMA and ARF support the fundamental purposes and many of the specific

provisions of the Trade Reform Act. NRMA and ARF are concerned, however,
that certain provisions could lead to results which are inconsistent with the
purposes of the Act and would be detrimental to U.S. retailers and consumers.
A-detailedpaper has been submitted to the Committee expressing these con-
cerns and suggesting modifications, including (a) broad procedural reforms in
the antidumping and countervailing duty areas, (b) more realistic dumping
criteria, and (c) miodificaions in the broad Plresidential power to retaliate
against unreasonable foreign import restrictions. Because of time limitations,
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oral testimony is limited to three areas of concern: revisions in the escape
clause, the balance-of-payments authority, and unfair import competition.

Specific Recommendation8
(a) Relief from injury caused by import competition.-NRMA and ARF op-

pose reducing the criteria for establishing new tariffs or quotas in order to
provide relief from import competition. Thus, we urge that the present princi-
ple that import relief be conditioned upon previously negotiated trade conces-
sions, and the present standard requiring increased imports to be the "major
cause" of serious injury, should be continued. Above all, since adjustment as-
sistance offers an effective and less restrictive response to import competition,we urge that the Act be amended to require adjustmnt assistance to be uti-
lized before higher tariffs or quotas are imposed.

(b) Balance-of-payments authority.-NRMA and ARF recommend that the
Act be amended to provide minimum standards for determining when balance-
of-payments problems justify import restrictions; that surcharges designed to
correct balance-of-payments problems only be imposed on a most favored na-
tions basis; that interested persons be given the opportunity to submit views
and comments prior to any balance-of-payments restrictions; and that consid-
eration be given to alternative remedies to balance-of-payments difficulties
which are less restrictive.

(c) Relief from funfafr trade practices.-NRMA and ARF believe that the
statutes dealing with unfair import trade should avoid limiting "fair" import
competition, and that importers should be accorded procedural and substantive
due process.

STATEMENT

Mr. Chairman and Members of this Committee:
My name is Stanley J. Goodman. I serve as Chairman of the Board of The

May Department Stores Company with headquarters in St. Louis, Missouri.
Our company is the third largest department store company in the U.S., with
sales exceeding $1% billion.

I appear before you today, however, not in my individual corporate capacity
but rather on behalf of all of retailing, as spokesman for NRMA, the National
Retail Merchants Association and ARF, the American Retail Federation.

So that you may give my remarks their appropriate representational weight,
let me tell you very briefly about NRMA and ARF.

NRMA is a non-profit national trade association with approximately 2,000
corporate members operating more than 30,000 retail outlets throughout the
United States. These stores account for approximately 65 billions of dollars in
sales annually and range in size from large retail department store chains to
small specialty shops. We employ more than two million people. We estimate
that In the course of a year, NRMA's member stores handle some 6 billion
transactions, an average of some 30 transactions for every man, woman and
child in the United States. The American Retail Federation through its mem-
bership comprised of 50 state retail state associations, 31 national retail asso-
ciations and sustaining corporate members represents over 1 million retail es-
tablishments.

I would like you, Senators, to visualize the function of a retailer so that you
may assign the proper weighting to our testimony. Retailing is not only one of
the largest industries in the country in terms of the number of people it
employs, but it is also the Industry closest to the public. The retailer stands or
falls by how well lie serves his customers; hence the retailer's habit of watch-
ing people, studying their reactions, and responding to their preferences and
aspirations.

The cash register functions as an economic voting machine, recording the
things people decide to buy, and with the new computer technology this body
of information on the daily buying decisions of millions of Americans is more
specific and comprehensive than ever.

Another thing about retailing is that it is probably the most competitive in-
dustry we have, partly because of the ease of entry into the business, and
partly because everyone has had experience with retailing as a customer and
then he feels lie knows more about it than the professionals. Perhaps they do.

Tile ancient creed of the retailer Is, "The customer is always right," and
that iR still true because no one can succed In retailing unless they are good
at forecasting what the consumer will want, when he wants it, and from
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where he wants it. Just as you gentlemen are sensitive and responsive to the
needs and desires of the people in your constituncies, so our survival in a
highly-competitive field requires sensitivity and responsiveness to the needs
and desires of the U.S. consumer, whose perspective is growing and whose
standard of living is the highest in the world, thanks to our free system of
competition.

The most fundamental lesson we've learned over the years is that the Amer-
ican consumer, with the mobility of the most motorized population on earth,
stimulated by highly developed television and other media, and supplied by the
world's most decentralized and competitive retail industry, expects a growing
variety and abundance of the best possible merchandise at the lowest possible
prices from a worldwide marketplace.

Without the choice and competitive stimulation resulting from imports-if
barriers to trade were to grow, not diminish-what would be the likely result?

Most importantly, prices to the American consumer would surely increase,
aggravating and accelerating our already considerable problem of inflation.
And today, unlike even as recently as last May, when I testified on the Admin-
istration's trade bill before the Ways and Means Committee, we're not speak-
ing of inflation as merely a controllable concern, but rather as a debilitating
disease-reaching "double-digit" proportions. As you know, inflation grew at
the alarming rate of 8.8 in the last quarter of last year, up from 3.3% the
previous year, which itself represented a rapid rise. If trade barriers are tight-
ened, if sources of competing products and commodities are impeded, our al-
ready overheated economy may well reach the boiling point.

In addition to inflationary pressures, heightened trade barriers would protect
inefficient industries, thereby undermining our fundamental ability to compete.
And, of course, a clamp down on imports would ultimately stifle our exports.
further weakening our international competitiveness and the vitality of an in-
terdependent international economic system.

For these reasons, both NRMA and ARF have urged and will continue to
urge Congress to adhere to the competitive principles which have advanced the
economic well-being of all Americans for so many years. While requests for in-
sulation from foreign competition should, of course, be considered, and con-
structive relief to U.S. workers and industry made available where warranted,
we can see no more justification for creating a wall of protection against fair
competition from the world's markets than we can for prohibiting manufactur-
ers in one section of the country from competing with manufacturers in an-
other section.

This is an important point, I feel. The U.S. economy is a stand-out achieve-
ment in modern times, and it is admired and envied all over the world, even
by our adversaries. The achievement could not have been attained without the
vitality and stimulation of a competitive market system permitting the free in-
terplay of that competition. As our economy evolved, there were maiy times
where industries in one section of the country were being hurt by newer indus-
tries in another area. True, these competitive forces caused attrition and un-
employment in the industry that was losing part of its market. But the free
competitive system stimulated its own adjustment and resulted in a far health-
ier total economy. Thus, when textiles moved south out of New England, elec-
tronics and other industries moved in to take their place.

Had the American government seen fit to set up protective regional barriers
to shore-up faltering older industries, the very health of our economy would
linve been undermined. As a friend of mine who was a conservative British
MP put it, "Industries are ruined by protection."

Because of our belief in the soundness of a trade policy favoring the mini-
mum of restrictions on trade consistent with the national interest, NRMA and
ARF support the fundamental purposes and many of the provisions of H.R.
10710. We are concerned, however, that certain provisions of the legislation
are, or could be used to create results, inconsistent with freer trade principles.
Accordingly, we are recommending certain amendments to clarify the circum-
stances under which government intervention can appropriately disrupt the
free flow of international trade.

In the 40 page Technical Paper which we have submitted to the Committee,
and which we request be made part of the record, we set forth specific com-
ments, with respect to many provisions of the Act. Because of time constraints
at this hearing, I would like to touch briefly on only three of those provisions:

30-229 0 - 74 - 13
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the import relief proposals contained in Title II; the proposed balance-of-pay-
ments authority contained in Chapter 2 of Title I; and the provisions of Title
IlI, which deal with unfair methods of competition.

TITLE II. RELIEF FROM INJURY CAUSED BY IMPORT COMPETITION

Let me first discuss the import relief proposals in Title II.
We-must all recognize that world economic conditions are changing rapidly,

that factors influencing our balance-of-payments and trade positions are vola-
tile, and that action taken by the U.S. results in immediate reaction by other
countries.

We must also recognize that as the world becomes increasingly interdepen-
dent, the economic viability of each country is a matter for our own concern.
With the present possibility of grave recession in European and Asian coun-
tries, any U.S. action which would further weaken their economies-such as
increased import restraints-presents clear danger to the U.S. economy. Any
restriction on international trade necessarily hurts us, and any imbalance in
the world economic system necessarily creates the danger of plunging each
country into economic and social disequilibrium. The recent experiences gener-
ated by the energy crisis and shortages of key commodities have graphically
reconfirmed this.
- Because of these realities, NRMA and ARF are opposed to short term

"cures" which ultimately would impede attainment of the long-term goal we
support-relaxation of trade barriers. Hence, we urge that those provisions of
H.R. 10710 which would relax the standards for imposing import relief in the
form of tariffs, quotas, or orderly marketing agreements be rejected, espe-
cially in view of the availability of less restrictive solutions to trade problems
in the form of adequate adjustment assistance.

The present standards for granting import restrictions ensure a proper bal-
ance between the need to protect U.S. industry and workers from serious in-
jury resulting from import competition and the long-term benefits of a freer
trade policy. The principle that the need for import relief must arise from pre-
viously negotiated trade concessions is long established and internationally rec-
ognized. It is necessary to ensure that when increased imports result from
other factors, such as changed economic conditions or shifts In consumer de-
mand, the U.S. consumer should not be required to forego the economic bene-
fits of fair international competition. If the current connection between negoti-
ated trade concessions and undue import growth is abandoned, Congress will
be facilitating the construction of a protective wall around our inarket in the
name of Justifiable relief. But rather than relief, our competitive structure will
ultimately be weakened, and our standard of living will begin to crumble from
the vibrations generated by construction of such a protective wall.

In addition to the tie to trade concessions, we similarly believe that Con-
gress should retain the present standard requiring increased imports to be the
"major cause" of serious injury, or the threat thereof. We are not unmindful
or Insensitive to the plight of people or firms whose economic well-being is
threatened by import competition. But we are steadfast in our belief that if
such competition is fair, it is not In the best interests of our people to protect
small segments of the economy at the ultimate expense of our overall competi-
tive fiber and standard of living. We have faith in the ingenuity and competi-
tiveness of the American businessman, and the underlying strength of the com-
petitive process which has made this nation great. We recoil at efforts to
undermine our prime economic asset by making available tools which could
chisel away at the more permanent benefits of our competitive system.

Moreover, because the revised adjustment assistance provisions in the Act
would offer an effective and, in our view, less restrictive response to import
competition, the benefits of the competitive process need not be curtailed by
erecting artificial import restrictions. Adjustment assistance directly aids
workers and firms affected by import competition to improve efficiency and
productivity without creating concomitant restrictions on fair competition, and
without inviting retaliatory trade measures from foreign countries.

The Act already implicitly recognizes the advantages of adjustment assist-
ance by facilitating such relief, by requiring the President to evaluate the ex-
tent to which adjustment assistance can be made available in lieu of import
restrictions, and by authorizing expeditious consideration of adjustment assist-
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ance petitions. We strongly urge that the Act be amended explictily to provide
that, where some form of relief is necessary, adjustment assistance for work-
ers and firms is to be utilized before higher tariffs or quotas since the inter-
ests of all Americans would be served by requiring adjustment assistance to be
the preferred form of relief unless it can be demonstrated that such assistance
would be clearly Ineffective.

TITLE I.-CHAPTER II, SECTION 122, BALANCE-OF-PAYMENTS AUTHORITY

When I testified before the House Committee last May, our balance-of-
payments picture was dim. At that time, we had suffered a negative trade bal-
ance of $0.9 billion in the preceding year, and prospects for rapid reversal were
poor.

But recently, the government announced a dramatic turnaround. In the
fourth quarter of 1973 our trade balance bounced back to a favorable $1.2 bil-
lion, totally unexpected and unpredictable.

Fluctuations of this nature underscore our belief that the President's author-
ity under the balance-of-payments provisions should be limited.

In order to safeguard against the unjustified Imposition of such restraints,
the Act should provide minimum standards to determine when balance-of-pay-
ments problems justify Import restrictions and, for this purpose, should clearly
define such terms as "large-and serious balance-of-payments deficits", and "im-
minent and significant depreciation of the dollar".

Moreover, surcharges designed to correct balance-of-payments problems
should only be imposed on a most-favored-nation basis, since adjustment to
new economic factors causing balance-of-payments difficulties should be borne
by all countries concerned, not simply by those which happen to have a trade
surplus at a particular time.

Further, we believe that because of the potentially far-reaching Impact of
balance-of-payments restrictions, such restrictions should not be imposed unless
interested persons have had an opportunity to submit views and to comment
on the stated reasons for the President's action.

Above all, it should be recognized that balance-of-payments deficits may be
caused by factors other than trade Imbalances, such as foreign aid programs
or changes in currency values, so that trade restrictions may not always be an
antidote for the underlying causes of the balance-of-payments problems. Con-
sideration should therefore be given to alternative remedies to balance-of-pay-
ments difficulties and, at a minimum, restrictions should be limited to In-
stances in which a finding is made that balance-of-payments problems would
continue in the absence of less restrictive corrected measures affecting Inter-
national trade.

TITLE II. RELIEF FROM UNFAIR TRADE PRACTICES

Finally, I want to say a word about the unfair competition provisions found
in Title III of the Act.

There is no doubt, of course, that unfair acts in import trade must be dealt
with just as forcefully as unfair acts in domestic trade. What concerns NRMA
and ARF, however, is that the statutes dealing with "unfair" import trade can
be used to limit even "fair" import competition. These statutes seem to reflect
a long-standing conception that since importation is a privilege it is not neces-
sary to treat importers (who are generally Americans) with the same substan-
tive and procedural fairness which is normally accorded other persons under
the law.

But, imports benefit the entire U.S. consumer population and provide count-
less thousands of Americans with business and job opportunities. It seems un-
warranted to deprive these Americans of the benefits of import trade without
the constitutional protections available where other property rights are threat-
ened. But even more important, Importation is no longer a privilege; it is a
necesity in an interdependent world economic system that could collapse if se-
riously challenged by wholly nationalistic concerns. Sound public policy should
recognize this reality and ensure that this necessity is not unduly curtailed by
the failure to provide safeguards consistent with due process of law. We hope
that your Committee will carefully consider the detailed proposals we have
made regarding the unfair trade statutes which are designed to provide funda-
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mental standards of fairness and ensure that the statutes impede only unfair-
not fair-trade.

Mr. Chairman, because of time limitations, I have dealt with only three
areas of our concern. In our Technical Paper we have many more suggestions
and comments which we mean to be constructive and helpful to you In shaping
a final bill.

NRMA and ARF believe that its concerns are the concerns of most Ameri-
cans, the several million people we employ, and the 200 million people we
serve. With our many opportunities for close contact with consumers, which no
other business sector, we believe, can duplicate, retailing would hope to be af-
forded the opportunity to participate on advisory panels both at the policy and
technical levels to advise the Secretary of Commerce and the Special Trade
Representative in multilateral negotiations. I note that the Secretary of Com-
merce and the Special Trade Representative are forming twenty-six Industry
Technical Advisory Committees for Multilateral Trade Negotiations, as well as
an Industry Policy Advisory Committee, and believe that retailing representa-
tion therein is a natural complement to other sectors, and a necessity, if our
negotiators are to receive through input on our economy from the private sec-
tor. I would hope that the Report of the Senate Finance Committee would
reflect this fact.

We appreciate the conflicting demands being made upon this distinguished
Committee from various groups in our country. We urge that, in resolving
these demands, you resist the short-term temptation to protect industry by
shutting off its import competitors and that you open our doors to freer inter-
national trade which, in -the long run, will mean more Jobs for more people
than ever before in the history of our country. We have yet to see success
from government interference with the underlying competitive process, as evi-
dence most recently by the failure of the Economic Stabilization Program to
contain price inflation in this nation.

We have suggested today that the constructive legislation now before you
can be further improved by taking temporary steps other than counter-produc-
tive tariff or quota barriers, while at the same time authorizing the President
to negotiate permanent agreements to make the world a freer and more open
marketplace.

In this way you can effectively protect endangered industries and their em-
ployees, yet promote the health and growth of our economy as an active par-
ticipant in international trade.

PREPARED STATEMENT OF THE NATIONAL RETAIL MERCHANTs ASSOCIATION'S AND
AMERICAN RETAIL FEDERATION'S POSITION PAPER ON THE TRADE REFORM ACT
(I.R. 10710)

SUMMARY

The National Retail Merchants Association (NRMA) is a nonprofit, national
trade association with approximately 2,000 corporate members that operate
more than 30,000 retail outlets and sell more than $65 billion in goods and
services annually. The American Retail Federation (ARF) through its mem-
bership comprised of 50 retail associations. 31 national retail associations and
sustaining corporate members represents over 1 million retail establishments.
Following is a summary of NRMA and ARF positions with respect to the
Trade Reform Act ("Act").

TITLE I-NEGOTIATING AND OTHER AUTHORITY

Chapter I-Rae.s of Duty and Othcr Trisde Rarriers.-NRMA and ARF sup.
port the provisions of the Act which would authorize the President to negotiate
reductions in tariff and nontariff barriers. and encourage such negotiations.
However, NRMA and ARF are concerned that the lack of reasonable limits on
the P'esident's discretion to increase tariffs could result in unjustified import
restraints.

Chapter l1-Othcr Authority.-NRMA and ARF recommend that: (1) the
Imposition of surcharges to correct balance-of-payments difficulties be author-
ized only on a most-favored-nation basis: (2) a hearing be required prior to
the imposition of any restrictions; (3) the imposition of quantitative restric-



1959

tions be rejected as a method of correcting balance-of-payments problems; and
(4) minimum standards be provided for defining when balance-of-payments
problems justify import restrictions.

TITLE II-RELIEF FROM INJURY CAUSED BY IMPORT COMPETITION

Chapter 1-Import Relief.-NRMA and ARF believe the strengthened adjust-
ment assistance provisions of the Act are superior to restrictions on imports as
a means of adjustment to import competition, and urge that the Act be
amended to provide that when relief from import competition is necessary ad-
Justment assistance be the preferred form of relief.

Moreover, beckiuse the imposition of import relief distorts trade patterns, re-
duces economic efficiency, and invites retaliation from foreign countries, NRMA
and ARF oppose relaxation of the standards under which import relief is

-granted. Thus, NRMA and ARF recommend retaining the causal connection be-
tween prior trade concessions and increased imports that is presently a precon-
dition for such relief. Further, NRMA and ARF recommend retaining the"major cause" criterion for the determination of the causal connection between
increased imports and serious domestic Injury.

In addition, NRMA and ARF recommend:
1. that as a condition for granting import relief, the Tariff Commission be

required to determine that the domestic industry has made and is making a
bona fide effort to effectively compete with imports;

2. that import relief be limited to the partial or total suspension of the
GATT obligation or tariff concession which gave rise to the need for import
relief; and

3. that the power granted to the President to impose an orderly marketing
agreement on nations not a party to the agreement be deleted, or, at a mini-
mum, that the unilateral extension of such agreement to other countries be
permitted only if a dominant (rather than major) share of U.S. imports are
already covered by such an agreement.

TITLE III-RELIEF FROM UNFAIR TRADE PRACTICES

Chapter 1-Foreign Import Restrictions and Eport Subsidie.-In order to
protect against the unwarranted use of the power of retaliation, NRMA and
ARF recommend:

1. that Congress revoke the President's authority to take all "appropriate
and feasible steps within his power" to end foreign trade restrictions;

2. that the authority to retaliate against "unreasonable" foreign acts be
deleted ;

3. that the President's retaliation authority be restricted to the suspension
or withdrawal of trade agreement concessions, or, at a minimum, that the au-
thority to impose additional tariff increases or quotas be limited; and

4. that retaliation only be authorized after a specific finding is made that
the alleged foreign conduct is the primary cause of the lack of U.S. experts of
the products involved, and that, where feasible, the import restriction be lim-
ited to the products with which the foreign act or practice Is concerned.

Chapter 2-Antdumping Dutfcq.-Because the anti-dumping procedures can
easily be abused, NRMA and ARF recommend that:

1. the procedures outlined in §321(b) of the Act be strengthened by requir-
ing that a dumping determination be made only on the basis of a hearing con-
ducted In accordance with the adjudicatory provisions of the Administrative
Procedure Act, and that a single agency be given responsibility for making
such determination;

2. withholding of appraisement prior to an LTFV determination should be
allowed only if-irreparable injury and lack of alternative means of relief have
created an emergency situation;

3. if dumping is found, the Customs Service be required to determine within
a specified time whether dumping duties should be assessed;

4. provision be made for the exclusion from the proceeding of specific ex-
porters and importers whose products are not being sold at LTFV;

5. immediate, full Judicial review of dumping determinations be provided;
6. the proposed amendments which would exclude from the dumping compu-

tation foreign bounties or grants against which the U.S. has countervailed
be adopted;
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7. the substantive criteria under the Act be modified and clarified to:
a. define identically the terms "fair value" and "foreign market value";
b. allow use of the cost Justification standard under the Robinson-Patman

Act to determine comparative prices, so that all expenses which are reason-
ably related to the merchandise Involved be taken into account in deter-
mining relevant prices under the Act;

c. provide for a negative determination if sales of imported merchandise
are made in good faith to meet competitive prices;

d. provide for a negative determination if technical price differentials
resulted solely from changing conditions affecting the market for, or the
marketability of, the merchandise concerned; and

e. provide for the imposition of dumping duties only if LTFV. sales
cause material injury, or a threat thereof, to the U.S. industry.

Chapter 3-Countervailing Dutie8.-NRMA and ARF urge clarification of the
meaning of the term "bounty or grant" and encourage the negotiation of inter-
national standards to define practices which constitute permissible and non-
permissible export subsidies. NRMA and ARF agree that pending the negotia-
tion of such standards, the Secretary of the Treasury should be given
discretionary authority to decline to impose countervailing duties, and urge
that such authority be permitted whenever the Secretary determines that the
economic interests of the U.S. would be adversely affected by such imposition.
NRMA and ARF recommend that until the scope of the term "bounty or
grant" is clarified, U.S. producers and manufacturers not be given the right to
seek Judicial review of a negative countervailing duty determination, in order
to preserve the Treasury Department's flexibility with respect to establishing
meaningful standards for the term "bounty or grant." The term "bounty or
grant" should, in addition, be more clearly defined by explicitly incorporating
the Treasury Department's decision that countervailing duties are inappro-
priate when an exported product is exempted from indirect taxes within the
meaning of GATT. Finally, NRMA and ARF urge that procedures in counter-
vailing duty proceedings be improved by requiring a hearing on the record in
accordance with the adjudicatory provisions of the Administrative Procedure
Act.

Chapter 4-Unfair Import Practfce.-In order to avoid unnecessary and
harmful duplication with other statutes, NRMA and ARF recommend that sec-
tion 337 be restricted to cases involving alleged patent infringement. If this
recommendation is not adopted, NRMA and ARF recommend:

1. that the Tariff Commission be authorized to issue cease and desist orders,
and that the exclusion remedy be limited to those situations in which exclu-
sion is the only available adequate remedy; and

2. that the procedures in section 337 proceedings be improved by requiring
a hearing on the record, under the Administrative Procedure Act, and that Ju-
dicial control of administrative action under section 331 be improved by per-
mitting Judicial review of the Commission's findings of fact on the basis of a
"substantial evidence" test; and

TITLES IV AND V-TRADE RELATIONS WITH COUNTRIES NOT ENJOYING
NONDISCRIMINATORY TREATMENT AND GENERALIZED SYSTEM OF PREFERENCES

In accordance with our general position concerning the benefits of freer in-
ternational trade, NRMA and ARF support the principle of expanding trade
on a most-favored-nation basis with all countries insofar as such action is con-
sistent with the national Interest. However, we take no position with regard to
the specific provisions of Title IV which deal with the right of emigration,
since these provisions concern political and foreign policy issues rather than
international trade issues.

NRMA and ARF support the general purposes of Title V.

INTRODUCTION

The National Retail Merchants Association (NRMA) is a nonprofit, national
trade association, comprised of approximately 2,000 corporate members that
operate more than 30,000 retail outlets In the United States and other coun-
tries. NRMA members sell about $65 billion in goods annually, employ more
than 2 million people, and range in size from small specialty shops to large
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retail department stores. The American Retail Federation (ARF) through its
membership comprised of 50 state retail state associations, 31 national retail
associations and sustaining corporate members represents over 1 million retail
establishments.

Because the success of our members depends upon their ability to recognize
and supply the needs and desires of U.S. consumers, NRMA and ARF are fa-
miliar with the many benefits to the American economy and the U.S. consumer
which result from foreign trade. An open and fair world trading system en-
ables the U.S. consumer to receiver the highest possible value for his retail
dollar. It provides merchandise which the consumer might not otherwise be
able to obtain at a price which might not otherwise prevail in the market.
Further, import competition insures that U.S. industries remain productive and
efficient, enabling the U.S. consumer to receive the full benefits of a free com-
petition policy. Similarly, an open world trading system ensures that U.S. mail-
ufacturers and producers have foreign markets and selling opportunities,
thereby increasing the standard of living of all Americans.

Conversely, restrictions on trade Inevitably prevent the consumer from get-
ting the best buy for his money by discouraging the importation of goods the
consumer would otherwise purchase and by forcing the purchase of goods the
consumer might otherwise not find attractive from a price or quality stand-
point. Restrictions on trade also reduce initiatives for efficiency and the availa-
bility of foreign markets within which to sell U.S. produced merchandise.

For these reasons, NRMA and ARF support the principle of unrestricted In-
ternational trade to the fullest extent that this principle is consistent with the
national interest. Thus, NRMA and ARF agree with the fundamental purposes
of H.R. 10710 (the "Act"), which are to promote an open and fair world
economic system, and that the Act, with certain clarifications and amendments,
and if fairly enforced and administered, should accomplish these purposes.

As for the clarifications and amendments, NRMA and ARF are concerned
about some provisions of the Act which create significant exceptions to the
free competition principle, and which would increase the possibility of unjusti-
fled restrictions on U.S. imports. In particular, NRMA and ARF believe that
much o? the discretion given the President to increase restrictions on trade
could result in permanent damage to U.S. trade relations, and thus to U.S.
consumers. While we recognize that some flexibility in handling foreign trade
policy questions is necessary, discretion to raise trade barriers is especially
susceptible to abuse and should be limited.

NRMA and ARF testified before the House Ways and Means Committee con-
cerning the Trade Reform Act introduced by the Administration (H.R. 6767),
and at that time NRMA submitted both a detailed Position Paper and pro-
posed amendments designed to facilitate the purposes of the legislations and
insure that the legislation does not become the means of furthering restrictions
on international trade. We are gratified that many of NRMA's suggestions
were adopted by the House, but believe that several additional modifications
are still necessary to avoid undue restrictions to the principle of free competi-
tion. In the following title-by-title analysis of the legislation, NRMA AND
ARF present specific comments with respect to the major provisions of the
Act.

TITLE I. NEGOTIATING AND OTHER AUTHORITY

Chapter 1. Rates of Duty and Other Trade Barriers
NRMA and ARF support the provisions of Chapter 1 of Title I which would

authorize the President to negotiate multilateral reductions in tariff and non-
traiff barriers. We believe that the effective use of this authority offers the
best means of fostering an open trade system. In this connection, we fully sup-
port the current GATT negotiations and hope that the U.S. negotiators are
successful in their efforts to reduce current trade distortions.

NRMA and ARF also support the Act's recognition that nonatriff barriers to
trade -are "preventing the development of open and nondiscriminatory trade
among nations" (Section 102(a)) and support the Act's authorization for the
negotiation of multilateral reductions in such barriers. We hope that many
nontariff barriers maintained by the U.S. will be lowered through these nego-
tiations. With respect to such nontariff barriers, we are troubled by the grow-
ing imposition of quotas negotiated without formal public analysis, with du-
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bious legislative authority and without legislative standards. For example, in
December, the United States and twenty other countries concluded the Ar-
rangement Regarding International Trade in Textiles, which would authorize
the imposition of quotas on cotton, wool, and man-made textile and apparel
items whenever a condition of 'market disruption' is found to exist with re-
spect to such Imports, without hearings or factual investigation, and regardless
of the propriety of such relief under the present "escape clause" or the pre-
posed import relief provisions of the Trade Reform Act. We believe that the
Arrangement, as well as other quotas imposed through bilateral negotiations,
are inconsistent with the rational formation of trade policy and extremely det-
rimental to U.S. consumers and businessmen who are dependent upon imports.

NRMA and ARF are also concerned with the broad discretion to raise tariffs
given to the President in Title 1. While we recognize that some discretion to
increase tariffs may be desirable from a negotiating standpoint, the authority
to increase duties to a rate which is either 50% above the rate existing on
July 1, 1934, or 20% ad valorem above fie rate existing on July 1, 1973,
whichever is higher, is far greater than required to complete meaningful trade
negotiations. This authority should therefore be limited.

Chapter 2. Other Authority
NRMA and ARF believe that the authority to correct balance-of-payments

problems in section 122 of Title I should be modified as follows:
1. First, NRMIA and ARF are pleased that the Administration's bill was

modified in the House to make temporary surcharges -rather than quotas--the
preferred form of relief for balance-of-payments difficulties. Temporary sur-
charges are far more flexible and effective in dealing with balance-of-payments
problems than are quotas, and are far less likely to create unnecessary admin-
istrative burdens or windfall profits. Moreover, because the imposition of quo-
tas often results in restricted supply and increased prices in exporting
countries, a quota could aggravate, rather than alleviate, balance-of-payments
problems. In fact, it is difficult to see any circumstances in which quotas
would be an appropriate response to balance-of-payments problems.

2. However, NRMA and ARF oppose the provisions of section 122 which
would allow surcharges to be placed- selectively against imports from only one
country. Adjustment to economic factors causing balance-of-payments difficul-
ties should be borne by all countries concerned, not simply by those which
happen to have a trade surplus at a particular -time. The U.S. itself runs a
payments surplus with many nations, yet for those nations to impose restric-
tions solely on the U.S. to protect their own balance-of-payments posture
would be unfortunate, particularly if the overall U.S. payments position was
itself in deficit. Hence, we believe that if any import restriction is required for
balance-of-payments reasons at all, it should be invoked only under the most-
favored-nation principle.

3. Further, because of the potentially far reaching impact of balance-of-pay-
ments restrictions on international trade, the U. S. domestic economy, and con-
sumers, NRMA and ARF believe that such restrictions should not normally be
imposed without prior opportunity for interested parties to submit views and
to comment on the stated reasons for the President's proposed action in a pub-
lic hearing conducted by the Tariff Commission. In particular, as a prerequi-
site to such restriction the Tariff Commission should be required to find that
the facts supporting the imposition of balance-of-payments restrictions in fact
exist, and should assess the Impact of any such restriction on the U.S. econ-
omy.

4. NRMA and ARF are also concerned that the lack of specific standards
concerning the circumstances in which restrictions are appropriate to correct
balance-of-payments problems could result in the unnecessary and unjustified
imposition of such restrictions. Terms such as fundamental international pay-
ments problems": large and serious deficits; and "imminent and significant
depreciation of the dollar" lack the definitional specificity which would ensure
against unjustified imposition of import restraints. Although we recognize that
these terms cannot be defined with mathematical precision, minimum standards
should be defined in order to limit the possibility of the misapplication of
these terms.

5. Finally, the Act does not specifically limit import restrictions for balance-
of-payments reasons to instances in which balance-of-payments problems would
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continue in the absence of less restrictive corrective measures, a limitation
which was contained in the Administration's 1ill and which would ensure
against the unnecessary imposition of import restraints. NRMA and ARF urge
that this limitation be reinserted In the Act.

TITLE II. RELIEF FROM INJURY CAUSED BY IMPORT COMPETITION

Chapter 1. Import Relief
NRMA and ARF believe that Section 201 of the Act, which would widen

current exceptions to freer trade principles for Industries injured by Import
competition, could result In unwarranted restrictions on trade and undue de-
pendence by U.S. industry on protectionist relief. We recognize the need for a
strong system of adjustment assistance to assist firms faced with heavy import
competition to increase their competitiveness and shift resources to more pro-
ductive uses. We also believe that the provisions of the Trade Reform Act
which would increase the availability and effectiveness of adjustment assist-
ance for both firms and workers will ordinarily provide an effective antidote
to import competition, and should be used as the primary response to such
competition.

Import relief measures are inevitably inferior to adjustment assistance as a
government response to import competition, since government-imposed de-
creases in trade reduce the real income of the United States and hurt domestic
employees who are dependent upon imports for their livelihood.

Import relief protects relatively Inefficient U.S. producers without providing
any efficiency incentives. It does not merely provide an "adjustment period"
within which domestic firms can increase efficiency or shift resources to more
economic production, since it provides neither incentives nor assistance there-
for. In essence, import relief seeks only to relieve U.S. Industry from the ri-
gors of competition, without acknowledging the importance of imports in stim-
ulating both competition and the efficient use of resources.

Adjustment assistance, on the other haud, does attempt to reconcil the
conflicts between an outgoing foreign trade policy and protection of the domes-
tic economy by relieving any dislocations brought about by Import competition,
while, at the same time, aiding resources to move to more efficient production.

Other factors also favor adjustment assistance rather than import relief as
the appropriate response to increased import competition. For example, there
are adverse foreign policy implications inherent in any import restrictions
which are not present In adjustment assistance. Import relief vitally affects
the economic interests of foreign countries, and the reaction of foreign coun-
tries to increased duties or quotas-under these provisions could take the form
of retaliation against competing U.S. exports, or resistance to further trade
negotiations. Any such retaliation, of course, would negate any net trade ad-
vantages thought to accrue from the imposition of increased duties or quotas.

Further, while import relief is ostensibly designed to alleviate economic dis-
location in an entire industry, it does not necessarily aid the individual firms
which may most need the assistance. Thus, if import relief is provided without
any government technical or financial assistance, marginal firms In the indus-
try might well still have difficulty in attracting capital or developing new tech-
nology or markets, and workers employed by such firms would still be faced

OK with loss of Jobs or fringe benefits.
For these reasons, NRMA and ARF recommend amending the Act to make It

clear that import restrictions will be applied only as a last resort in these few
cases in which adjustment assistance is infeasible or is found to be ineffective.

Similarly, because the imposition of import relief distorts trade patterns, re-
duces economic efficiency, and invites retaliation from foreign countries,
NRMA and ARF oppose any relaxation in the standards for granting such re-
lief. In this connection, we commend the House for having deleted from the
Act the so-called "market disruption test", which could have led to a totally
unrealistic assessment of the impact of imports on U.S. industries. We also op-
pose other changes in the present requirement that import relief be granted

'The possibility of retaliation is made clear by Article XIX, I 3(a). of the General
Agreement on Tariffs and Trade (GATT), which provides that a country against which
such import relief is taken may withdraw or suspend trade concessions which are "sub-
stantially equivalent" to the restrictions imposed.
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only when increased imports, resulting from trade concessions are the major
cause of serious injury to a domestic industry.

(a) Cauaal Connection Between Increased Imports and Prior Trade Conce8-
Rions.-The "escape clause" of the Trade Expansion Act of 1962 was designed
to authorize relief for U.S. industries injured as a result of government caused
international trade expansion, and Is based on the premise that when serious
injury to a U.S. industry results from governmental action through reductions
In trade restraints a government response to import competition is justified.
Conversely, when increased imports result from factors other than government
caused reductions in trade restrictions, such as changed economic conditions or
shifts In consumer demand, requiring the U.S. consumer to pay increased
prices is nothing more than government forced subsidization and protection of
possibly inefficient U.S. industry from the benefits of otherwise free market
forces. For these reasons, we are opposed to relaxation of the criteria for re-
lief to U.S. industry.

Moreover, this change Is completely inconsistent with the present U.S. com-
mitment as a Contracting Party to GATT since Article XIX of OATT explic-
itly allows adjustment only where, inter alia the imports against which relief
Is sought result from obligations incurred by a Contracting Party. The failure
to comply with an international obligation of the United States that would re-
sult from breaking the causal link between prior tariff concessions and in-
creased imports could have a great impact detrimental to the interests of the
United States.2

For over 25 years, GATT has been a significant catalyst for freer world
trade and an important barrier against regression to the protectionist excesses
of the 1960's. The United States, with its massive economic Influence on the
world, is a critical member of GATT. If the United States blithely ignores its
obligations under GATT in so important an area as the "escape clause", other
parties to GATT will feel free to violate their own obligations that seem tem-
porarily inconvenient. The result could be a catastrophic slide into unlimited
retaliation and protectionism, wiping out the immense benefits of increased
world trade that GATT has protected and encouraged since 1947.

Moreover, the conflict with GATT is wholly unnecessary because in those
cases in which import relief Is Inapplicable due to the nonexistence of prior
trade concessions, the improved adjustment assistance provisions in Title II,
Chapter 2 and 3 of the Act will almost assuredly provide sufficient relief.

For these reasons, NRMA and ARF strongly urge that section 201 be
amended to restore the existing causal link between prior tariff concessions
and Increased imports as a prerequisite for restricting imports.

(b) Causal Link Between Increased Imports and Serious InJury.-NRMA
and ARF also oppose the language In section 201 which would allow the Impo-
sition of import restrictions whenever increased imports are "a substantial"
cause, rather than, as at present, the "major cause" of domestic injury. Be-
cause of the complexity of the world economy, any attempt to analyze the ex-
tent to which serious injury to a domestic industry Is related to increased Im-
ports is a difficult and inexact task. one which could easily be abused.
Symptoms of injury to U.S. industry could result from many factors other
than import competition. For example, the failure of an industry to utilize the
latest advances in technology might well reduce sales in that industry as a re-
suilt of an increase In sales by domestic industries producing competitive sub-
stitutes. Factors such as shortages of raw materials or -shifts In consumer de-
inand could likewise produce symptoms of injury which are unrelated to
increased imports. The recent experiences in the energy crisis amply demon-
strate this possibility.

Because of the difficulty of assessing the importance of such factors relative
to the importance of increased imports as a cause of Injury, a margin of error
should he maintained to protect against the unwarranted imposition of Import

21ronically, the conflict would arise with an article In OATT which was adopted at
the insistence of the United Stateq. See Analysa of General Agreement on Tarlffs and
Trade, Department of State Publication 298.3. Commprelal Policy Series, 100 (1047). Any
relief granted tinder Section 203 that was not based on a prior trade concession under
GATT would represent an "unreasonable" trade practice within the terms of proposed
Title 111, Chapter I of this Act, since It would be Inconsistent with GATT. Thus, It
another nation were to enact a statute identical to 1301 of the Bill, action by the United
States taken under proposed Chapter I of Title II would provide that nation with full
Justiflcation and authority to retaliate against U.S. exports.
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restraints. The existing interpretation of section 301 of the Trade Expansion
Act-that increased imports must outweigh the aggregate effects of all other
factors as a cuase of Injury-place reasonable constraints on the potential for
abuse.

Aside from modifying the standards in section 201, NRMA and ARF believe
that section 201 would be strengthened by requiring a finding that an industry
has made and is making an effort to compete more effectively with imports as
a condition to granting relief. Paying a subsidy to assist an Industry over a
period of transition to achieve a more competitive stance may be a defensible
procedure; but- paying a subsidy to sustain an industry that passively hopes
for better times in the future is wholly indefensible.

NRMA and ARF are pleased that the House adopted NRMA's suggestion to
make tariff increases, rather than quotas, the preferred form of import relief.
However, in keeping with the need to make the legislation consistent with
present Article XIX of GATT, we urge that section 203 be amended to ensure
that relief is structured around the partial or total suspension of the GATT
obligation or a withdrawl or modification of the concession on which the im-
port relief was conditioned.3 At a minimum, meaningful limitations should be
placed upon the President's authority to Impose import restrictions. The pres-
ent "limitation" of duty increases to a rate which is 50% ad valorem above
existing rates permits increases which are far greater than necessary for the
purposes of adjustment, and would permit punitive and protectionist duty in-
creases. Similarly, the Act's provision "limiting" quota restrictions to the
amount of imports in the most "representative" period provides no guidance
for the determination of what time period might be "representative" and Is
therefore not an effective limitation. NRMA and ARF are opposed to the Impo-
sition of quotas under any circumstances, but if quotas are Imposed they
should not, at a minimum, restrict imports to a level below that in existence
at the time of the imposition.

Finally, the authority under Section 203(h) to impose restrictions on coun-
tries not a party to an orderly marketing agreement should be deleted, or, at a
minimum, should be amended to permit such Imposition only if the agreement
has been entered into with countries that collectively supply a dominant share
of U.S. imports of the relevant article. As presently drafted, section 203(h)
poses serious hazards to U.S. trade because the President Is authorized to
apply an agreement made with nations accounting for "a major part" of U.S.
imports to the imports of all countries. No language exists to prevent use of
an agreement covering a relatively small share of total U.S. imports of an ar-
ticle-which In the undefined terms of the Act may still be a "major part"-to
justify an extensive system of unilateral restrictions.

TITLE I1. RELIEF FROM UNFAIR TRADE PRACTICES

Chapter 1. Foreign Import Restrictions and E.rport Subsidies

NRMA and ARF support the elimination of all trade barriers, but recognize
that when all responsible approaches are either exhausted or Infeasible limited
trade retaliation may be necessary to reduce foreign barriers. However, trade
retaliation is a particularly sensitive remedy against foreign trade distortions
since it invites retaliation and punishes innocent importers, and thus U.S. con-
suiners, who have no control over foreign trade practices.

The retallatory authority which would be given the President under section
301 goes beyond what is reasonably necessary to remedy foreign trade abuses,
and could Itself substantially impair U.S. trade relations. Therefore, NRMA
and ARF recommend the following:

1. NRMA and ARF are concerned that authorizing the President to take "all
appropriate and feasible steps within his power" to end foreign trade restric-
tions could be construed in a manner which would result in an unwarranted
and unreviewable delegation of authority. Moreover, this authorization is too
vague and totally inconsistent with enabling an -rderly development of foreign
trade policy. If, as is stated in the Report of the Ways and Means Committee
accompanying H.R. 10710, this authorization is "not intended . .. (to] provide

3Article XIX, structured ns the United States desired around the concept of providing
relief for unforeseen developments resulting from freer trade under GATT, limits relief
to a partial or total withdrawal of the relevant obligation or concession.
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any new power" to the President, then it is unnecessary. 4 This language
should, therefore, be deleted.

2. The danger to world trade inherent in permitting the President such un-
restrained authority is increased by giving the President authority to invoke
sanctions against restrictions that are not illegal (or, in the language of the
Act "unjustifiable"), but merely "unreasonable". "Unreasonable" is a wholly
undefined, open-ended term under which almost any trade restriction, including
many employed by the U.S., could become subject to retaliation. While NRMA
and ARF support the elimination of all trade restrictions by all countries, we
believe that this goal should be worked out by judicious compromise between
nations, not by empowering the President to restrict trade in pursuit of his
own view of what restrictions are "unreasonable".

3. For- similar -reasons, we recommend restricting the President's available
retaliation remedies to the suspension or withdrawal of trade agreement con-
cessions. The existing power to withdraw trade concessions is broadly consist-
ent with the philosophy of GATT and would be much less likely to result in a
harmful trade war than would the imposition of new import restrictions. At a
minimum, the imposition of new tariff increases or quotas should be restricted
to instances in which the suspension or withdrawal of prior trade concessions
is clearly inadequate to remedy foreign trade practices. Moreover, consistent
with other sections of the Act, meaningful limits should be placed on the
amount of any tariff increases and quota authorized under this section.

4. NRMA and ARF support the provision of public hearings prior to the im-
position of import restrictions. We recommend, however, that the standards for
taking retaliatory action be modified to provide that at such hearings the
agency concerned be required to find that the alleged unjustifiable or unreason-
able conduct is a primary cause of the lack of U.S. exports of the product in-
volved. In view of the adverse effect of import restrictions on many Ameri-
cans, as consumers, as import-dependent workers or businessmen, and as
export-dependent workers or businessmen vulnerable to foreign retaliation, this
standard would make it clear that only those foreign trade restrictions which
have an appreciable effect on the ability of U.S. concerns to sell in foreign
markets could give-rise to retaliatory action.

Moreover, if the foreign country against which retaliation is taken exports
merchandise to the U.S. which is like or directly competitive with U.S. mer-
clhandise whose export is impeded by the foreign trade restriction, the statute
should require that retaliation be directed only at such foreign exports, unless
such retaliation would be clearly ineffective. This would minimize the extent
to which importers of merchandise are penalized because of the actions of for-
eign governments over which they have no control.

Chapter 2. Antidumping Dittie8

1. NRMA and ARF are pleased that the Act recognizes that a hearing on
the record Is essential prior to reaching a determination of whether a class or
kind of foreign merchandise is being, or likely to be, sold in the United States
at less than fair value (LTFV). Because the Antidumping Act can easily be
abused and used improperly as a protectionist device,5 the requirement of a
hearing provides an important safeguard to help ensure that the antidumping
provisions are fairly applied.

The potential for abuse and the grave damage that the unjustified imposi-
tion of antidumping duties can inflict on U.S. import-dependent workers and
businesses requires, however, that the procedures outlined in §321 of the Act
be strengthened. Specifically, we believe that adquate safeguards require a
public hearing conducted in accordance with the adjudicative procedures of the
Adjuiniatrative Procedure Act prior to any LTFV and Injury determination,
and reliance only upon evidence adduced at the hearing.

To facilitate such procedures, we believe that a single agency should be re-
sponsible for dumping cases. It is unrealistic (as well as inefficient) to expect
a meaningful determination regarding injurious price discrimination in bifur-
cated proceedings segregating the alleged price discrimination from the injury
claimed to exist.

R H.R. Rep. No. 93-571, 93d Cong. 1st, Sess. 65 (1073) (hereinafter "Ways and Means
Jdppr0t" a7.• ee, e.g., Jackson, World Trade and the Lato of GtATT, p. 407 (1009).
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In any antidumping proceeding, information that is legitimately confidential
should be made available to the parties or their counsel under long-established
and well-recognized in camera procedures. Any determination of dumping
should be subject to immediate, full judicial review, employing the standard of
substantial evidence based upon the record as a whole.

To further ensure that the antidumping procedures are not abused to the
detriment of American consumers, workers, and businesses, withholding of ap-
praisement prior to the agency's final determination should be authorized only
upon a showing that the existence of irreparable injury and lack of alterna-
tive means of relief have created an emergency situation. This condition will
lessen the danger-described by Professor Jackson in World Tradc and the Law
of GATT, p. 407, to wit: ". . . the mere initiation of a dumping procedure in
connection with an import is often so costly to the importer that it, on the
threat of such procedure, inhibits imports even if the procedure ultimately es-
tablishes that no dumping occurred."

Further, if dumping is found, the Customs Service should be required to de-
termine within a specified time whether dumping duties should be assessed..

Finally, the Antidumping Act should provide for exclusion from any dump-
ing finding of specific exporters and importers whose products are not being
sold at LTFV. It is grossly unfair and inequitable to label as a "dumper" any
company which is not in fact engaged in injurious price discrimination simply
for the ostensible convenience of the Customs Service.

2. NRMA and ARF support the provisions of §§321 (c) and (d) that include
foreign tax treatment against which the United States has imposed counter-
vailing duties in the computation of purchase price and exporter's sales price.
This explicit inclusion clarifies present practice and the underlying purpose of
both the Antidumping Act and the Countervailing Duty Act. In addition, it en-
sures that the Antidumping Act is consistent with Article VI, §5 of GATT,
which requires that "[n]o product of the territory of any contracting party
imported into the territory of any other contracting party shall be subject to
both antidumping and countervailing duties to compensate for the same situa-
tion of dumping or export subsidization."

However, we oppose the provisions in §§321(c) and (d) which would disal-
low adjustments for certain tax rebates in making dumping calculations, since
the change could result in the unrealistic and unfair comparision of export
and home market prices.

3. NRMA and ARF also suggest that certain substantive amendments to the
Antidumping Act are necessary to clarify and render more meaningful and eq-
uitable the administration of the Act.

One of the principle causes of confusion under the Act stems from the fact
that the term "fair value" is not defined, and the resulting question as to
whether "fair value" and "foreign market value" have the same meaning. Al-
though in practice the Department attempts to define the two identically in ac-
cordance with the thrust of the 1958 amendments to the Antidumping Act,
there is still a great deal of uncertainty. Since certainty as to the Act's mean-
ing would facilitate enforcement and compliance, the term "fair value" and
"foreign market value" should be defined identically by law, or only one term
should be employed. This would In no way interfere with the purpose of the
Act.

Even more important, the definition of "fair value" needs simplification and
clarification after 50 years of confusion. The criteria employed under the regu-
lations often appear to be arbitrary or without relevance to a realistic deter-
mination of comparable prices in each of the markets involved for purposes of
ascertaining if real price discrimination exists. For example, concerning differ-
ences in "circumstances of sale," there would appear to be no justifiable reason
for disallowing particular expenses "unless such costs are attributable to a
later sale of merchandise by a purchaser" (19 C.F.R. §153.8(b)) ; or for mak-
ing allowances for differences in "commissions," but not for salesman's sala-
ries. Ibid. Nor would there seem to be any basis for making allowances for ex-
penses incurred in selling the merchandise in one market only up to the
amount of comparable expenses in the other market.

A determination of unjustified price discrimination turns upon a comparative
cost analysis in the truest sense. The cost analysis in dumping cases is very
much akin to cost justification for different prices under the Robinson-Patman
Act. Cost Justification recognizes the savings to the producer (and ultimate
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consumer) due to unimpeded adoption and use of efficient and economic proc-
esses. The criteria for allowing for differences in circumstances of sale in an-
tidumping cases should be closely analogous to Robinson-Patman criteria
which allow costs "resulting from the differing methods or quantities of sale
or delivery" to justify- differences in prices.

In FTC cost justification proceedings, the Commission takes into account di-
rect costs in dealing with customers or groups of customers as regards a prod-
uct, and then determines a reasonable method for allocating indirect or over-
head costs to these customers or group. Only costs which are too general in
nature to be reasonably related to a particular product are not acceptable to
the Commission (e.g., expenses of the Chairman of the Board of a large diver-
sified company). But the "material" cost of selling and promotion (media ad-
vertising, sales promotion brochures, etc.) as well as the "direct labor" (sales-
men, promotional people) and overhead (sales management, marketing
management, etc.) are proper costs for Robinson-Patman consideration.

Likewise, in order to make the Act more comprehensible and effective, the
criteria for LTFV sales should be simplified so that all expenses and costs
which are reasonably related to the merchandise uder consideration should be
taken into account in determining relevant prices under the Act. A provable
expense, actually incurred and properly allocated to the merchandise involved,
should be allowed as a deduction in calculating net-back prices.6

Therefore, in order to clear up the existing confusion, it would appear ap-
propriate to incorporate concepts for cost justification of price differentials set
forth under the Robinson-Patman Act. This would have the further advantage
of incorporating administrative and Judicial decisions regarding the meaning
of those concepts under the Act. To accomplish this, the Act might be amended
to provide that "nothing contained In the Act shall prevent price differentials
which make only due allowance for differences in the cost of manufacture, sale
or delivery resulting from the differing methods or quantities in which such
commodities are to such purchasers sold or delivered."

In addition to the foregoing, it should be established that the concept of
dumping (i.e., injurious price discrimination) should not embody discrimina-
tory prices which simply meet competitive prices from domestic sources in the
United States. Accordingly, if a showing can be made that a discriminatory
lower price to any purchaser or purchasers in the U.S. was made In good faith
to meet an equally low price of a domestic competitor, then such price discrim-
ination should not be condemned under the Act. Lower Import prices under
these circumstances can hardly be said to be predatory or threaten the exist-
ence of a U.S. industry. Disregard of this defense for discriminatory pricing
can only act as an arbitrary barrier to fair competition, and would be clearly
inconsistent with the procompetitive scheme fostered under established U.S.
antitrust law.?

Further assistance in achieving the dual goals of promoting vigorous compe-
tition without injurious price discrimination could be obtained by incorporat-
Ing the Robinson-Patman Act's "changing conditions" proviso into the Act, so
that a finding of no dumping would be required if discriminatory low prices
resulted from price reductions caused simply by "changing conditions affecting
the market for or the marketability of the goods concerned, such as, but not
limited to actual or imminent deterioration of perishable -goods, obsolescence of
seasonal goods, distress sales under court process, or sales In good faith in dis-
continuance of business in the goods concerned." Surely legitimate competition
should not be disrupted by country-wide dumping findings, which may be based
upon short-term discriminatory prices resulting from changing business condi-
tions.

It also seems necessary that the meaning of "injury" be clarified in light of
current practice and the intended purview of the Act. Until recently the Tariff
Commission held that the term "injury" meant the same as term "material In-
Jury", which is the standard used under Article VI of GATT. In other words,

6The price analysis used in practice appropriately seeks to compare prices at the
same level of trade (ex-faetory prices) in order to ascertain If price discrimination really
exists. Perhaps this practice should be enacted into law in order to eliminate any oppor-
tunity for utglizing incomparable prices to determine whether the Act has been violated.

I or example, the mere fact that prices in the United States are below "foreign market
value" is surely no reason to Insist, without further analysis, that imported merchandise
alone be forced to be sold at an arbitrarily higher price In the United States.



1969

only price discrimination which caused a material anti-competitive Impact was
condemnable. This view accorded with the Congressional intent behind the Act,
which was to protect nascent and fledgling American industries from the
threat of persistenit dumping and "slaughtering" of profits by foreign concerns;
that Is, to protect against destruction of a U.S. industry or prevention of Its
establishment. Nevertheless, beginning in 1967, the Commission turned almost
completely around and has been concluding that essentially any disturbance
which is "more than de minim8" constitutes "material Injury." This approach
has perverted the whole meaning, purpose and effect of the Act. Although the
Commission could reverse itself again, the present uncertainty prevailing at
the Commission thus calls for clarification and guidance from Congress as to
what constitutes sufficient Injury to result in a dumping finding.

Perhaps the change to the "more than do mtnmits" approach is a reflection
of the Commission's Inability to develop meaningful facts for determining the
existence of injury, in view of the present dichotomy of functions between the
Secretary and Commission under the Act. It seems unrealistic to expect a
meaningful determination oftnjury under these circumstances, since It Is In-
conceivable that a determination of injurious price discrimination can be de-
cided without full data, information and understanding of the scope and depth
of the price discrimination ostensibly involved

At all events, clarification by Congress seems necessary so that it can be
clearly understood that serious or material Injury threatening the U.S. Indus-
try's existence and ability to compete due to LTFV sales is an absolute prereq-
uisite to a finding of dumping. Perhaps this can be most easily accomplished
by insertion of the word "material" (or the word "substantial," as used in the
Robinson-Patman Act) before the term "injury" in the existing law. If this
change is not made, the dumping law can be used as a weapon to protect
against legitimate price competition which could never result in any permanent
or serious disruption of the competitive ability of a U.S. industry. This was
clearly not the purpose of the Act.
Chapter 3. Countervailing Duties

NRMA and ARF believe it would be appropriate to clarify the meaning of
the term "bounty or grant," and we encourage the negotiation of international
standards concerning what practices constitute permissible and non-permissible
export assistance. At present, all countries, including the United States, have
various programs which assist exports, and there Is a great deal of confusion
concerning which of these programs should be considered unlawful under In-
ternational trading rules. The House Ways and Means Committee recognized
this fact when it stated that: "The Committee has no desire to sanction cer-
tain existing export-assist practices conducted by various foreign governments.
It also recognizes that the United States Itself may well be conducting pro-
grams of export assists which foreign governments may find inconsistent with
international law and policy." (Ways and Meajis Report, 75-76).

Similarly, the Treasury Department has recognized that not all export re-
lated practices amount to a "bounty -or grant." Thus, the Treasury Department
"considers rebates or remissions of taxes not directly related to an exported
product or Its components as being bounties or grants within the meaning of
the countervailing duty law", but takes a different view, consistent with
GATT, when such taxes are directly related to the exported product.9 In this
connection, we urge that the Countervailing Duty Act be amended to reaffirm
Treasury's decision in this regard by providing that countervailing duties
would be inappropriate if an exported product is exempt from (or receives a
rebate of) a duty or indirect tax within the meaning of GATT. Not only
would this make the terms of the U.S. countervailing duty law explicitly con-
sistent with GATT (Article VI, §4), but it would facilitate the U.S. negotiat-
ing position at GATT concerning international countervailing duty standards.

NRMA and ARF are encouraged that the establishment of such international
standards Is apparently contemplated by the Act, and that during the course

IThere i some question regarding the sumciency, scope and meaningfulness of the
information transmitted by the Secretary to the Commission as to LTI"V sales, but this
question cannot be commented upon in detail in view of the confidentiality of such trans-
mission.

#House Ways and Means- Committee, Material Relatfig to the Proposaol o the Adrtin s-
tration entitled the "Trade Reform Act of 1978", 98rd Cong., lot Bess. 76 (1073).
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of negotiations the Secretary of the Treasury would be given authority to de-
cline to impose countervailing duties when such Imposition might impair the
negotiating process. We agree with the House Ways and Means Committee
that the Secretary of the Treasury must be "accorded some degree of latitude
in administering [the Countervailing Duty Act] until an International agree-
ment is reached regarding the international practices which would be consid-
ered permissible and nonpermissible" 10 We also hope that as these negotia-
tions are concluded and agreements concerning such international standards
reached, the standards will be incorporated into the Countervailing Duty Act
as definitive interpretations of the term "bounty or grant".

For similar reasons, NRMA and ARF recommend adoption of the provision
of the Administration's proposed Trade Reform Act (H.R. 6467, § 830(d))
which would have granted the Secretary of the Treasury discretion to refrain
from imposing countervailing duties if he determined that such action would
be detrimental to the economic interests of the United States. This discretion
Is essential in view of the wide variety and complexity of economic Incentives
existing in both the United States and abroad. A decision whether to impose a
countervailing duty includes difficult political and economic Judgments involv-
ing the domestic economy and foreign policy, judgments which must be made
whether or not International negotiations are taking place. To allow the mere
technical finding of a foreign "bounty or grant" to force automatic imposition
of a countervailing duty could produce a result contrary to the national inter-
est. A rigid system which does not allow for discretion to consider foreign pol-
icy implications unduly Inhibits U.S. flexibility in responding to trade prob-
lems.

Further, until the definition of the term "bounty or grant" Is clarified and
international standards are adopted, NRMA and ARF recommend that U.S.
producers and manufacturers not be given the right to appeal from a negative
countervailing duty determination. In view of the lack of clarity concerning
the term "bounty or grant" and the numerous foreign policy judgments which
arise in administering the Act, It would be unwise to permit decisions extend-
ing import restraints to be made by a judicial body which does not have the
technical expertise of the Treasury Department to define the term "bounty or
grant", or to make difficult foreign policy decisions. If this suggestion is not
adopted, the Act, at a minimum, should be amended to make it clear that the
discretionary decision of the Secretary of the Treasury to refrain from impos-
ing countervailing duties, which we propose be reincorporated in the Act,
should not be subject to Judicial review.

NRMA and ARF believe that while the definition of the term "bounty or
grant" Is being clarified and international standards are being established the
Interests of U.S. manufacturers and producers can be adequately protected by
Improving the procedures in countervailing duty proceedings. At present, for-
mal procedures are almost non-existent and a clear risk exists that legitimate
concerns of interested parties may not be represented adequately. Accordingly,
we urge that procedures consistent with those revised procedures adopted in
c-onnection with antidumping proceedings be required under the Countervailing
Duty Act.

Finally, NRMA and ARF support the extension of the Countervailing Duty
Act to duty free as well as dutiable merchandise, and the requirement that
countervailing duties only be imposed on duty free merchandise on the basis of
a finding of material injury. We find it anomalous, however, that the material
Injury standard Is not also applied with respect to dutiable merchandise, as Is
required under Articles VI, § 1 of GATT, and we urge Congress to remove this
aberration.

Presently, U.. law is Inconsistent with GATT because it permits coumter-
vailing duties to be imposed without any showing of Injury. The "grandfather
clause" of the Protocol of Provisional Application of GATT has provided the
United States with a technical excuse for this inconsistency, but after 25 years
of nonconformity it would seem appropriate to conform U.S. law to GATT,
and in the process thereby also make the countervailing duty and antidumping
law more consistent. As Professor Jackson has noted, ". . . the existence of
this situation (of nonconformity between GATT and U.S. countervailing duty
law] probably makes It more difficult to obtain multilateral International nego--

10 Ways and Means Committee Report, p. 70.
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tiations and agreement on rules concerning countervailing duties." World
Trade f The Law of GATT, p. 425. Bringing U.S. law into conformity with
GATT would thus facilitate international agreement on countervailing duty
standards and insure that trade restrictions are imposed only when necessary
to protect other legitimate interests.
Chapter 4. Unfair Import Practices

NRMA and ARF disagree with the House rejection of the Administration's
proposal regarding section 387 of the Tariff Act of 1930 (19 U.S.C. §1837),
which would have restricted that section to cases of alleged patent infringe-
ment. Except in patent infringement cases, section 837 unnecessarily duplicates
existing legislation, and provides a great potential for abuse by authorizing
Import exclueion as the exclusive remedy. The FTC already has broad and ad-
equate authority to attack unfair methods of competition and unfair acts af-
fecting U.S. domestic or foreign commerce under section 5 of the FTC Act, as
well as under the Sherman Act and Clayton Act. Lewis A. Engman, Chairman
of the FTC, has stated as much by testifying that transferring section 387
powers to the FTC would "not appear to extend the range of unfair practices
beyond those now embraced by Section 5 of the Federal Trade Commission Act5 .. Moreover, the Antidumping Act of 1921, Countervailing Duty Act, Wil-
son Tariff Act and Section 526 of the Tariff Act of 1930 adequately deal with
other forms of unfair practices regarding imports.

If section 337 is not limited to patent infringement cases, it should be sub-
stantially modified to ensure against the unfair application of the standards of
section 837.

1. First, the Commission should be authorized to issue cease and desist or-
ders as a remedy against unfair methods of competition and unfair acts, and
the exclusion remedy should be limited to those situations in which the unfair
acts or practices cannot be remedied except by excluding the product from the
U.S. The remedy of exclusion is too drastic to be applied in most instances
and results in anticompetitive restraints on even fair trade. Authorization to
issue cease and desist orders would increase the flexibility of the Commission
in enforcing section 387 and would reduce the possibility that resort to section
387 would unnecessarily restrain even fair competition.

2. The procedures for enforcing section 837 are inconsistent with modern
conceptions of due process and procedural fairness. Where factual issues in an
adversarial context are important, as they are under section 837, minimum
procedural fairness, as well as the importance of correctly ascertaining the
facts, require that a hearing on the record be held at which all interested per-
sons hare the opportunity to present evidence. The present section 37, by con-
trast, requires that- the Commission hold only such hearing "as it may deem
sufficient", a requirement which could easily lend itself to abuse. Importation
involves substantial amounts of commerce, American property rights are in-
volved, and these property rights should not be undermined by virtue of a sec-
tion 387 remedy without the adjudicatory safeguards of the Administrative
Procedure Act._

S. Section 387 currently authorizes appeal from the findings of the Commis-
sion only upon questions of law and makes such findings conclusive if sup-
ported by the evidence. This limited judicial review unjustifiably increases the
discretionary authority of the Commission and restricts the ability of inter-
ested parties to avoid unjustified exclusion orders. Section 887 should be made
consistent with other statutes dealing with court review of agency determina-
tions by authorizing reversal of Tariff Commission determinations unless they
are supported by substantial evidence on the record as a whole.

TITLES IV AND V. TRADE RELATIONS WITH COUNTRIES NOT ENJOYING NONDISCRIMINA-
TORY TREATMENT AND GENERALIZED SYSTEM OF PREFERENCES

In accordance with our general position concerning the benefits of freer in-
ternational trade, NRMA and ARF support the principle of expanding trade
on a most-favored-nation basis with all countries insofar as such action is con-
sistent with the national interest. However, we take no position with regard to
the specific provisions of Title IV which deal with the right of emigration,

1 Statement of Lewis A. Engman, Chairman of the Federal Trade Commission, before
the Senate Committee or Commerce on S. 1488 and 8. 1774, p. 11 (September 6, 1973).
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since these provisions concern political and foreign policy issues which go be.
yond the scope of international trade issues.

NRMA and ARF support the general purpose of Title V.
CONCLUSjON

In sum, NRMA and ARF support the fundamental purposes and major pro-
visions of the Trade Reform Act. However, we, believe that the above modifica-
tions and amendments are necessary to ensure that American consumers are
not deprived of the real economic benefits which derive from freer interna-
tional trade. In our view, the long-term interests of the U.S. are promoted by
facilitating an open and fair world trading system, by reducing rather than in-
creasing U.S. import barriers, and by approaching short-term "cures" for par-
ticular problems cautiously.

As we have witnessed in recent years, the world economic system is rapidly
changing. New and unforeseeable economic and political factors are constantly
emerging which alter trading patterns and cause shifts in economic allocations.
Because of these rapid changes, what may seem to be appropriate short-term
foreign trade policy at one time soon becomes inappropriate and must be re-
versed. Import restraints seen as necessary "protection" for U.S. industry soon
become the cause of inflation and product shortages. For this reason, NRMA
and ARF oppose a foreign trade policy which would devise only ad too re-
sponses to particular problems, since such responses will often turn out to be
shortsighted and, indeed, counterproductive. Instead, we strongly endorse strict
adherence to freer trade principles, with only limited and well-defined excep-
tions under particular circumstances.

In accordance with this view, NRMA and ARF have recommended amend-
ments which would limit the scope and clearly define the applicability of the
import relief and balance-of-payment provisions of the Act in order to ensure
that they cannot be unjustifiably used to restrict trade or upset world trading
patterns. Further, we have recommended that the statutes dealing with unfair
practices in import trade be modified to ensure that they restrict only unfair-
and not fair-import competition, and that persons potentially adversely af-
fected by such proceedings are accorded fundamental rights which ensure both
procedural due process and the fair and realistic application of the statutes.

With these modifications, NRMA and ARF fully support the Trade Reform
Act and believe that it will promote the economic gains which a free competi-
tion policy has provided for so many years.

NATIONAL RETAIL MERCHANTS ASSOCIATION,
Wash ington, D.C., April 9, 1974.

Hon. Russ= B. LONG,
Chairman, Senate Pinance Committee,
Dirkeen Office Building
Washington, D. (1.

DzAa SENATOR LONG: Yesterday, Mr. Stanley J. Goodman, Chairman of the
Board of the May Department Stores Company, represented the National Re.
tail Merchants Association before the Senate Finance Committee in support of
H. R. 10170, the Trade Reform Act. We are greatly appreciative of the oppor-
trinity to express our views on this legislation which is vital to the retail in-
dustry.

The Association is concerned that certain provisions could lead to results
which are Inconsistent with the purposes of the Act and would be detrimental'
to U.S. retailers and consumers. We axe suggesting (a) modifications In the
broad procedural reforms in the 4ntidumping and countervailing duty areas,
(b) more realistic dumping criteria, and (c) modifications In the broad Presi-
dential power to retaliate against unreasonable foreign import restrictions
These points are dealt with at length in our position paper filed with the Com-
mittee on April 5th.

We hope to have the opportunity to explore these matters in depth with you
In the near future for we deem it essential that trade reform be passed in this
Congress

Cordially,
Jauszs R. WILLAms.
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Senator HANSEN. Next will be Wr. E. Keith Thomson, vice chair-
man, International Affairs Committee, National Constructors
Association.

Mr. Thomson, if you do have a prepared statement, as you have
heard me say to Mr. Goodman, it will be included in the record.

If you would like to go ahead with a 10-minute oral summary, or
from a prepared sunimary, however you want to proceed, we will be
very pleased to have it.

STATEMENT OF E. KEITH THOISON, VICE CHAIRMAN, INTERNA-
TIONAL AFFAIRS COMMITTEE, NATIONAL CONSTRUCTORS
ASSOCIATION

Mr. TitoMsoN. Mr. Chairman, Senator Dole, Senator Packwood
good morning. I differ somewhat from the last witness in that no
one accompanies me to the witness table. Also in that he represented
the retail industry and I hope to speak for perhaps the other end of
the spectrum of industry, the heavy industrial sector, but I think
you will find my remarks tend tb follow his quite closely about the
free enter rise system.

I am Keith Thomson, vice chairman of the National Constructors
Association's International Affairs Committee. The National Con-
structors Association appreciates this opportunity to appear before
your committee and to express our views on the proposed Trade Re-
form Act of 1973.

Some background for you, the National Constructors Association is
composed of 41 international engineering-construction companies,

irimariliy engaged in the design and construction of heavy in-
fsrac ilities.

Examples of our work include oil refineries, steel mills, petrochem-
ical plants, nuclear and conventional power generating facilities,
paper mills and other highly automated manufacturing facilities.

Our combined annual business in 1972 was $14 billion, of which
approximately $31/g billion was derived from overseas work. The as-
sociation is deeply interested in matters involving overseas trade and
we consider the Trade Reform Act to be of great importance in this
field.

In accordance with the chairman's request, my testimony today
will be a short summary of our position regarding the provisions of
the act, which is mor fully explained in our written statement. And
as the chairman said, I would like the written statement to be in-
cluded in the record of this committee's deliberations.

The National Constructors Association believes that the reduction
of both tariff and nontariff barriers to international trade should be
the ultimate objective of U.S. trade policy since the vigorous and
unimpeded flow of goods and services across natural boundaries con-
tributes to the efficient utilization of resources and the stability of
each nation's economy.

The passage of the Trade Reform Act has the potential to be of
great benefit to the United States and to the engineering and con-
struction industry, as it specifically deals with inany of the problems
encountered in this process of liberalizing international trade.
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In title I, the bill makes possible the negotiations that are neces-
sary to attain liberalized international trade by extending a broad
grant of authority to our trade negotiators.

After full consideration of this concept, and recognizing that
there are provisions for congressional veto over agreements that are
included, we feel that such a grant of authority is both necessary
and desirable.

The transition from relatively restrictive international trade to a
more liberalized policy is made less destructive by provisions in title
II. Some workers an some firms may be adversely affected by this
trm.sition and adjustment assistance as included in the act will aid
in orderly transformation of those industries so affected by foreign
competition increased imports.

Title III, by improving the flexibility and speed of reaction to un-
fair practices such as dumping and export subsidies, protect the do-
mestic manufacturers of comparable goods which though sufficiently
competitive to avoid serious injury by fair competition for imports,
would be injured by unfair practices of our trading partners.

Section 301 (a) (3) is particularly valuable in that it provides
power to react to unfair competition practices which occur to the
detriment of U.S. manufacturers and goods in third countries.

This provision ensures an equal footing in the international mar-
ket, which the bill seeks to capture.

The entire package of protective mechanisms in title III further
facilitates the transition to fair trade.

Title IV, which extends nondiscriminatory tariff agreements to
nonmarket economies is favored by the NCA as a means of reducing
tensions between those nations and the United States and as a
method to increase our overseas market.
. However, the provision which makes such tariff treatment contin-
gent on the improvement of such nation's immigration policies is
considered irrelevant to the purpose of the bill and is felt to be an
unwarranted intervention in the internal affairs of such nations.

While we sympathize with those who want these policies changed,
the NCA feels that the Trade Reform Act should be confined to eco-
nomic policy.

Title V, the provisions of which attempt to assist the economic de-
velopment of lesser developed nations, is supported by the National
Constructors Association. We are very much in favor of giving pref-
erential treatment to such nations so as to foster an increased rate of
economic growth and an improvement in their standard of living.

The provisions made in this title as to the restrictions of such
treatment on the authority to designate beneficiary nations, help to
ensure that such treatment is accorded only when it s justified.

In summary, the National Constructors Association supports theintent of the Trade Reform Act of 1973 which is to lead the United
States into an era of free international trade with the resultant ben-
efits flowing to all nations.

It gives the necessary measure of protection and the flexibility of
responses that are essential for an effective transition. We recom-
mend to your committee to report favorably on this measureIo the
whole Senate.
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We appreciate this opportunity to'testify. We will be happy to
answer any questions.

Senator DOLE [presiding]. In absence of Senator Hansen-he will
be returning at any moment-I would like to ask a general question.
I note in your statement examples of your work, include oil refiner-
ies, petrochemical and chemical plants, and so forth, which are much
in the news these days with the so-called energy problem, or what-
ever you want to call it. And that leads to the question of whether

' or not it is in our national interest in your opinion to be spending
millions or billions of dollars to develop Soviet gas and to export
drilling equipment for that when we have this rather serious domes-
tic problem I

Do you see any inconsistency there, extending credit to the Soviet
Union?

Mr. THOMSON. There are a vast number of resources that have to
be developed, Senator. Not only oil and gas, they include domestic
supplies of coal that we have in the United States, domestic oil and
gas as well. I think that the United States has to pursue a variety
of sources of energy and I think that should include overseas sources
&s well as domestic sources.

Senator DOLE. How much of your total business is overseas busi-
ness?

Mr. TriomsoN. A total of 25 percent in 1972. It was $14 billion,
and the overseas portion of that was $31/2 billion, roughly 25 per-
cent.

Senator DoLE. Is it expanding on a year-by-year basisI
Mr. THoMsoNx. In the construction business, it is difficult to gage it.

Many of the overseas jobs are large and they come at discrete por-
tions. You might get one large project one year and then none for
several years. In the aggregate, it follows that 25 to 30 percent, it is
not tending to increase.

Senator DOLE. I note that your view, with reference to title IV, is
very clear. You feel that the restriction on immigration-restriction, -
while it may be a serious problem, deserves serious consideration,
and probably should not be in this trade reform bill?

Mr. THoMsow. Very clearly, Senator.
Senator DOLE. That may become a stumbling block?
Mr. TitoMson. We are aware of that.
Senator DOLE. Did you testify on the House side?
Mr. Tho.so.. No, I did not, Senator.
Senator DOLE. Did anyone represent your association?
Mr. Tuio3rsoN. The NCA did testify before the House on May 12,

1973.
Senator Doja,. I have no further questions.
Senator PACKWOOD. Almost every business group that has ap-

peared, while expressing sympathy for the Soviet Jews wanting to
emigrate, has made the same statement that you do, that it is not an
appropriate item to put it in this bill, and you make a statement
very similar to the others that NCA sympathizes with the plight of
those who wish to emigrate, and yet are not permitted to do so, and
would certainly support an effort to change such policies in a rea-
sonable manner.
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What is a reasonable manner?
Mr. THoMsoN. Senator, that is more in your political field than the

economic field, since you asked the question. You will note from my
voice that I am the beneficiary of free immigration policies. I was
not born in this country. Therefore, from a personal point of view, I
support very much the free immigration policies.

However, the NCA position is that free trade provisions of the
bill are far too valuable to be held hostage to this particular provi-
sion and we feel that it can be done through business relationships
and having people travelling and working in those countries, rather
than the imposition through legislation.

Senator PACKWOOD. You say business relationships, in the Banking
Committee, we are now working on extending the authority of the
Export-Import Bank. There may be a provision there to limit ex-
ports to Russia, unless they let the Jews emigrate and the same ar-
gument is made there, it should not be in the bill; it should be some-
place else.

For the life of me, frankly, I have failed to have any witness
come up to say where it does belong. In effect they just do not want
it in this bill. They do not want it in any other specific bill that
they are in favor of.

We can pass a Senate resolution and say we are generally opposed
to Russia's restrictive immigration policies, but I do not think that
is going to be of any help, unless we have a club. I am looking for a
handle that is going to be both relevant and effective. I have not
found one that is both, and I do not mind using an irrelevant one if
that is going to be the only effective way we can go.

Mr. TiioMsoN. I share your concern, and I do not think we have
an answer. I feel it is more in the political side than the economic
side, but our concern parallels yours.

That is not a helpful answer. I am sorry, but the problem is diffi-
cult. -

Senator PACKWOOD. I have asked a number of witnesses. I do not
blame you if I do not get a helpful answer. They just do not want it
in this bill. Every time you ask where should it be, the testimony
would be it is irrelevant to every bill.

I have no further questions, Mr. Chairman.
Senator DOLE,. Thank you, Mr. Thomson. Your entire statement

will be made a part of the record and we appreciate your appearing
today.

[t he prepared statement of Mr. Thomson follows:]"

PREPARED STATEMENT OF THE NATIONAL CONSTRUCTORS ASSOCIATION BY
E. KEITH THoMiSON, VICE CHAIRMAN, INTERNATIONAL AFFAIRS COMMITTEE

The National Constructors Association is composed of 41 International Engi-
neering-Construction companies, primarily engaged in the design and construc-
tion of heavy industrial facilities. Examples of our work include oil refineries,
petrochemical and chemical plants, mining and metallurgical facilities, steel
mills, paper mills, nuclear and conventional power generating facilities, and
other highly automated manufacturing facilities. Our combined annual busi-
ness in 1972 was $14 Billion, of which approximately 3% billion was derived
from overseas work. Due to the world-wide nature of our operations, we are
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deeply interested in matters involving foreign trade. We consider the Trade
Reform Act to be of great importance in that field.

Now is an excellent time to reform our trade policies. Recent developments
in the international field point up the need for the United States to formulate
a carefully considered program for dealing with the complex area of interna-
tional trade. World trade over the past decade has been increasing at a rapid
pace; however, due to numerous tariff and non-tariff restrictions and barriers
to trade, the increase has not been a uniform one. This has, as we have so re-
cently seen, produced numerous difficulties, such as balance of payments prob-
lems and international monetary instability. The United States, even in the
face of such difficulties, has not had a comprehensive statement of its trade
policies since the expiration of the Trade Expansion Act of 1962 In 1967. In
order to bring some measure of stability and certainty to the field. it is essen-
tial for the United States to have a clearly articulated program which will be
sufficiently specific to deal with the problems inherent in this complex area,
and yet will be flexible enough to be able to meet any new challenges which
inevitably will follow from the continued growth of International trade.

The current negotiations on the General Agreement on Tariffs and- Trade
demonstrate that there is a significant effort being made to confront and solve
these difficulties on a multilateral basis. The United States, as a party to the
GATT, has a responsibility to see that it makes a significant contribution to
these valuable negotiations. This cannot be done without first, an assessment
of the problems which the United States is facing, and second, the formulation
of policies to deal with these problems.

The problems we face are serious ones. The United States has failed to at-
tain the access to markets in other nations which those nations have to our
own domestic markets. Our products have not been as competitive In the inter-
national marketplace as they should be, although recently they have become
more so. Our workers and firms which are adversely affected by an Influx of
imports have no effective remedy. This has lead some to propose a return to a
protectionist policy, which would exclude from our domestic markets many
goods from overseas, in a well meaning but misdirected effort to insure a con-
tinued balance of payments surplus, to Insure full employment in the domestic
job market, and to prevent domestic companies from exporting the capital and
goods which are looked upon by advocates of protectionist policies as essential
to the well being of the national economy.

If this protectionist sentiment were Implemented, it would be very damaging
to the United States. It would invite retaliation, reducing our access to foreign
markets even further, and placing our trade balance back In defect. It would
result in higher costs to the consumer, as a result of reduced international
competition. To avoid this, the United States must Instead spearhead the
movement toward freer international trade.

The benefits of such a program would include increased employment in the
United States due to the greatly Increased production of goods for export re-
.ulting from increased access to foreign markets. The balance of payments
would remain in its current healthy state, since our American goods can be
very competitive if trade restrictions are removed. And, with a reasonable pol-
icy toward the particular problems of the Lesser Developed Nations, the tran-
sition to freer international trade can help to raise their standard of living by
permitting them an opportunity to manufacture and sell goods on a world-wide
scale.

The Trade Reform Act of 1973 can help to accomplish these goals, to the
benefit not only to the United States generally, but to the Engineering-Con-
struction Industry as well. Our members have been hampered in their ability
to compete by a great number of restrictions on our international operations.
If we are permitted to compete with our foreign design, engineering, and con-
struction counterparts on a full, free, and fair basis, then we can contribute
significantly to the Income, balance of payments, and employment of the
United States.

THE PROVISIONS OF THE ACT
Title I

Title I of the Act grants a broad range of authority to the Executive branch
to enable our trade representatives to negotiate reasonably and on parity with
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their foreign counterparts. It grants to them the necessary authority and flexi-
bility to be credible during this critical time of major trade negotiations. The
only way that any agreement can be concluded is to authorize this grant of
authority. Of course, it Is not always desireable to authorize such wide discre-
tion, since with the authority goes the potential to abuse it. The Act, however,
contains provisions for Congressional veto over the agreements which our ne-
gotiators conclude. This method of granting the authority, and then retaining
a measure of authority over and above the power granted removes the posslbil-
ity of abuse while it permits substantive negotiations to proceed. After careful
consideration of this concept, the National Constructors Association recom-
mends that the authority be granted.

Section 135 of Title-I is a welcome addition to this measure. It Is evident
that our negotiators cannot be effective without the general authority con-
tained in this title. It is equally evident that they cannot be effective without
Information on which to base a clear ard beneficial position. The procedures
contained in Section 185 mandate that the private sector have a voice in rec-
ommending policies and giving technical advice and information regarding par-
ticular Industries ahd products. With the proper provisions to insure that the
advice of the private sector ts thoroughly considered, the bill will insure that
the trade representatives negotiate in a well informed manner.
Title II

Title II alleviates many of the difficulties which can be anticipated during
the transition to a more liberal international trade policy. Some industries
may find It difficult to compete with increased Imports, and may experience-
dislocations because of a tariff or non-tariff barrier reduction. Rather than
erect quantitative restrictions or tariff walls to insulate these industries from
foreign competition, a comprehensive adjustment assistance program will serve
to help these industries alter their products and operations so as to become
able to compete. This will help to prevent the death of any American industry.
However, the program should be such that It is not exclusively financial com-
pensation for injury due to imports, or mere unemployment compensation for
workers adversely affected, but should be a program where technical assistance
is made available to such firms, and re-training is available to the workers. In
this way, our Industries remain viable in the face of imports, and dislocated
workers swiftly rejoin the workforce. With an adjustment assistance program
which accomplishes these goals, the transition to freer international trade will
be beneficial for the economy as a whole while at the same time will be detri-
mental to no single sector of it.
Title III --

Title III improves the flexibility and speed of the available reactions to un-
fair competitive practices engaged in by our trading partners. The President is
empowered to take swift and decisive action to prevent injury to domestic in-
dustries where a foreign, nation maintains import restrictions, unreasonable
tariffs, or other policies which impair unfairly the ability of United States'
goods to compete. This Title serves to protect those industries which are suffi-
ciently competitive to be able to weather an influx of imports, but would be in-
Jured by unfair practices In their distribution.

Section 301(a) (3) is a very Important item In these mechanisms of protec-
tion. This section provides for a reaction to unfair-practices, such as export
subsidies or other incentives having the effect of export subsidies, which occur
in third country markets, to the detriment of the competitive ability of the
United States In that area. This Is particularly important as It applies to the
Engineering-Construction industry. Our overseas work can be seriously ham-
pered by foreign government supported grants of credit to our competitors or
by government sanctioned trading companies. Our industry operates in a
highly competitive atmosphere overseas, and our technology is not so far
ahead of our competitors so as to guarantee that that will be the determina-
tive factor in the award of a contract. A liberal application of favorable credit
terms by i. foreign nation can mean the difference between and American com-
pany designing and constructing a major industrial facility overseas, with the
resultant benefits flowing to the United States economy and Industry, and the
project 'being awarded to a foreign competitor. This provision can avoid serl-
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ous credit wars on one hand, and a serious handicap for the American indus-
try on the other.
Title IV

Title IV seeks to grant non-discriminatory tariff treatment to non-market
economies. The NCA supports this. It will increase the overseas markets avail-
able to United States industries, and the transition to free trade will be made
more complete. The benefits will not be attained overnight. There will be a
need for some long and difficult negotiations in order to reach a full trading
relationship with those nations. However, the potential which a non-discrimi-
natory tariff treatment holds for speeding the arrival of such a relationship is
great.

In addition to the economic benefits which so obviously would accrue from a
substantial increase in trade between the United States and Eastern countries,
there will also be the benefit of a reduction in world tensions. This, too, will
take time to develop to its fullest potential. However, with the increase in
trade, in contact, and in mutuality of interests comes a better understanding
between our different systems. This better understanding and communication
cannot help but alleviate the tensions which have come from many years of
separation in all fields. The NCA feels that the proper mixture of foreign pol-
icy initiatives and private cooperation and interplay will bring substantial long
term benefits by increasing the possibility of a peaceful world.

However, the NCA feels that the present restrictions included in this section
substantially reduce its great potential. The requirement that such nations pro-
vide their citizens with the right or opportunity to emigrate without undue
fines, fees, restrictions, or penalties as a precondition to the granting of most
favored nation status is an unwise mixing of foreign economic policy and hu-
manitarian considerations,-however Justifiable the considerations may be. The
NCA sympathizes with the plight of those who wish to emigrate and yet are
not permitted to do so, and would certainly support an effort to change such
policies in a reasonable manner. However, the inclusion of thesis requirement in
this legislation shows no promise of causing these nations to improve their em-
igration policies. It does show the promise of reducing the benefits to all na-
tions of a general relaxation of both world tensions and tariffs. The bill
should be confined to foreign economic policy changes.
Title V

Title V authorizes the President to grant generalized tariff preferences to
imports from developing nations in concert with other industrialized nations.
The NCA supports this title, since its provisions promise to help speed the
growth of the economies of the lesser developed nations, and therefore increase
their standard of living. The greater the participation of these nations in the
international marketplace, the more stable their economies, and the more di-
versified the market. The NCA would be less enthusiastic about this provi-
sion, were it not for the provisions for tight control over the Executive's au-
thority to designate beneficiary nations. This insures that such treatment is
accorded only when it is Justified.

CONCLUSIONS

The National Constructors Association supports the intent of the Trade Re-
form Act of 1973. It will serve as a valuable tool in trade negotiations, leading
the United States into an era of freer international Trade. This new era, In
turn, will bring great benefits to the United States and to the other nations of
the world. The Engineering-Construction industry will also benefit. The bill as
it is currently proposed recognizes the need for authority in our negotiators to
enter trade agreements to this effect, and yet provides the mechanism for the
protection of those who can potentially be injured. There are provisions, how-
ever, which reduce the effectiveness of this legislation, and they should be
eliminated. Therefore, with the reservations as stated above, the National Con-
structors Association recommends that your report to the full Senate favor
passage of the Trade Reform Act.

Senator DOLE. The next witness is Mr. J. E. Rottmann, president,_
Builders Hardware Manufacturers Association.
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First, Mr. Rottmann, if you would like to identify the other mem-..
bers of your group?

STATEMENT OF 7. EDWARD ROTTMANN, PRESIDENT, BUILDERS
HARDWARE MANUFACTURERS ASSOCIATION; ACCOMPANIED BY
CLYDE NISSEN, EXECUTIVE DIRECTOR, BUILDERS HARDWARE
MANUFACTURERS ASSOCIATION; AND DANA ACKERLY, WASH.
INGTON COUNSEL

Mr. RaOTMANN. This is Mr. Clyde Nissen, the executive director
.Lour association, and on my right, Mr. Dana Ackerly our Wash-

ington legal counsel.
The reason for our paraphernalia is that when we testified before

the House, a few people did not know what we represented.
Senator Doal. As you probably heard, your entire statement will

be made a part of the record. You may proceed in any way you
wish.

Mr. Ro-xrirMN. My name, of course, is J. Edward Rottmann. I
am president of the CIPCO Corp., located in St. Louis, Mo.-an-
other St. Louis concern.

.. --- am here- today in my capacity, however, as president of the
Builders Hardware Manufacturers Association. I want to thank you
for this opportunity to comment on the Trade Reform Act; this is
greatly appreciated by our association.

By way of introduction, our association, the BHMA, is comprised
of companies which account for approximately 85 percent of the
total value of builders hardware items produced in the United
States.

The term "builders hardware" covers a broad variety of decora-
tive as well as functional products, incorporated in residential, com-
mercial, and institutional buildings. These range from simple coat
hooks to the more complex, such as electronic door controls, and in-
clude hinges, cabinet hardware and locks of all types, like these
items that we have with us.

My written statement, as you mentioned, has been submitted for
the record, and as an oral statement I would like simply to empha-
size our basic poisition and our major concerns.

Briefly stated, our industry, comprised mainly of small companies
like my own, faces an increasingly difficult period with respect to
foreign imports. Because of the comparatively low production costs,
the relatively small capital investment needed, and our generous
U.S. tariffs, our products are relatively easy to copy, produce
abroad, and sell competitively in the United States.

To illustrate the good job that our foreign competitors are doing,
let us note these representative items and in particular these door
lock sets that are typical of lock-type sets that are a major part of
the market.

This one is made by a member-company and this-indicating--
is a similar product manufactured in Japan. The domestic product
sells for a little more than $14, while the Japanese one sells for less
than $7.
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It can be readily seen that these two are practically indistin-
guishable and I can assure you the quality of the Japanese internal
mechanism which makes up a lock, is comparable to ours.

Senator DoLz. Is that retail price?
Mr. RarrMANN. That is the retail price. It is not surprising,

therefore, that imports of builders hardware products have been
steadily increasing in the past several years.

This increase can be ilFustrated by this chart that Clyde will hold
up for us. It shows that the value of builders hardware imports has
increased from $21/2 million jin 1959, to over $46 million in 1973.
-Senator DoLz. What percent of that is the total?
Mr. RarrMANN. At the 1973 level, almost 7 percent.
Senator Dom. 7 percent?
Mr. RaOIFANN. 6.9 percent of the total volume in this country. A

copy of this chart is attached to my written s~tement and is listed
as exhibit A.

This increase in imports is due, at least to a large part, to the low
level of U.S. tariffs. As shown in table III, as set forth in my writ-
ten statement, U.S. tariffs are among the lowest.

At the same time, we do not believe that protectionism is the an-
swer to the problem our industry faces from foreign competitors.
Instead, the Association supports the basic policy of free but equal
trade embodied in H.R. 10710. But it does believe that several modi-
fications are necessary to make this policy meaningful to small in-
dustries such as ours.

In particular, we urge the adoption of sector-by-sector negotia-
tions on tariffs as wel as nontariff barriers. We see this general
principal of free but equal, as being completely meaningless to our
small industries unless the international trade agreements provide
each individual industry with the same opportunity to compete
abroad as is given foreign producers to compete in the industries'
home market.

Senator Doia. Are any members of your group in the export busi-
ness?

Mr. RO ^MANN. Are they exporting today? Yes. There are com-
panies exporting, but not enough companies are exporting.

I will carry on, if I may, for just a moment.
We strongly urge, therefore, that negotiators be required by legI-

lation to seek equivalent concessions for each industry as well as the
best agreement for the United States, overall.

It will be of little comfort to those companies and their workers
when they are forced out of business by foreign competition to know
that some other sector of the economy is thriving because of the ex-
port opportunities obtained at their expense.

And, to answer your question, the builders hardware industry is
aware that an active pursuit of foreign export opportunities is in
order to counter inroads made in the domestic market by foreign
competitors.

To this end, our members have been investigating various possibil-
ities for expanding our exports. However, these efforts will be of no
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avail if the very high tariff and the restrictive nontariff barriers
maintained by our trading partners persists after the impending ne-
gotiations.

On the contrary, our situation will be measurably worsened if
U.S. tariffs are reduced and those of our foreign trading partners
are not.

All we are asking for is a fair opportunity to compete.
Senator DOLE. I am wondering. You indicated that imports have

increased, and constitute about 6.9 percent?
Mr. RorzIANN. Yes.
Senator Dorm. How would that be on exports?
Mr. RorMANN. How are ours on exports?
Mr. NIssEN. 10 years ago, exports amounted to four times im-

ports. Today, imports are four times exports, about 12 million ex-
ports to 46 million imports. It used to be the other way around.
Exports have not changed for the last 10 years. They have stayed at
a relatively even keel.

Senator DOLE. Is there any one item, or group of items, that con-
stitute that export business?

Mr. ROTrNANN. That constitute the import business ?
Senator DOLE. You are exporting locks, what are you importing?
Mr. RoerxmNi. Locks and cabinet hardware, of all the products-

incidentally, I might say that one of our economists has projected
that under the current rate of increasing imports, by 1982, the share
of imports would come up to about 25 almost 26 percent of the U.S.
market. We just do not see it doing anything else but going up
under this present situation.

As I say, at the moment, the corresponding tariff levels are not
equal and unless Congress acts to add safeguards to the present bill,
we feel any protection now available to us will be traded away for
benefits obtained by other, more politically influential industries.

Accordingly, we strongly urge the committee to add to section 101
language similar to that contained in section 102(c) dealing with
equivalent opportunities for each product sector.

In addition, -we highly support the provisions that offer protection
for smaller industry and smaller companies, either against unfair
trade practices, or the possible effects of fair competition, for it is
entirely conceivable that some industries may not be able to survive
even fair competition. -

For them, the bill should make provisions in other ways. We com-
mend for your consideration, the several features of NAM's adjust-
ment assistance proposal, especially the early warning part of it
which are not now incorporated in the act.

Our views with respect to the amendments to the escape clause,
the Antidumping Act and the countervailing duty law are covered
in my written statement,

In closing, I would like to emphasize one point in particular-the
BHMA strongly believes that the Clayton Act market concepts of
any line of commerce in any section of the country should also be
applied in determining the injury from unfair foreign trade prac-
tices.
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Finally, with respect to the state-controlled economy of countries,
we especially support that provision in section 821 of the bill which
provides for a determination of fair market value on the same terms
of those applicable in non-state controlled economy countries. Stay
apples with apples.
SThis concludes my oral statement. I will be happy to reply to any

further questions that the committee might have. -
Senator DOLE. I do not have any further questions. I interrupted

you during your testimony, but I listened and read portions of your
statement. You support the objectives. You have certain requests
for modifications and those are all set forth in greater detail in your
more lengthy statement which will be made a part of the record.

Mr. RomT4MNN. Yes, sir.
Senator DoL. Senator Packwood?
Senator PACKWOOD. Assuming that all tariff and non-tariff bar-

riers were to be eliminated, here and overseas, could you compete in
a world market?

Mr. RorrMANN. Our member firms--this exact question was asked
in our committee meetings. We feel that we could.

Senator PACKWOOD. The difference in the way it is structured,
alone, is not the fact here that causes the problems?

Mr. RorrMANN. We feel that we have the technical know-how
and can compete. Our biggest problem, of course, is to have the op-
portunity to compete fairly in foreign markets-but if they can do
it, we think we can do it.

Senator PACKWOOD. This is an important answer because this is
one of the main thrusts that many of the industries are using, that
the question is not really tariff or nontariff, they are saying that we
cannot compete period unless we have protection.

Mr. ROTUANN. If we are going to give the other countries a free
ride, then we say, give us a free ride out and we will take care of
the problems as they arise.

Senator PACKWOOD. Thank you very much. I have no further ques-
tions.

Senator Dota. Thank you very much.
Mr. ROTTFANN. Thank you very much.
[The prepared statement of ?Ar. Rottmann follows. Hearing con-

tinues on p. 1992.]

PREPARED STATEMENT OF MR. J. EDWARD ROTTIANN, PRESIDENT, BUILDERS
-HARDWARE MANUFACTURERS ASSOCIATION

Mr. Chairman, members of the Committee, my name is J. Edward Rottmann,
President of the Builders Hardware Manufacturers Association. I appreciate
this opportunity to express the views of the Association on H.R. 10710, the
"Trade Reform Act of 1978."

PURPOSE OF STATEMENT
1. It is the purpose of this statement formally to declare the support of the

Builders Hardware Man,.iacturers Association ("BHMA") for the basic pur-
poses of H.R. 10710, the 1rade Reform Act of 1978," and for most of the spe-
cific provisions embodied in the bill.

2. It is the further purpose of this statement to present the recommenda-
tions of the BHMA concerning certain provisions' of the bill in the light of the
Industry's economic situation, its past experience, and the current preparations
for the Impending trade negotiations.
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INTRODUCTION

The Builders Hardware Manufacturers Association Is a trade group of over
60 American companies who manufacture builders hardware items. A roster of
BHMA members is attached to this Statement as Exhibit B. The membership
of the association accounta-for approximately 85% of the total dollar value of
the builders hardware items manufactured and shipped in the United States.
"Builders hardware" describes a broad variety of decorative as well as func-
tional products incorporated in residential, commercial, and institutional struc-
tures. The nature of these products ranges from simple coat hooks to the more
complex, such as electronic door controls, and includes door locks and lock
trim, key blanks, padlocks, hinges, exit devices, door closers, door pulls, orna-
mental door trim, window locks, sliding and folding door hardware, mailboxes,
cabinet hardware... and numerous other related items.

The industry is composed of about 200 firms, most of which are engaged ex-
clusively in the domestic market. The preponderance of these firms employ
from 25 to 150 workers, with a few diversified firms employing from 1,000 to
3,000 workers. Geographically, firms are located nation-wide, with concentra-
tions in New England, the Chicago area, and California. In 1978 domestic ship-
ments of the industry amounted to approximately $900 million.

The industry can thus best be described as small in terms-of its share of the
Gross National Product, in terms of total employment, and in terms of the av-
erage size of Its members It is important to note, though, that even some of
the smallest firms in the industry are important to the economy of the locali-
ties in which they are situated.

SMALL FIRMS PARTICULARLY VULNERABLE TO IMPORT COMPETITION

The industry shares the plight of many small industries as it competes in
this increasingly global economy. Most individual firms are too small to attract
the capital needed to maintain a competitive posture with respect to overseas
firms, which are frequently subsidized or financed by their governments in pur-
suit of national objectives. Individual firms are, further, too small to afford,
by themselves, a rapid development effort to streamline their processes or di-
versify into other products or markets in response to increased competitive
pressures from overseas. And finally, individual firms are too small to afford,
by themselves, the startup expenses involved in engaging in the export market
where it might exist. Nevertheless, members of the builders hardware industry
are actively exploring ways in which to counter the effects of rising imports
by marketing their products abroad.

It is, thus, small industries like the builders hardware industry that are
most vulnerable to import competition and, under existing legislation, least
able to react and adjust. BHMA commends to the Committee consideration of
these circumstances as it considers the proposed legislation.

ZFFCT OF RECENT TAMR CONcZSSIONS
It is important to recognize that the United States in the past, in Its posi-

tion of encouraging free trade throughout the world, has yielded more than its
fair share of trade concessions, resulting in significant disparities in duty rates
between the United States and its trading partners. At the time of those nego-
tiations this stance was appropriate; the domestic economy was strong and ro-
bust, our trading partners were, on a relative-basis, still gaining strength, and
the United States was consistently generating a surplus in the balance of
trade. While our domestic economy is still among the strongest in the world,
the other two conditions are no longer true. Our major trading partners have
achieved full development of their economies, and are strong enough to pose
major challenges in many domestic markets,-including builders hardware.

Tariff reductions have given rise to substantial increases in imports of coin-
peting foreign products. In a recent one-year period imports rose at a sharp
rate, as shown in Table I. Import growth during the 15-year period 1959-1978
shown in Exhibit A.
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T.sLs I.-Inorease in dollar value of builders hardware imports: by major
category, 1971-7P Percent

Padlocks 88
Cabinet locks ......... 18
Other locksock 34
Door closers--- 25
Butt hinges ....... 12
Other hinges ------------------------------------------------ 64
Hardware (not elsewhere specified) --------------------------- 47

Total ------------------------------------------------- 47
This rate of increase is alarming to the builders hardware industry. Although

imports are estimated to have accounted for a relatively modest 6.4% of total
domestic consumption of builders hardware In 1972, this figure must be compared
with an estimated 1.5% in 1963, representing a 400% increase over this period.
The BHMA estimates for 1973, as shown In Exhibit A, indicate that imports rose
still higher last year.

The major factor in these increases In imports has been prior concesslns, in
which the United States rates of duty applicable to foreign Imports of builders
hardware have been significantly reduced, as shown in the following Table II:

TABLE II.-DUTY RATES OF BUILDERS HARDWARE PRODUCTS

[In percent

BTN Product 1930 1967 1972

83.01 Cabinet locks ..................................................... 20.0 10.0 5.0
$3.01 Padlock-Nonpin .................................................. 20.0 10.0 5.0
o il Padlock-Pin ..................................................... 20.0.0 4.0S All other locks .................................................... 20.0 8.0 4.0
83.02 Butt hlnes.................................................... 45.0 19.0 9.5
8S.02 Otherhin ...................................................... 45.0 16.0 8.0
83.2 Door dosers ................................... 27.5 11.5 5.5
83.02 All other products ................................................. 45.0 17.0 9. 5

The rates of duty Imposed by the U.S. trading partners have not been similarly
reduced, and the domestic builders hardware industry now is subject to dis-
parities between U.S. and foreign tariffs, as illustrated in Table III, which gives
the current tariffs imposed by countries in which BHMA member companies have
expressed a marketing interest.

TABLE IlI.-DUTY RATES OF SELECTED U.S. TRADING PARTNERS

[In percent]

United United
States Mexico Brazil Canada EEC (6) Kingdom Japan

BTN 83.01 ............. 4-5 20-100 70 17.5 8.5 8.5 8
BTN 83.02 ............. 5-9 50-100 70 17.5 7.0 8. 2

Clearly, these disparities encourage a trade flow into the United States,
but not out to the customer countries. It is this kind of situation that inspires
protectionists sentiment. If relatively small U.S. industries, such as the builders
hardware industry, are not to be seriously injured as a result of International
trade negotiations, they must at the least be given the same opportunities to
export their products to foreign markets as foreign manufacturers obtain in
U.S. markets. The term "fair" and equitable marketing opportunities" requires
that each industry receive through multilateral trade agreements new export
opportunities as nearly equivalent as possible to the benefits accorded foreign
competitors in the domestic market.
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Clearly, the process of negotiating an international trade agreement is com-
plex, and "equivalence" Is difficult to measure, let alone achieve between each
of the signatory countries. Nevertheless, the U.S. negotiators should be required
to strive not only for the best possible agreement overall but also to assure
that no industry's interests are traded away without an attempt being made to
obtain equivalent benefits for that industry.

The U.S. builders hardware industry is already feeling the sting of foreign
competition. It understands, however, that protectionism is not the answer,
and accordingly supports the basic purposes of H.R. 10710, while at the same
time making every effort to discover and exploit markets abroad.

In this context the BHMA respectfully submits to the consideration of the
Committee the following comments and recommendations.

SPECIFIO COMMENTS AND RECOMMENDATIONS

1. Section 1O1-Seotor-bV-Seolor Negotiations Should Be Required
The Builders Hardware Manufacturers Association supports the objectives

of "development of fair and equitable market opportunities" proclaimed in
Section 2 of the proposed legislation. It is the Association's position that this
development of "fair and equitable" opportunities is necessary to fully achieve
the corollary objective--"enlarge foreign markets for the products of United
States agriculture, industry, mining, and commerce."

To this end, it Is the strong recommendation of the BHMA that language be
Incorporated in Section 101 of the proposed legislation requiring that reduc-
tions of apy existing duties (including so-called "low-duty" items): (1) be
negotiated within manufacturing sectors or BTN classifications, and (2) recog-
nize our past reductions to low levels relative to other nations.

A negotiating stfince such as that described will bring duty rates among
the trading partners into closer harmony, and reduce the impact of the duty
barriers to expansion of United States exports. It will further, and Just as
importantly, reduce the hazard of a small industry, such as the builders hard-
ware Industry, being "horse-traded" away In return for concessions to larger,
more politically effective industries.

Specifically, we would suggest for inclusion in Section 101 of the bill lan-
guage similar to that contained In Section 102(c) with respect to non-tariff
barriers. This provision requires that the negotiations be conducted "on the
basis of each product sector of manufacturing" . . . "to the maximum extent
feasible" and requires the President to include a sector-by-sector analysis in his
report to Congress on each trade agreement. In the opinion of the BHMA, this
provision strikes the appropriate balance between a firm policy In favor of
sector-by-sector negotiations and a recognition that realities may not permit
corresponding sector-by-sector concessions in every instance.
. Section 108--NTB Negotiation Within Sectors Endorsed

BHMA agrees with and endorses the finding of Congress concerning the
impact of non-tariff barriers on trade. Association member companies find
their own export opportunities significantly reduced by such barriers as local
standards, restrictive government procurement practices, arbitrary valuation
practices, and restrictive customs formalities. The Association applauds the
urging by Congress of an aggressive approach towards negotiating the re-
moval of these barriers In customer countries.

The Asqociation further endorses, and calls special attention to, the man-
date in Section 102(c) that negotiation for removal of NTB's be conducted
within product sectors. Again, BHMA Is acutely sensitive to the hazard of
a small industry being "horse-traded" away In return for concessions to larger
more politically effective Industries.
8. Section 103-More Stringent Staging Recommended

BHMA submits that the staging authority incorporated In the proposed
legislation is too rapid when applied to low or intermediate duty rates, and
recommends a more restrained rate of reduction. Table IV below Illustrates
two points:
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(1) Historically, the duty rates on the products of BHMA member companies
have been subjected to the maximum reductions authorized for prior trade
negotiations. You can see the impacts from 1930 through 1972.

(2) The maximum staging (and rounding) authorized under the proposed
legislation provides for duty-rate reductions, when viewed in a 10-year time
span, too rapid for industry, particularly a small industry such as represented
by BHMA, to adjust to in the face of aggressive competition from foreign
producers. You can see the reduction which could occur in 1975 and 1976 under
the present wording of the bill.

TABLE IV.-DUTY RATES, HISTORY, AND PROJECTIONS OF BUILDERS HARDWARE PRODUCTS

fin Percentl

BTN Product 1930 1967 1972 1905 1976

83.01 Cabinet locks ................................. 20.0 10.0 5.0 2 - 0
83.01 Padlocks-Nonpin ............................. 20.0 10.0 5.0 2 0
83.01 Padlocks--Pin ................................ 20.0 8.0 4.0 1 0
83.01 Allotherlocks ................................ 20.0 8.0 4.0 1 0
83.02 Butt hinges ................................... 45.0 19.0 9.5 6 3
83.02 Other hinges .................................. 45.0 16.0 8 0 5 3

.02 Door losers .................................. 27.5 11.5 5.5 2 0
.02 All Other Products ............................. 45.0 17.0 9.5 6 3

As can be seen from Table IV, the staging authority of the proposed legis-
lation, fully applied, could result in the virtual elimination of a 19% duty
over less than a ten-year span, and the absolute elimination of a 10% duty
in the same time period. This is much too fast.

It should be noted that the various lock types above, all to be reduced to
zero tariff, represent an estimated 40% of the domestic builders hardware
market.

BHMA recommends that the staging requirement be changed at least us
applied to low and intermediate duty rates, to authorize maximum annual re-
ductions of 3 percent or one-fifth of the total reduction whichever is less.
. Section 185-Advitory Comm4ttee* Endorsed
BHMA endorses the statutory establishment of advisory committees as

incorporated in the proposed legislation. The Association has applied to the
Commerce Department for inclusion in an industry advisory committee, and is
actively assembling information for its participation in that committee's ac-
tivity. It is the Association's attitude that active participation in the work of
these committees is essential to assure the maximum opening of export op-
portunities for member companies, as well as to make known the industry's
situation concerning import competition.
5. Section 185-eenption from Federal AdvisorV ommittee Act Reoommended

BHMA recommends that the exemption from the Federal Advisory Com-
mittee Act incorporated in Section 135(e) (2) should be extended to the Ad-
visory Committee for Trade Negotiations as well as to the industry, labor,
and agricultural technical advisory committees. The language of Section
135(e) (2) provides adequate protection to the public, as well as discretion to
the President. It would seem essential that the Advisory Committee for Trade
Negotiations, charged with policy advice to the President, be afforded the same
privileges of privacy of deliberations; in the absence of this privacy, bargain-
ing positions and strategies are certain to be compromised.
6. Section 185-Antitrust Reemption to Industry Advisory Committees

Recommended
As stated previously, BUMA and its member companies are assembling

information for participation in an Industry technical advisory committee.
The Association has found that assembly of certain information essential to
identify or document positions and objectives to be taken in an advisory com-
mittee may be inconsistent with provisions of the antitrust laws. This infor-

30-229 0 - 14 - 17



1988

mation deals with domestic and export sales, cost, and pricing experience of
industry members, which is essential to the development of industry advice
to the trade negotiators.

BHMA has no specific recommendation for legislative language, but com-
mends to the Committee consideration of this problem in developing effective
advice to the Special Representative for Trade Negotiations. A limited exemp-
tion from the antitrust laws would seem Justified for this important under-
taking.
7. Seoton 20-Import Relief Time Too Retricted

BHMA endorses the intent, procedures, and most provisions of Title II,
Chapter I-Import Relief. The Association particularly commends removal of
the current requirement that a casual link to prior modifications of duty
rates be established in order to qualify a product or industry for import relief.
The Association further commends the substitution of "substantial" for
"major" cause with respect to the relationship between imports and injury, or
threat thereof, to a domestic industry.

BHMA member firms would vastly prefer using their own resources and
ingenuity, rather than federal adjustment assistance, in adjusting to injury
from import competition. While relief under the provisions of Section 203
would enhance the opportunity to accomplish adjustment on their own, five
years (with relief phased down in the last two years) and an uncertain addi-
tional two years calls for more rapid change than seems feasible. For reasons
described in the Introduction, small firms such as those which comprise the
largest share of BHMA membership do not have the financial capacity for the
rapid product development and re-tooling (and risk) which a five-year relief
period would require. Further, if the prospective (and uncertain) two-year
extension of relief could be only at the final phased-down level of the fifth
year, the full seven-year protection afforded would be Insufficient to encourage
independent adjustment.

The only alternative in this situation must almost certainly be to seek fed-
eral assistance, to merge, or to withdraw from the industry. The latter two
alternatives unfortunately have been exercised by a number of firms in the
builders hardware manufacturing industry. Listed below is the history of the
number of firms in the industry, as reported in the Census of Manufacturers:

Number
Year: of firm

1958 --------------------------------------- 825
1963 ----------------------- -------------- 237
1967 --------------------------------------- 217
1972 (BHMA estimate) ------------------------- 200

Accordingly, BHMA recommends concerning subsection (1) that the time'
limit for import relief ("not to exceed 5 years") incorporated in the proposed
legislation be extended. Specifically, BHMA recommends that the number of
extensions be increased to provide a maximum aggregate of ten year relief
and that the limitation on the level at which extensions may be made (sub-
section (I) (3)) be eliminated.
8. Title II, Chapter 3-NAM Adjustment Aesistance Propoeal Bndorsed

BHMA endorses and commends to the Committee the proposal of the Na-
tional Association of Manufacturers concerning adjustment assistance for
workers and firms. This proposal is described in an NAM Staff Report cir-
culated to the members of both Houses of the Congress, and has been cast into
legislative language. The proposed Trade Reform Act of 1973 incorporates many
of the provisions of the NAM proposal, including technical and financial assist-
ance for firms, and job placement, training, and relocation assistance for
workers. These provisions, though, are at the so-called "second tier" of the
NAM proposal. Of equal, or perhaps greater, importance are the so-called "first

-tier" provisions, and the "early warning" provisions, of the NAM proposal.
Adjustment assistance for both workers and firms, as provided in H.R.

10710, becomes available only after severe damage from import competition
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has occurred, or is demonstrably imminent by virtue of declines in employ-
ment, sales, or production in an industry. By contrast, the "early warning"
system suggested by NAM would provide precious time for firms to react to
an impending import surge, enhancing the possibility of avoiding disruption
and dislocation. Without this extra reaction time, more drastic remedies such
as unemployment benefits and financial assistance, are sure to be needed.

Further, the responses to an "early warning" envisioned in the NAM pro-
posal enhance the chance of success of response to the warning. Particularly,
important, in the view of BHMA, are the provisions in the NAM proposal
for federal assistance for research and development efforts in terms of tech-
nical assistance and special tax treatment; and provisions for limited anti-
trust exemption for affected firms in the areas of mergers and Joint ventures
(including joint R&D ventures).

Finally, it is clear that the program of adjustment assistance as proposed
by NAM will result in significantly less cost. Response to an "early warning"
by firms will result in fewer layoffs, and consequently less demand for un-
employment compensation. Response..wlll be in terms that improve the health
and vigor of the economy, assuring the highest possible levels of employment,
productivity, and utilization of resources. BHMA views these factors as im-
portant in endorsing the NAM proposal as an alternative to the adjustment
assistance provisions of H.R. 10710.
9. Title I-I-Olayton Act Market Ooncept8 Recommended

BHMA supports the provisions of Title III of the proposed legislation, and
particularly applauds those provisions requiring rapid determinations in anti-
dumping and countervailing duty proceedings.

BHMA recommends additions to the proposed legislation, however, to in-
corporate the Clayton Act market concepts of "any line of commerce in any
section of the country" in the determination of Injury from unfair trade prac-
tices. In particular, the Association recommends the language of the Schweiker
bill, S. 323, which would amend Section 201(a) of the Antidumping Act of
1921 and Section 303(b) (1) of the Tariff Act of 1930; and further recommends
that Section 301(a) (3) of the proposed legislation be modified to incorporate
the same concept.

It is, in the opinion of BUMA, appropriate that the same tests of unfair com-
petition be applied to foreign competitors in the United States as are applied
to United States manufacturers.
10. Title Ill-Section 881-Four-Year Suspenan of the Countervoaling Duty

Law
Section 331 of the bill would amend Section 303 of the Tariff Act of -1930 to

add a new Section (e) which would give the Secretary of the Treasury au-
thority to suspend the application of the countervailing duty law for a period
of four years upon the determination that the imposition of a countervailing
duty "would be likely to seriously jeopardize the satisfactory completion" of
the trade negotiations. The Administration has recommended to this Com-
mittee that the four-year period be applicable both to privately-owned and
government-owned-or-controlled facilities.

The reason for this moratorium stated by the-House Ways and Means Com-
mittee (Committee report at pages 75-76) is to permit the Secretary latitude:
"until an international agreement is reached regarding the international prac-
tices which would be considered permissible and nonpermissible. Otherwise the
Secretary of the Treasury may conceivably be constrained to take counter-
vailing action . . . which ultimately may be internationally agreed to be a
permissible international export assist."

This caution is unnecessary. The imposition of countervailing duties to offset
foreign subsidies could in no way embarrass the United States negotiators or
impede the- conclusion of an international agreement respecting either tariff
and non-tariff barriers or the meaning of "subsidies." On the contrary, the
negotiations are more likely to be successful if the countervailing duty status -
is vigorously enforced than if it is suspended for four years. Furthermore,
any countervailing duty could be removed at such time as conflicting inter-
national obligations become operative.
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11. Titl IV-Trade Reotaton With Oountrie Not Enjting Non-Diorimtna-
tory Treatment

East-West trade has been expanding in the past decade, and it is likely
to continue regardless of whether the affected countries are granted non-
discriminatory treatment. While the BHMA has not taken a position with
respect to Section 402 of the bill, it is critically important that the countries
potentially affected by Title IV recognize and honor the generally accepted
international rules of trade and conduct. In particular, the BHMA is concerned
that these countries adhere to the international patent and trademark laws
and that their products be sold in the United States a prices no less than fair
value.

Accordingly, he BHMA supports Section 341 of the bill which would amend
Section 837 of the Tariff Act as it relates to the exclusion of articles entering
the United States in violation of U.S. patents. The legislative history of this
provision should indicate a Congressional intent that this section be vigorously
enforced.

Equally important is the ability of the United States to determine when a
product from a country with a state-controlled-economy is being dumped into
the United States. In this respect BHMA strongly supports Section 821 of the
bill, which would amend Section 204 of the Antidumping Act permitting a
determination of the foreign market value of merchandise from state-controlled-
economy countries on the basis of data from a non-state-controlled-economy
country.
12. Protectionet Mfeaeuree Rejeoted

BHMA rejects as counterproductive of domestic as well as world trade
the several extreme protectionist measures that have been proposed, exempli-
fied by the Hartke-Burke bill, S. 151. While concerned that the industry it rep-
resents is particularly vulnerable to import competition by reason of the
size of firms within the industry, BHMA endorses the objective of fair and
equal international trade agreements which reduce the obstacles to world trade.
It is further confident that, given adequate protection from unfair import
practices, early warning of impending surges of imports, and equitable treat-
ment at the negotiating table, it can compete effectively in the domestic market.

Imposition of protectionist measures such as the severe quota restrictions
envisioned in Hartke-Burke, however, can only lead to undesirable results,
among them:

1. Retaliatory measures by our trading partners, severely restricting U.S.
export opportunities and, (with our current need for foreign raw material
and energy sources), further jeopardizing the U.S. balance of payments.

2. In effect, the subsidy and protection of marginal U.S. producers, with the
removal of the competitive necessity to innovate and improve (aggravating,
through the consequent loss of productivity improvement, the persistent prob-
lem of inflation). BHMA thus views the continued encouragement of inter-
national trade as important to the health of the builders hardware manufac-
turing industry, as well as to the health of the domestic economy.

CONCLUSION

The Builders Hardware Manufacturers Association supports the objectives
and, with suggested modifications, the provisions of the Trade Reform Act
of 1978.

BHMA is concerned that the Industry's competitive position may be eroded
and Jeopardized by inequitable concessions granted in the impending trade
negotiatoni. Products of the industry were subjected to greater-than-average
duty-rate reductions in the Kennedy Round and, because the industry is small
and hence relatively weak politically, it may experience the same inequitable
treatment. in the negotiations to which the proposed legislation is addressed.

It is this concern for the industry as well as for other industries In similar
circumstances, that prompts the proposal of certain modifications to H.R. 10710
which will help the builders hardware industry realize its resolve to be an
active participant in world trade.



1991

ExHIrB A

BUILDERS HARDWARE
IMPORTS-

I,

K

-N

IN

"N
'N

,,,,
Ni
N
N

S

N
N
N
N
N
N
N
N

N
N

N
N
N
N
N

N

0

NI
N

59 60 61 02 63 64 66 66 67 66 69 70 71 72 73

EXHIBIT B.-BUILDERS HARDWARE MANUFACTURERS ASSOoIATION

Air-Lec Industries Inc., Madison, Wis.
Adams Rite Manufacturing Co., Glendale, Calif.
Ajax Hardware Corp., City of Industry, Calif.
American Device Mfg. Co., Steeloville, Ill.
Amerock Corp., Rockford, I11.
Arrow Lock Corp., Brooklyn, N.Y.
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Auto Moulding & Mfg. Co., Chicago, Ill.
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Bommer Spring Hinge Co., Inc., Landrum, S.0.
Braun Manufacturing Co., Inc., Chicago, Ill.
The Homer D. Bronson Co., Beacon Falls, Conn.
Brookline Industries, Inc., Chicago, Ill.
Builders Brass Works Corp., Los Angeles, Calif.
Cardinal of Adrian, Adrian, Mich.
Chicago Spring Hinge Co., Chicago, I1.
Clpco Corp., St. Louis, Mo.
Continental Instruments Corp., Oceanside, N.Y.
Cutler Mail Chute Co., Honeoye Falls, N.Y.
Detex Corp., Chicago, Ill.
Dexter Lock, Grand Rapids, Mich.
Dor-O-Matic Division, Republic Industries, Chicago, Ill.
Eaton Corp., Lock and Hardware Division, Charlotte, N.C.
Emhart Corp., Bloomfield, Conn.
The Engineered Products Co., Flint, Mich.
Falcon Lock, South Gate, Calif.
Florence Manufacturing Co., Inc., Chicago, Ill.
Folger Adam Co., Joliet, Ill.
Glynn-Johnson Corp., Chicago, Ill.
Grant Pulley & Hardware Co., West Nyach, N.Y.
Hager Hinge Co., St. Louis, Mo.
Harloc Products Corp., West Haven, Conn.
Horton Automatics, Dallas, Tex.
Hyer Hardware Mfg. Co., Fullerton, Calif.
Ilco Corp., Fitchburg, Mass.
Ives Division, New Haven, Conn.
Jaybee Mfg. Corp., Los Angeles, Calif.
Knape & Vogt Mfg. Co., Grand Rapids, Mich.
LaDeau Mfg. Co., Lo3 Angeles, Calif.
Lanson Industries, Inc., Greendale, Wis.
Lawrence Brothers, Inc., Sterling, Ill.
John L. Lindstrom & Assoc. Inc., Washington, D.C.
McKinney Manufacturing Co., Scranton, Pa.
National Hardware Co., Inc., Richmond Hill, N.Y.
National Lock Hardware, Rockford, Ill.
National Manufacturing Co., Sterling, Ill.
Precision Hardware, Inc., Detroit, Ill.
Reading Door Closer Corp., Reamstown, Pa.
Reese Enterprises, Inc., Rosemount, Minn.
Richards-Wilcox Mfg. Co., Aurora, Ill.
Rixson-Firemark, Inc., Franklin Park, Ii1.
Rockwood Manufacturing Co., Rockwood, Pa.
Ronan & Kunsl, Inc., Marshall, Mich.
F. L. Saino Mfg. Co., Memphis, Tenn.
Sargent & Co., New Haven, Conn.
Schlage Corp., San Francisco, Calif.
Shelby Metal Products Co., Shelby, Ohio
Henry Soss & Co., Los Angeles, Calif.
The Stanley Works, New Britain, Conn.C John Sterling Corp., Richmond, Ill.
The Stocker Hinge Mfg. Co., Brookfield, Ill.
Telkee, Inc., Glen Riddle, Pa.
B. R. Wagner Mfg. Co., Milwaukee, Wis.
Weiser Co., South Gate, Calif.
Welch, Inc., Waukegan, Ill.
Wedlock Co., Los Angeles, Calif.

Senator Doix. The next witness is Mr. Sherman Katz.

STATEMENT OF SHERMAN Z. KATZ, ES., OF COUDERT BROS.

Mr. KATz. Mr. Chairman and members of this distinguished com-
mittee, may I say at-the outlet in explanation of my presence before
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this committee that I do not rep resent anyone other than myself as
an individual, first as a practicing lawyer and second as a student
of tariffs preferences dating back to my law school career, It was
as a student that I became interested in tariff preference, mainly
because it was a proposal that the developing countries themselves
had put forward as a method by which they felt that their develop-
ment could be accelerated. At that time, and I believe at the present,
the methods which the developed countries have devised in order to

'assist these developing countries have not always been successful.
As a result of my study of the question in law school, subsequently
I was fortunate enough to have some views on the subject published
in the Wall Street Journal and other places. I have retained my
interest in the subject, and as I indicated in my written testimony,
had the honor of making a statement on the subject before the
House Ways and Means Committee last year.

Last year the nature of my presentation was couched primarily
in the same terms as my interest in the subject as a student; namely,
that the United States could and should do more for the developing
countries than they were doing, and that the tariff preference should
be looked at very seriously as a method that they have suggsted.

Now, to be sure H.R. 6767 contained what is now title V of H.R.
10710; namely, the U.S. Administration's tariff preference proposal.
However, at that time, as again this morning, I proposed and will
propose that the preference pro osal can and should be expanded
to provide a significant avenue of access to the developing countries.

Now, the context in which I make this presentation this morning
is somewhat changed by virtue of events that have ensued since my
previous presentation. As I have indicated, last year the basis of
my presentation was simply that the United States could and should
do more, although I also pointed out that preferences were a two-
way street, particularly regarding foreign exchange, since-the United
States would benefit from the increased earning power and there-
fore increased purchases from the United States of the developing
countries.

However, this morning we know now that we are facing what
I have called in my testimony a new era in North-South trade rela-
tions. As a result of the Arab oil embargo we are more aware than
before that we have only a limited quantity-of resources, of raw
materials, foodstuffs on this spaceship earth. We are finding now,
and we are going to find increasingly that the developing countries,
those countries we considered poor, are perhaps not as poor as we
thought because they control now and will control access to those
raw materials.

In particular, tomorrow a special session of the UN General
Assembly will begin on the subject of raw materials. This is an
assembly which the developing countries themselves have asked
be convened, and it will be a 3-week session. In preparation for that
session the developing countries have proposed the declaration of
a new international economic order. Among other things, that dec-
laration recommends the establishment -of cartel-like associations
to control the prices of raw materials along the lines of the Organ-
ization of Petroleum Exporting Countries.
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Moreover, at this session these developing countries have sug-
gested that access to markets and transfer of technology, monetary
reform and the role of multinational corporations all be discussed.
In othet words, the example of the Arab oil embargo is one which
the other developing countries of the world have taken very much
to heart. Indeed, if any confirmation of this need be provided, we
noted last week that six Latin American countries formed the Union
of Banana Exporting Nations, and announced a new surcharge of
up to 2.5 percent per pound, effective April 15.

I believe a fact that was somewhat less noticed was that from
March 1 to March 9 the seven countries producing bauxite, the
material from which aluminum is made, who account for about two-
third@ of the world's annual production of bauxite, met in Guyana
and decided to form an international association of bauxite pro-
ducers with a secretariat to be set up in Jamaica. One of the two
goals of this organization stated in its founding charter is to secure
fair and reasonable profits for members in the processing and man-
ufacture of bauxite, bearing in mind the interests of the consumer
nations. Another goal is to secure the national ownership of the
natural resources.

Well, I have taken your time to sketch these background facts by
way of underlining the indications in my written statement that
the context in which we face the question of tariff preferences is
quite a new one. It is one which I suggest indicates that by expand-
ing the preference system to make it a meaningful avenue of access
to the developing countries, we may indeed be serving our own
long-run interests.

I have mentioned briefly in my written statement the theoretical
basis, that is the protection of infant industries which is the back-
ground of the reference theory. It is perhaps noteworthy that itwas Alexander -amilton, our first Treasury Secretary, who himself
first instituted a system of protective tariffs in order to provide an
opportunity for new American industries to grow and to enjoy the
entire size of the U.S. market, to enjoy economies of age and the
economies of scale. As I have tried to indicate, the preference pro-
posal by the developing countries is simply their way of saying,
"We think that the same opportunity ought to be provided to us-ian international context." Their notion is that by having the
opportunity to enjoy access to the larger markets of the industrial-
ized countries, they will be able to grow into efficient units, that is

C producing at the lowest possible cost per unit produced.
I have indicated that rightly oi wrongly the developing countries

now perceive the United States as being one of the lesser responsive
count! ies to their needs. The tariff preference is one way to indicate
to these countries that we are considering their interests very seri-
ously, and indeed we are responsive to their needs.

One of the possible outcomes that I have indicated of continuing
perception by them of our lack of responsiveness is their using their
leverage, their newly-found leverage--that is, their access to control
over raw materials-in a discriminatory fashion against us. Indeed,
this has occurred in the past in a triangle which included the Soviet
Union, th United States and the developing countries, and now we
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may see, as Europe and Japan become our principal competitors in
the economic markets of the world, that the developing countries
will use this access and control that they have over raw materials
in a similar fashion, that is, in a discriminatory fashion against
the United States in favor of Europe and/or Japan.

I have also tried to suggest that there are other positive outcomes
related to tariff preferences. One of them is that in addition to the
increased purchasing by foreign countries that may occur in the
United States, the importation of lower priced goods coming in
under the preference system may help slow U.S. inflation. And of
course we need the cooperation of these countries in upcoming in-
ternational negotiations, that is in the field of monetary reform and
in the GATT negotiations. In whatever forums we have the one-
country-one-vote principle, these countries have a significant amount
of leverage. They control 97 votes in the United Nations, for
example.

I am sure that I need not tell the Members of the Senate of the
United States how important nose counting is. At-the same time,
I am not suggesting that the votes or the support of these countries
can be bought. But I am suggesting that in a context of cooperation
and of looking at their needs rather than a context of hostility and
confrontation, we would have a better opportunity of enjoying
support from these nations. In the context of these considerations,
these foreign policy considerations, I have suggested several specific
changes in the preference proposal which I believe would make it a
more meaningful opportunity for the developing countries.

In particular I have suggested that rather than a list of eligible
articles-

Senator DOLE. I hate to interrupt you, Mr. Katz, but we have
some other witnesses, and it seems that Senators are scarce this
morning, and I have another commitment very soon. I do not want
to leave the room empty. But I have read that part of your state-
ment

I was particularly interested in the first suggestion made. Maybe
you could reverse the process as I understand it.

Mr. KATz. That is correct.
Senator DOLE. And the President would only list those that have

veto preference?
Mr. KATz. That is correct.
Senator DOLE. Instead of the other way around?
Mr. KATZ. Exactly right. I believe that would make this act far

more simply administered and would also be an expression of our
true intent to the developing countries to give them significant
access to the American market.

Senator DOLE. As I understand your statement, you would not-
favor giving preference to those countries that embargo exports to
this country, is that correct? %

Mr. KATz. That is correct. I am indicating that this is a foreign
policy tool which can and should be used with these countries, and
to the extent that we have increased leverage vis-a-vis those coun-
tries, by having an instrument capable of calibration such as pref-
erences we have a new way to deal with these kinds of economic
situations
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Senator DoL& Would you favor granting these countries most-
favored-nation treatment when they embargo strategic exports to
this country f

Mr. KA7z. Well, if you are talking about removing most-favored-
nation treatment from them, I am suggesting that-by having the
preference we would have a way which would be perhaps more
important to them than the MFN status. If our level of transactions
with a country in question had previously been was rather limited,
by virtue of having a preference which is an adjustable mechanism,
we have an added kind of carrot and stick, if you will, and it may be
more important to them that they enjoy their preference here than
enjoying MFN, since it may be the preference that induces them to
export to us in the first place.

Senator DOLE. If the tariffs are reduced under the authority of
title I of the House bill, it is my understanding that about 80 to 90
percent imports would come into the United States duty-free.

Under those circumstances would the traiff preferences be mean-in fulI

9r. KATz. Yes, sir. I believe they would. Even if you have, let
us say, a 5-percent tariff on cocoa beans, you may have a 15-percent
tariff on processed chocolate. In that way you would penalize the
developing countries for processing those cocoa beans into chocolate.
And while the nominal tariff suggests only 5 or 15 percent in fact in
that case you would have an effective protection rate of 80 percent,
which would be the penalty imposed for adding value by processing
that cocoa bean. In other words, it is the effective rate of protection
which is important to the developing countries, even after we lower
our tariff rates to very low levels.

Senator DOLE. Zero?
Mr. KATz. At zero then, to be sure, the preference. would not be

the decisive factor. But this only, I think, points up the fact that
by giving preferences and at the same time moving toward zero
tariff levels we are only gving a temporary advantage to the exports
of the developing countries.

Senator DoL. I thank you, Mr. Katz. Your statement is a part of
the record.

Mr. KATZ. Thank you very much. I appreciate the fact that the
committee has given an individual spokesman an opportunity to
appear before it.

Senator DOLE. As I understand it you are speaking just for your-
C self?

Mr. KA-Tz. That is correct.
[The prepared statement of Mr. Katz follows:]

STATERUET OF SHERMAN N. KATz, ATroRNrY, COUDERT BROTHERS

Mr. Chairman and members of this distinguished committee, in May of
1978, I had the honor of making a statement to the Ways and Means Committee
of the House of Representatives on the Generalized System of Preferences
In the proposed Trade Reform Act. At that time, I urged Congress to expand
the narrow preference system proposed by the Administration in order to make
It of greater-benefit both to the United States and the developing world. The
House of Representatives failed to make the specific changes which I recom-
mended to broaden the preference scheme.
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Now more than ever it is the enlightened self-interest of the United States
that the tariff preference system be made a meaningful avenue of -access to
the U.S. market for the developing countries.

Almost overnight the focus of concern in the countries of the Northern
Hemisphere has shifted from access to markets to access to supplies. The
manner in which the Arab oil embargo has brought home to all of us the finite
nature of available raw materials and food stuffs on this spaceship earth is
now too well known to need repetition here. But, the full implication of this
newly recognized fact, particularly for a new era of North-South trade rela-
tions, deserves careful consideration, because it affects profoundly the kind
of preference system which Congress should enact. This new era is one in
which it will become more explicit than ever that in return for access to raw
materials in short supply in developed countries, the countries of the South
will expect access to the markets of the North, not to mention access to capital,
technology and know-how. In effect, we shall have a new transcontinental bar-
gain characterized by far more equality among the parties to the bargain than
we have known before. As a result, it has become more important than ever
for the United States to respond to the economic initiatives of the developing
world.

Tariff preferences, as you know, were initially proposed in 1984 at the first
U.N. Conference on Trade and Development by the developing countries them-
selves as a means to accelerate their industrialization.

Their argument for industrialization through preferences is based on an
adaptation of the "infant industry" theory from national practice to inter-
national use. Previously, in order to give an infant industry time or "age" to
devel'hp the skill and techniques required to compete with older, more experi-
enced foreign industries, the home countries of new Industries including the
U.S. have imposed temporary tariffs on foreign-made goods. Aiter five or ten
years the industry, if properly chosen, is able to stand on its own feet and the
tariff is dropped. Similarly, nationally imposed tariffs have been used to allow
new industries to achieve "economies of scale" through expansion of output
in the national market to the most efficient level, i.e., lowest cost per unit
produced. -

If U.S. tariffs on Third World manufactures are removed, it is now argued
that the infant industries abroad will have both the time and room to age
and expand into efficient units earning vitally needed foreign exchange.

In the view of developing countries, the removal of U.S. tariffs would provide
far more assistance than might be expected from tariff rates themselves be-
cause of the effects of the "differential tariff" now in force here. Our tariff
structure discourages simple processing of raw materials in the country of
origin by placing higher tariffs on processed or semiprocessed goods than on
raw materials. The U.S. tariff schedules contain a pattern of increased tariffs
with increased processing of copper, rubber, leather, cocoa, wool and wood.
These "differential tariffs" give the domestic processor or manufacturer more
effective protection than nominal tariffs would indicate. And, therefore, the
application of duty-free treatment to a significant range of articles looks to the
Third World like a considerably larger opportunity than the nominal tariff
rates would suggest.

Moreover, trade is preferred to aid as a development mechanism because it
brings with it less foreign Influence and, in many cases, creates more Jobs.

But, at the present time it appears to developing countries, with some justi-C[ - fication, that the United States is the least responsive in the industrialized
world to the needs of the Third World. The tariff preference is a good ex-
ample. Although presidential rhetoric has been promising tariff preferences
since 1967, in fact the United States has been increasing its trade barriers
while Europe and Japan have been lowering theirs. In particular Europe and
Japan have been extending tariff preferences to the developing countries since
1971. At the same time, U.S. development aid as a percentage of national
GNP has been declining and, it is now next to the last among all industrialized
countries. The recent failure of the House of Representatives to approve the
U.S. contribution to the soft loan window of the World Bank is the- most
recent confirmation of this shortsighted declining interest in the Third World.
Of course, it is true that the era when the United States could or should take
all of the major international initiatives is over. But, in the new era I have
been describing, it is essential that the Unitqd States take an active role in
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ment of a flexible, but significant preference system is one way to do so.

Let us consider for a moment the political and economic results of continued
limited interest in the Third World. In the past, the United States has favored
certain developing countries because they adhered to acceptable political or
economic policies or because they were considered strategic pawns in the
world chess game. Now the leverage which less developed but resource rich
countries may have as a result of their control over access to raw materials
can be used in a similarly discriminatory fashion. If Europe and Japan are
perceived by the Third World as following policies most beneficial to tat
World, then those countries and not the United States, will have priority
access to raw materials.

The developing countries, It should be remembered, have far more to offer
us than access to suplilies. As we help them increase their earning power
through access to the U.S. market, they can and do spend more of their
foreign exchange on U.S. goods. Such countries are able to channel a major
percentage of their purchases to the United States, if they so desire, because
most of their foreign buying Is done by large governmental agencies. Other
industrialized countries generally are unwilling to accbmmodate the U.S.
balance of payments needs by shifting their own trade position. Equally im-
portant, the importation oftaiff free, lower priced goods may help slow U.S.
inflation.

We should not overlook the importance of the cooperation of countries in
the Third World in the current efforts at international monetary reform, and
the need for their support in the G.A.T.T. where the one country-one vote
principle prevails.

Of course, the positive measure of extending market access carries with it
the negative potential of denial or limitation of such access. It is a well-known
fact that the U.S. has far more ability to affect the behavior of other coun-
tries with which it has a significant level of transactions rather than very
few. For this reason the preference system should be flexible-allowing ap-
propriate responses to various countries and economic situations.

It Is In the context of these foreign policy considerations that I suggest
several changes in ths..proposed generalized system. They are required to make
the preference system a useful instrument in our economic relations with
the countries of the Third World.

First, with regard to articles eligible for preferential treatment in the United
States, I suggest that instead of the President submitting lists of eligible
articles to the Tariff Commission, the President should submit lists of articles
which, for supportable domestic economic reasons, he believes should be
ineligible for preferential treatment. Such an alteration of Section 503(a)
would produce a strong statement of our clear Intent to open trade opportuni-
ties to the developing countries. It would aTso simplify the administration of
the system, and more Importantly, expedite -implementation of our much de-
layed preferen-ce scheme.

The limitation of duty-free treatment to articles "Imported directly from
a beneficiary country" in Section 503(b) appears to conflict with U.S. support
for the concept of economic integration, especially In Latin America. When
two or more developing states share in various phases of the production of
a particular product, even if it-passes from one country to another, it should
still be considered as "directly imported." Similarly the potential benefit to
a developing country could be undermined if a product produced almost en-
tirely In that developing country, but finished In an Industrialized country, 1o
prevented from receiving some tariff relief. This difficulty could be cured by
changing the word "country" to "countries" throughout this section.

As for the regulation of the percentage of value which must be added by the
developing country, determination of the prescribed percentage should be the
joint responsibility of both the Secretary of Treasury and the Secretary of
State in order to guarantee that Important international political and economic
considerations are taken into account.

The further provision that the percentage of value added must be applied
uniformly to all articles from all beneficiary developing countries seems un-
necessarily rigid. The phrase "shall be applied uniformly" In Section 503(b)
can be changed to "should apply uniformly" which would produce important
flexibility ilk administration of the act. It is unnecessary to command that
the same percentage apply in all cases, and such a restraint reduces the pos-
sibility of using the preference scheme as a foreign policy tool.
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Section 504(a) would permit the President to "withdraw, suspend or limit
the duty-free treatment permitted under this system." But the American con-
suming public which stands to benefit from the anti-inflationary aspects of
preferences should be heard before such preferences are eliminated. The Presi-
dent should be required to hold public hearings in order to determine what
economic effect would follow from the retraction of tariff preferences which
have been already extended. Such hearings would not only protect domestic
producers and consumers but they would provide the President with economic
Information he otherwise might not have when deciding whether to eliminate
any particular tariff preference.

Section 504(a) also limits-the flexibility of administration of the preference
system, and therefore its usefulness as a foreign policy tool, by specifying
that the President may not establish any rate of duty in respect to any
eligible article other than the zero rate which applies by virtue of this section.
This provision seems unnecessarily to eliminate the possibility of gradations of
preference to be determined at the President's discretion. Giving the President
such discretion would clearly provide him with more leverage regarding de-
veloping countries than the present all or nothing formulation.

Section 504(c) allows the President to withdraw preferential treatment when
the value of an article from any country exceeds $25 million or 50 percent of
the -value of total Imports of that article in any given year. This "competitive"
need formula is designed to allow small exporters to participate in the new
trade permitted by the preference system. But, it could constitute a significant
limitation on the benefits to be derived by developing countries from the sys-
tem. By limiting access to the larger U.S. market, it would tend to prevent the
achievement of economies of scale which preferences are intended to make pos-
sible for new industries. It would also have the effect of discouraging the
higher level of investment needed to allow developing countries to make
beneficial use of the preference scheme. At present levels of world trade, this
restriction would mean that preferences w6uld apply to only about % of the
articles that would otherwise be considered eligible for duty free entrance to
the American market. This $25 million ceiling should be eliminated. Alterna-
tively, if this competitive need section is retained, then the $25 million/50 per-
cent provision should become conjunctive so thnt a developing country's goods
would not be restricted unless its $25 million in exports of an article to the
U.S. also constituted 50 percent of total U.S. imports of that article.

When the potential gains of having a meaningful preference system In our
array of available means for dealing with developing countries are weighed
against the potential damage of having a narrow restricted system, the scales
clearly balance in favor of opening our market in a substantial way. Ample
safeguard devices are available should imports resulting from preferences
cause or threaten injury.

In short, Congress should rewrite the Administration's preference proposal
to make it the kind of commitment to a freer regime of world trade which
can truly benefit the developing countries of the world and which will be
in the long term Interest of the United States.

Senator DOLE. The next witness is Harvey Kaye.

STATEMENT OF HARVEY KAYE, ESQ., SPENCER & KAYZ AND PAUL
IPLAIA, ESQ., PLAIA & LEATH, ACCOMPANIED BY GEORGE H.

SPENCER, ,SQ., PENCER & KAYE

Statement of Harvey Kaye

Mr. KAYE. My name is Harvey Kaye. I am an attorney in private
practice and 9. partner in the law firm of Spencer & Kaye of Wash-
ington, D.C. My law partner, Mr. Spencer, is to my left. I am a
patent attormy and started working in the patent field 17 years ago.

Mr. Plaia, on my right, is also an attorney in private ractice, and
is a partner in the law firm of Plaia and Leath in Wheaton, Md.
He was previously with the Office of Genosral Counsel of the U.S.
T rift conunission.
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Our statement is limited to section 841 of H.R. 10710, relating to
amendments to section 337 of the Tariff Act of 1930. We have
familiarity with section 337 proceedings because we have practiced
before the Tariff Comnuission in connection with such investiga-
tions, consulted with clients and other attorneys with respect to such
proceedings, have written articles on the subject, and have lectured.

We have prepared this statement together and would request that
it be included in the record.

We are testifying today and we have prepared our statement based
on our own personal views and not on behalf or at the request of
anyone else We will both present summaries of different parts
of our statement.

Our first section relates to our general comments relating to
section 341. We agree with the removal of Presidential involvement
with orders under section 387, so that, at least in patent-based pro-
ceedings the Commission itself can issue exclusion orders. This
should save Presidential time and effort in an area where Presi-
dential involvement does not appear to be needed due to the nature
of the proceedings.

Furthermore, we believe that the time for final determinations
will be shortened because the Commission itself will make the final
determinations. Presently, the Commission issues its report, and this
report is considered by the President prior to deciding whether or
not to issue an exclusion order. This lengthens the time required for-
disposition Of the matter. Under the proposed amendments, the
parties will know more quickly whether or not an exclusion order
will be issued.

The proposed amendments are particularly desirable insofar as
the rights of appeal from Tariff Commission findings are con-
cerned. The present section 387 provides for an appeal to the Court
of Customs and Patent Appeals by the importer upon matters of
law only, and findings of the Commission, if supported by the evi.
dence, are conclusive.

However, presently the viability of appeal procedures to this
court is questionable, particularly in view of a 1962 Supreme Court-
decision, (lA en v. Zdanok. This decision held the CCPA to be a
constitutional court. As such, under article III of the Constitution,
it is limited in its judicial powers to "cases or controversies." Since
a present section 337 action is an investigation and does not fit within
the definition of "cases or controversies," it does not appear that a

IC right of appeal presently exists.
However, under the amendments, since the Tariff Commission

would make a final determination, appeals to the CCPA should
lie; moreover, such appeals would provide a more equitable pro-
cedure in that any of the parties may appeal. Also, factual questions
can be appealed from and not only matters of law.

I would-point out, however, that under the presently proposed
amendments, if a proceeding is based upon an antitrust violation,
it does not appear that an appeal to the CCPA would lie, the lan-
guage of the present section 337 to the contrary notwithstanding.

A number of defenses are frequently used hi present section 337
proceedings, but there are three in particular to which I wish to
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address myself at this time. The first is invalidity of the patent. In
the past, it has been held by the Court of Customs and Patent
Appeals that neither the Tariff Commission nor that court could
consider the validity of patents in 337 proceedings. In view of recent
decisions of the Supreme Court, we believe that, if the Court of
Customs and Patent Appeals were to consider this issue today, it
would change its opinion. In any event, this appears to be appro-
priately resolved by section 341, which states that legal defenses
can be presented.

However, this still leaves open the question of equitable defenses.
Equitable defenses would include misuse of a patent, which itself is
an antitrust violation. Presently, when misuse can be proven in the
courts, the patents are held to be unenforceable. Another equitable
defense would be the charge that the patentee committed fraud on
the Patent Office. For example, this would be an allegation that the
patent involved in the 337 proceeding was acquired by making
fraudulent representations to the Patent Office. Here, too, upon
a finding that fraud was committed, the courts follow equitable
principles and find such patents to be unenforceable.

It is our impression that the House committee report intended
that equitable as well as legal defenses be -presented to the Tariff
Commission. We believe this is correct, but, in order to assure that
this is followed upon passage of the amendments, we would suggest
that the word "equitable" be inserted into the statute. That would
be at page 128, line 19.

The next section of the presentation will be made by Mr. Plaia.

Statement of Paul Plaia

Mr. PLAA. We favor retention of the injury standard as provided
in the proposed amendments. Because of the extraordinary nature
of the remedy, the retention of the standard keeps the provisions
within the traditional tariff law approaches. Thus, mere infringe-
ment of a U.S. patent which does not injure or tend to injure the
'domestic industry would not qualify for the use of such a powerful
remedy as an exclusion order. The courts provide adequate remedies
for mere infringement where there is no tendency to injure the
domestic industry.

Further, we believe that administrative fairness is served by the
strengthening of the criteria for a temporary order of exclusion.
The amendments would bring the criteria more in line with the
criteria used for issuance of preliminary injunctions in the Federal
courts. This would make the issuance of such orders more sensitive
to the important economic consequences which may flow from ex-
clusion orders.

We would suggest the following changes in the proposed amend-
ments: We believe that nonpatent unfair trade practice complaints
should be handled in the same manner as that proposed for patent
based complaints. We see no reasonable basis for treating nonpatent
complaints in a manner which would discourage such complaints.
This is because administrative relief may be the only feasible way
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for intermediate or small domestic firms to protect themselves from
the abuses of large foreign manufacturers.

Secondly, we recommend provisions for flexibility in the use of
exclusion orders by the Tariff Commission. This is because present
orders lack the flexibility which the Commission needs to equitably
use the exclusion power. This is especially important in the case
of nonpatent complaints where some of the parties importing the
subject goods are not involved in the alleged or determined unfair
acts. In these circumstances, the Commission is put into the posi-
tion of excluding where not all of the importers of the subject
goods have violated the statute or not excluding where large num-
bers of the importers of the subject goods have violated the statute.

Lastly, there are presently approximately 22 unfair trade practice
complaints pending at the Commission. We suggest that the amend-
ments specifically provide for the handling of these pending cases
after the amendments become effective. We believe that these pend-
ing cases should be handled through completion under the provisions
of present section 337, since they were filed while this section was in
effect.

Further, we believe that the effective date should leave -room,
timewise, for the Commission to adopt new rules and regulations
which would become necessary should the amendments be passed.

Mr. KATz. There are just two more points we would like to make.
We believe that under the proposed amendments decisions rendered

by the Court of Customs and Patent Appeals, when appeals are
taken to it from section 337 proceedings, may become binding in a
subsequent action in the Federal district courts, for example, in an
infringement action. It does not appear that this particular point
was addressed in the House committee report, and we, therefore,
bring it to your attention. We assume that this result is not desired,
and we have, therefore, included in our statement suggested lan-
guage for the event that this committee does not desire that the
Federal courts in a subsequent infringement action be bound by an
appeal to the Court of Customs and Patent Appeals.

The only other point that I would like to make is that there
appears to be presently a conflict between section 337 and title 28,
United States Code 1498, and I would strongly suggest that the
committee address itself to that in passing the legislation.

Senator DoLE. Let me say, first of all, of course, your statement
will be made a part of the record.

Secondly, let me confess that I appreciate what you said, but I
am not certain that I understand it. It is something that you have
been dealing with at great length, and it is probably very helpful.
I hope the staff or someone who has the expertise on this side can
take a serious look at it. It obviously-raises some technical questions
that you have-been dealing with, either as a member of the general
counsel's office or in the practice that you are in.

The staff has suggested a question or two which, perhaps, you
would like to comment on. First of all, whether or not the Federal
Trade Commission or some other agency dealing with umfair trade
practices, should be given a role in section 337 actions if we are
going to repeal the President's review authority?
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Mr. KAJ. We did not specifically address ourselves to it at this
time since it did arise at the time that this was being considered
by de House. It is our feeling that the Tariff Commission is itself
competent to completely handle 337 proceedings.

We have a great deal of concern, for example, about intermediate
and small-size firms who may become involved with larger com-
panies and be a victim of antitrust violations. There presently do
not appear to be very many places where these people can seek
relief. These are agencies set up in the Government to take care of
the matter, but usually if there are small companies involved, they
cannot get suitable relief.

Senator DOLE. You do not feel any reason for the Federal Trade
Commission to get into the act?

Mr. KAYE. That is correct.
Mr. PLAIA. I want to add something to that. It would be my

feeling that the Commission possesses special expertise that prob-
ably no other agency has. It has been dealing -vith international
trade, and the types of complaints which are going to come in under
this statute are grounded in the special expertise that the Coninis-
sion possesses. The Tariff Commission is probably the best place.

Senator DOLE. Is section 337 used frequently with respect to un-
fair trade practices involving imports?

Mr. PLAIA. It has not been in the past. It is being used more
frequently now. There is presently pending an unfair practice com-
plaint of a nonpatent nature; it is an unlawful resale price main-
tenance complaint. There was a complaint several years ago regard-
ing tractor parts where the Commission did make findings which
involved a group boycott.-

We feel that if it is made more practical and feasible for people
to come into the Commission, that there would be a larger number
of complaints filed.

Senator DOLE. You think it can be a more effective tool than it
has been?

Mr. PLATA. Yes, actually, it would give some of the smaller do-
mestic firms who deal with very large foreign manufacturers a
place to go administratively, rather than very burdensome, ex-
pensive litigation in the courts.

Senator DOLE. Mr. Kaye, do you have anything to add to that or
any other comments?

Mr. KAYE. The only other comment I was going to make was
that, while the antitrust section of the Department of Justice and
the Federal Trade Commission presently do have jurisdiction over
certain kinds of antitrust violations, we are concerned here about
magnitude. It must be a very large-scale violation before these twD
agencies would become involved. We believe the Tariff Commission
in the 337 area may be a very fine place for smaller people to seek
relief.

Senator DOLE. Senator Curtis, do you have any questions?
Senator CumRIs. No questions.
Senator DoLE. Thank you, gentlemen.
[The prepared statement of Messrs. Kaye and Plaia follows. Hear-

ing continues on p. 2013.]

30-229 0 - 74 - IS
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PRAPs D STATEILEMT BY HARVEY IKAY AN D PAUL PLAIA, 3m.

This statement is limited to chapter IV, section 841 of the proposed legisla.
tion and supports passage with certain proposed changes.

P1'NSONAL

Harvey Kaye, whose office address is 1920 L Street, N.W., Washington, D.C.;
20036, is an attorney and is registered to practice before the U.S. Patent
Office. His statement is submitted on his own behalf. This statement is not
made on behalf or at the request of any person or organization. However, the
law firm of Spencer & Kaye, in which he is a partner, has a number of foreign
and domeItle-ellents who, It is believed, may benefit from the changes proposed
herein, although this statement is not being made at the request of any client
of the firm.

Paul Plaia, Jr., whose office address Is 11141 Georgia Avenue, Silver Spring,
Maryland, 20902, is a partner in the law firm of Plala & Leath and is sub-
mitting this on his own behalf. It is not made on behalf or at the-request of
any person or organization. He was formerly with the General Counsel's Office,
U.S. Tariff Commission, Washington, D.C.

The opinions expressed herein are those of these writers and not necessarily
those of the Tariff Commission or any individual Commissioner.

We have particular interest in this section of the proposed bill because we
have written an article concerning present Section 337, "The tariff Commis-
sion and Patents: Anatomy of a 337 Action ;" Journal of the Patent Office
Socet, Vol. 55, June and July, 1973, pp. 346-362 and pp. 41-435, which ap-
peared in two parts In the June and July, 1973, issues of the Journal of the
Patent Office Hootety.

SUMMARY

I. Comments concerning H.R. 10710 Section 341.
A. Agreement with removal of presidential involvement in determinations

and orders under the section.
It will be valuable in saving precious presidential time and effort and In

shortening the time required for final determinations so the parties will know
more quickly whether or not an exclusion order will issue.

B. Rights of appeal from Tariff Commission findings.
The amendments assure the viability of an appeal to the C.C.P.A., which,

under present law, Is questionable and all parties, rather than Just the im-
porter, have a right to appeal. Furthermore, the appeal can be of factual
questions as well as questions of law. Present 837 appeals are limited to
questions of law.

C. Defenses.
(1) Typical Defenses.. List of frequently used defenses under present Sec-

tion 387 proceedings.
(2) The legal defenses of invalidity of the patent.
(a) Apparent change In C.C.P.A. attitude on this Issue.
(b) Tribunals possessing original and/or exclusive Jurisdiction act inde-

pendently.
(c) As to a Section 387 proceeding, -validity is a factual matter.
(d) Patent validity and public policy in the post Lear era (1909).
(3) Equitable defenses.
(a) These should be specifically provided for.
(b) Suggestion to include "equitable" defenses.
(c) The courts use equitable principles when considering patents.
D. Retention of the injury standard.
E. The standard to be met to qualify for issuance of a temporary order of

exclusion is more severe.
II. Suggestions for changes in the proposed amendments to Section 887.
A. All unfair methods of competition and unfair acts including patent

violations should be handled In the same manner.
B. Recommending flexibility in use of the exclusion remedy by the Tariff

Commission.
C. Effective date and pending cases.
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D. Possible collateral estoppel in Federal District Courts as result of C.C.P.A.
decisions.

K. Clarification as to whether 28 U.S.C. 1498 prevents Tariff Commission
action when the U.S. Government or its contractor is an importer.

TEXT OU STATEMENT

I. Oomment concernng H.R. 10710, Chapter IV, Section 841 (Amendments to
Heotion 887 of the Tariff Act of 1980)

A. REMOVAL OF PBESIDNTIUL INVOLVEMENT
We believe that the provisions of the proposed amendments to Section 337

of the Tariff Act of 1930, which would authorize the Tariff Commission to
issue exclusion orders rather than merely recommend their issuance to the
President, are sound and appropriate. This change should expedite the granting
of relief to complaining parties and remove the long period of uncertainty of
responding parties by eliminating that period of time presently required for
presidential review and action on Commission findings and recommendations,
ie., whether or not to issue an exclusion order after the Tariff Commission has
so recommended. It would also relieve the White House of the burden of review
and action on matters which, in our opinion, should not require presidential
action. The Commission has substantially bolstered its legal staff in recent
years and currently possesses the necessary expertise to fully handle Section
337 complaints.

It appears that one of the motivating factors for having the President Jn-
volved under Section 337 was to assure that in administering the statute, due
consideration would be taken of the overall trade picture of the U.S., both
domestic and international, in order to permit the President to use a Section
37 proceeding as one of the means by which he could shape and influence trade.
However, over the years, the types of investigations conducted under Section
337 have not been of such overall national or international importance to
necessitate presidential consideration. Rather, such proceedings have usually
been of more limited importance and, in most cases, have failed to involve
dollar amounts large enough to have major impacts on U.S. trade. Frequently,
use of Section 337 complaints has been made by domestic industries where
smaller firms are operating and/or the level of imports is not of sufficient
magnitude to alone have any significant impact on U.S. trade. Therefore, the
necessity for consuming valuable presidential time and effort does not appear
to be appropriate.

B. M oHTS OF APPEAL
We welcome the provisions which provide to all parties the opportunity to

appeal to the Court of Customs and Patent Appeals (C.C.P.A.) from final
orders of the Commission. We believe that this is urgently needed, since, under
current Section 837, only the importer has a right to appeal. Moreover, at the
moment, even the importer's right of appeal Is questionable. This Is due to the
fact that a Section 337 proceeding is probably not a "case or controversy"
under Article III of the Constitution. Since a constitutional court is limited
in its judicial power to "cases or controversies," the C.C.P.A. probably could
not properly review a Section 837 proceeding. That the C.C.P.A. is a consti-
tutional court is clear from Glidden v. Zdanok, 870 U.S. 530 (1962), in which
the Supreme Court held the C.C.P.A. to be a constitutional court. Congress has
also confirmed its belief that the C.C.P.A. is a constitutional court by passage
of 28 U.S.C. 211 (August 25, 1958, Publ. L. 85-755, Section 1, 72 Stat. 848).
In the Glidden decision, the Supreme Court stated, "The jurisdictional (statute)
in issue, Section 837 of the Tariff Act of 1930.. . appear(s) to subject the
decisions called for from (the court) to an extra-judicial revisory authority
incompatible with the limitations upon judicial power this Court has drawn
from Article III." (Glidden, supra, at 582)

However, the right to C.C.P.A. review changes when, as under the proposed
amendments, the Commission makes its findings and itself issues orders. Such a
procedure should be considered a "case or controversy" within Article III of
the Constitution, since the Commission's involvement would no longer be



advisory but would be legally binding. Thus, the changes which vest authority
in the Commission to issue final orders also clarify the right to an appeal.

Whereas appeals under present Section 887 are only permitted as to ques-
tions of law, the proposed amendments would presumably allow for appeals
as well as factual determinations of the Commission.

C. DEFENSES
1. Typical Defenses

We believe administrative fairness requires that parties have an opportunity
to present legal defenses before the Commission. In the past, there have been
serious questions as to whether certain defenses could be considered by the
Commission. Typical defenses to a present Tariff Commission Section 337 com-
plaint are (1) lack of importation; (2) lack of Injury or tendency to Injure;
(4) lack of efficient and economic operation of the domestic industry; (5)
patent judicially held invalid; (6) Invalidity of the patent; (7) non-Infringe-
ment of the patent; (8) misuse of the patent; and (9) fraud on the Patent
Office. Defenses (6), (8) and (9) have created the greatest difficulty In terms
of respondents' complaints that these proceedings are unfair.'
S. The legal defense of invaliditV of the patent

(a) Apparent change in O.C.P.A. attitude. We believe It inconsistent to pro-
vide the Commission with authority to consider questions of patent Infringe-
ment but to prohibit it from considering quefitions of patent validity. The
Tariff Commission, In our opinion, already has authority under present Section
37 to consider validity, earlier cases of the Court of Customs and Patent Ap-
peals to the contrary notwithstanding.

If the Tariff Commission considered it necessary .to examine the validity of
a patent in a particular case in the course of its statutory Jurisdiction under
Section 387, then It should proceed accordingly. The Tariff Commission is not
precluded from making a finding on the issue of validity merely because validity
is currently the province of courts of general jurisdiction In patent Infringe-
ment actions. Although 28 U.S.C. 1838 provides that the federal district courts'
original Jurisdiction over Infringement (and validity) actions "shall be ex-
clusive of the courts of the states," the state courts clearly may pass on the
validity of a patent If It is necessary to do so in the course of deciding a case
over which they do have jurisdiction.' A Tariff Commission report of finding
on validity should have no more influence in a federal district court on this
issue than presently a state court's opinion on validity would have on a federal
district court.8 The Court of Customs and Patent Appeals itself, in Knocker'
bool er v. Faultiens, supra, was aware of its prior decision In Frtscher d Co.
v. Bakelite Corp., 17 COPA 494, 89 F.2d 247 (1930) (having cited it in a foot-
note), in which It held that the Tariff Commission and that Court could not
pass upon tho validity of patent.'

(b) Tribunals possessing original and/or exclusive jurisdiction act inde-
pendently. Federal agencies appear to realize when they are bound by decisions
of other agencies and when they are not, as do the courts. In Bacardi d Co. Ltd.
v. Ron Castllo S.A., 178 U.S.P.Q. 242 (1973), the Patent Office Trademark Trial
and Appeal Board heard arguments concerning the likelihood of confusion as
decided by the Bureau of Customs. This board was told by the opposer
(Bacardi) that this Customs decision was binding on the Trademark Trial and
Appeal Board because it was in privity with the Bureau of Customs. The board
stated:

'Journal of the Patent Office 8ooety, Vol. 6, July 1978 p. 418-485.
'See Kn terbocker Toy 7o. v. Paultless Starch do., 46f F.2d 601, 175 U.B.P.Q. 417,

(C.C.P.A. 1972). These two sentences with but minor hanges are taken directly from
thts" decision of the C.C.P.A. substituting "Tariff Conmluon" for the Patent Office
Trademark Trial and Appeal Board, "infringement (and validity)" for "copyright", and
"patent" for "cop rl ht

'See Pratt v. Ga s O., 168 U.S. 265 (1897) for authority that a state court may
pass on the validity of a patent. However for an apparently contra view see Flavor
Corp. v. Kemn Industriee, 868 P.Supp. 1114, 177 U.S.P.Q. 658 (S.D. Iowa 1978) p. 662,
paragraph (3).

4On thto point see Commenteria The Defense of Patent Invalidity In Tariff Commission
Patent Action, Charles L. Ohols, h5 Journal of the Patent Office Eloclety, 791, December
1978.
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It is quite clear that the responsibility for determining registerability
of trademarks is conferred by the Trademark Act of 1946 upon the United
States Patent Office solely and exclusively. Moreover, a ruling by the Bureau
of Customs usually consists of an ex parte administrative determination reached
without resort to a hearing or trial on the merits. Thus, a decision by said
Bureau that one mark copies and simulates another is entitled to little or no
weight on the issue of likelihood of confusion, and furthermore is not binding
upon either the Trademark Trial and Appeal Board in particular or the Patent
Office in general. (citing cases)."

(c) As to a Section 337 proceeding, patent validity is a factual matter. In a
Section 337 proceding, the question of validity is a factual matter and the
President would presumably desire to have the opinion of the Tariff Com-
mission on this issue. In Becher v. Contour Laboratories, Inc., 279 U.S. 388,
390 (1929), a state court action for breach of trust was brought concerning a
patent. The particular holding there appears to have been that the state court
could impose a constructive trust because the breach of trust arose before the
granting of the patent. However, Justice Holmes pointed out that even if that
lawsuit had-the effect of finding Becher's patent void, that is not the effect of
the judgment. "Establishing a fact and giving a specific effect to it by judgment
are quite distinct", Becher v. Contoure, supra, at 391. As recently stated by
Judge Gurfein in In. re Lefkowitz, 179 U.S.P.Q. 282 at 284 (S.D.N.Y. 1973

"The Becher case sets its approval on a determination by the State Court of
patent validity so long as it does not purpnrt to act upon it in rem."

In Lefkowitz, another case, American Well Works v. Layne, 241 U.S. 257
(1916), was quoted:

"A suit arises under the law that creates the cause of action. The fact that
the Justification may involve validity and infringement of a patent is no more
material to the question under what law the suit is brought than it would be
in an action of contract."

The Lefkowitz case stated
"And the Supreme Court in more recent days has giveju the coup de grace

to the notion that a State Court may never pass on the validity of a patent.
See Lear, Inc. v. Adkins, 295 U.S. 653, (162 U.S.P.Q. 1) (1969). The Court,
in reversing on other grounds a decision of the Supreme Court of California
stated: 'In this context, we believe that Lear must be required to address its
arguments attacking the validity of the underlying patent to the California
courts in the first instance.'" (emphasis added).

(d) Patent validity and public policy in the post Lear era (1969). Of course,
since 1969 and the Lear case, there is more impetus than ever before for the
Commission to be considering the validity of patents. In Lear, the Supreme
Court stated that there is a "strong federal policy favoring free competition
in ideas which do not merit patent protection" and that "federal law requires
that all ideas in general circulation be dedicated to the common good unless
they are protected by a valid patent," and further that there is an "important
public interest in permitting full and free competition in the use of ideas which
are in reality a part of the public domain." Lear makes it clear that the
validity of a patent is not conclusively determined by the fact that a patent
has been issued.
3. Equitable Defenswes

(a) These should .be specifically provided for. The present amendments
provide that legal defenses are available. This is particularly helpful in
clarifying that the legal defenses of patent invalidity can be raised before
the Tariff Commission.

However, this still leaves the question of misuse and fraud, both of which
are equitable defenses. Misuse of a patent has been held to render it unen-
forceable.' Misuse may be capable of being purged, but until purging takes
place, the patents involved would undoubtedly be held to be unenforceable.
Furthermore, fraud on the Patent Office has been held to be against public
policy so that a patent obtained on this basis has been held not to be enforce-
able.9 In the latter instance, presumably no purging is possible.

&Morton Balt v. Supp(ger 314 U.S. 488; Mercold Corp. v. Mid-Oontinent Irveetment,
320 U.S. 661. (1944) (60 U..P.Q. 21). .-

* Walker Process, Ino. v. Food Machdner; (o., 382 U.S. 172, (1965) (147 U.S.P.Q. 404).



2008

(b) Suggestion to Include "equitable" defenses. We believe that if it is
intended that the Tariff Commission also consider such equitable defenses, the
word "equitable" should be added to the statute.

The question of fraud arises, e.g., when the patent applicant conceals a
particular prior art reference, of which he is aware, from the Patent Office. The

---- question is frequently asked, "If this prior art reference was so good as to
invalidate the patent claims, why even bother discussing fraud on the Patent
Office 4d the uienforceabillty of claims, since they are already invalid?"
However, this ignores the substantive issue that a prior art reference may only
invalidate certain of the claims of a patent. The fraud committed may so
taint the patent that the other and otherwise presumably valid claims become
unenforceable. They would not be held to be Invalid since there is no statutory
authority for doing so. Therefore, under their equity jurisdiction, the federal
courts have held patents unenforceable on this basis.

(c) The courts use equitable principles when considering patents. The
Supreme Court has made it clear that because-of the strong public policy
and interest involved in patents, equitable principles may prevent enforcement
of 'a patent when the patent has been acquired or used in derogation of public
policy. For example, in Merood Corp. v. Mid-Coninent Investment, 820 U.S.
661, (1944) (60 U.S.P.Q. 21), the Court stated:-- "Courts of equity may, and frequently do, go much farther both to five
and withhold relief in furtherance of the public interest than they are accus-
tomed to go when only private Interests are involved.' (citation) 'Where an
important public interest would be prejudiced,' the reasons for denying injunc-
tive relief 'may be compelling.' (citations) That is the principle which has led
this Court in the past to withhold aid from a patentee in suits for either
direct or Indirect infringement where the patent was being misused. Morton
Sa t Go. v. G. S. Suppiger Co. 814 U.S. 488 (52 U.S.P.Q. 80)."

In Morton Salt Co. v. 0. 8. Suppfger (Jo., 814 U.S 488,. the Court stated:
"Equity may rightly withhold its assistance from such a use of the patent

by declining to entertain a suit for infringement, and should do so at least
until it Is made to appear that the Improper practice has been abandoned
and that the consequences of the misuse of the patent have been dissipated,
CfL B. B. ClAemical Co. v. Ellis, (52 U.S.P.Q. 88), decided this day."

"It is the adverse effect upon the public Interest of a successful Infringe-
ment suit in conjunction with the patentee's course of conduct which dis-
qualifies him to maintain the suit, regardless of whether the particular de-
fendant has suffered from the misuse of the patent."

In Preosion Nt. Mfg. Co. v. Automotive Maintenance Mach. Co., 324 US.
806, (65 U.S.P.Q. 188), the Supreme Court said:

"if an equity court properly uses the maximum to withhold its assistance
in such a case it not only prevents a wrongdoer from enjoying the fruits of
his transgression but averts an injury to the public."

"At the same time, a patent is an exception to the general rule against_
monopolies and to the right to access to a free and open market. The far-
reaching social and economic consequences of a patent, therefore, give the
public a paramount interest in seeing that patent monopolies spring from
backgrounds free from fraud or other Inequitable conduct and that such
monopolies are kept within their legitimate scope. The facts of this case must

* accordingly be measured by both public and private standards of equity.
And when such measurements are made, it becomes clear that the District

.Conrtlaactlon In dismissing the complaints and counterclaims 'for want of
equity' was more than Justified." --

In Walker Proces#, Ie. v. Food Machinery Co., 382 U.S. 172 (147 U.S.P.Q.
404), the Court said:

"we have recognized that an Injured party may attack the misuse of patent
rights. See, i.e., Mercoid Co. v. MWd-Oontinent Investment Co., 320 U.S. 661
(60 U.S.P.Q. 21) (1944). To permit recovery of treble damages for-the fraudu-
lent procurement of the patent coupled with violations of Section 2 (of the

'See the next section for precedents.
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Sherman Act) accords with these long-recognized procedures. It would also
promote the purposes so well expressed in Precision Instruments, supra, at 816
(65 U.S.P.Q. at 138)."

D. Retention of the injury standard. We believe that retention of the injury
standard as provided in present Section 337 is both necessary and appropriate.
Section 387 provides relief for extraordinary situations and patent infringe-
ment of itself would not be such a situation since infringement can be remedied
in the federal courts. However, by continuing with the present injury require-
ment, the section remains within the traditional limits of the tariff concepts
rather than under patent concepts.

The federal district courts provide adequate and suitable remedies for
patent infringement. On the other hand, the multiplicity of actions necessary
to prosecute an enforcement program against a foreign manufacturer who
continually changes importers with whom he deals may create a real need for
a tariff type Section 837 action. Further, economic injury to the domestic
industry almost always accompanies the foregoing situation. Retention of the

-- present injury standard would thus properly continue to protect the domestic
industry.

KL The standard to be met to qualify for issuance of a temporary order of
exclusion is more severe than the standard for a permanent order of exclusion.

Fairness favors the strengthening of the requirements for the issuance of
a temporary order of exclusion. The provisions of the amendments bring the
temporary exclusion order criteria more Into line with the requirements for
the obtaining of a preliminary injunction in the federal courts. Under the
present statute, the Commission need only find a prima facie violation and
immediate and substantial injury in the absence of an exclusion order. Such
criteria were- again stated in the Commission's latest report, Convertible lame
Tables (837-34 T.C. Pub 652, March 1974). Under the proposed amendments,
the Commissian would have to base its decision upon the evidence which is in
its possession and upon its belief that there is a violation of the statute. In
present Section 337, the President does not have to base his decision to issue
a temporary exclusion order upon evidence in his possession. He may forbid
entry if he has reason to believe that the imported article may violate the
section, but does not have sufficient information to satisfy him. The Commission
has interpreted the language of the section as only requiring a prima facoe
showing to Justify the recommendation of a temporary exclusion order.

II. Supggestions for changes in the proposed amendments to Section 337

A. ALL UNFAIR METHODS OF COMPETITION AND UNFAIR AOTS, INCLUDING PATENT
VIOLATIONS, SHOULD BE HANDLED IN THIE SAME MANNER

There does not appear to be a reasonable basis for treating non-patent
complaints before the Tariff Commission in a different manner than patent
related complaints. In fact, it would seem more reasonable to treat all unfair
trade practice in the same manner as has been the practice of the Commis-
sion in the past. Since Commission actions regarding patent complaints under
the Proposed Amendments would fall within the Administrative Procedure
Act, (Sub-chapter II, Chapter 5, Title 5, of the United States Code) a full
hearing on a record with notice and other procedural safeguards would be
required. Parties involved in complaints of non-patent unfair practices, would
presumably be treated more equitably If the proceedings were based upon a
full hearing on a record. While a full hearing on a record is presently pro-
vldd by the Tariff Commission after its full investigation, during the pre-
liminary inquiry this is not the case. The current procedure has severe
consequences inasmuch as upon termination of its preliminary inquiry, the
Tariff Commission can recommend to the President that a temporary exclusion
order issue and thus this can be effected without a full hearing on a record.

In many recent -ases, such as Dual.In-Line Reed Relays (Preliminary In-
quiry No. 837-1-81), the complaint has contained allegations of patent infringe-
ment as well as unfair acts other than patent infringement. Under the cur-
rently pending bill, complaints with mixed allegations would either have to
be split into two investigations relating to the same parties and the same
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goods, or be handled under one investigation with different rights in the
parties and different procedures being used according to the type of unfair
practice under consideration. This would unnecessarily complicate the pro-
ceedings. Findings in connection with one type of allegation would be helpful
in connection with the otger types under investigation so it would seem to
be more meaningful to handle them together. A myriad of questions arise con-
cerning proper procedures and handling of such cases and tMe Commission
will have many and varied problems in administering actions upon such
cases

Certainly the Commission possesses equal competence to determine the
existence of non-patent unfair practices as it does to determine the existence
of unfair patent practices. Apparently the draftsmen of the present legislation
also believe this to be the case since, even under the current bill, the Com-
mission would make findings, upon patent and non-patent complaints: except
that in one case they would be advisory to the President and in the other
case they would be legally binding. It is not clear why in the one situation
the Commission would be given authority to issue exclusion orders directly
and in-the other situation it would not be given such authority. In the past,
the Commission has investigated non-patent unfair practices in several cases
as early as the Mantla Rope case in 1922. In the Tractor Parts case, Investi-
gation No. 337-22 T.O. Pub. No. 443, Dec. 1971, the Commission investigated
an alleged group boycott. And in the Watch-Part. case, Investigation No.
387-19 T.J. Pub. No. 177, June 1966, the Commission investigated an alleged
combination and conspiracy to restrain and monopolize trade and commerce.
In a presently pending case, Oertain Blectronic Audio and Related Equipment,
37-L-3, which is currently in the preliminary inquiry stage, the Commission

is investigating allegations of unlawful resale price maintenance concerning
certain imported products.

The inclusion of non-patent unfair trade practice complaints within the
same provisions of law and under the same procedures as those proposed for
patent based complaints would make the filing of complaints more practical
to those suffering under abusive practices in import trade. This occurs because
elimination of Presidential Involvement in the proceedings will make relief
much more readily available in appropriate cases, by eliminating delays. Presi-
dential review under the present statute has sometimes caused long delays
in final action being taken, such as in the Plastic Sheets case, Investigation No.
337-29, T.C. Pub. 444, December 1971, where the Commission made its findings
and recommendations on December 21, 1971, and upon which Presidential
action was taken-on January 26, 1978. With the ever increasing participation
of imported goods in the domestic market, the proposed procedures would
provide an economically feasible means by which many smaller domestic firm
will be able to seek relief from unfair practices arising out of the importation
and sale of goods. Consider, for e-ample, that patent and antitrust litigation
in the federal courts are among the more expensive types of litigation coming
to these courts. The expense factor renders such litigation out of the reach
of smaller firms, even though they may be severly injured. A- firm is hardly-'
helped by treble damages and the award of attorneys' fees at the end of an
action which it cannot afford to institute and prosecute. However, It appears
that the proceedings in the Tariff Commission could take place more promptly
and would be less expensive than patent and antitrust litigation in the courts.
Therefore, we believe it to be beneficial to facilitate the filing of complaints
at the Commission in both patent and non-patent matters. This Is particularly
true in the case of goods emanating from large foreign manufacturers and
entering the country in large numbers, and being entered by a largebnumber
of Importers in different areas of the country. In such instances, the domestic
firm is in the position of having to pursue relief against a large number of
parties in many different jurisdictions throughout the country. The multiplicity
of actions necessary for meaningful relief is again beyond the economic re-
sources of many smaller domestic firms which are suffering under the effects
of non-patent unfair import trade practices. Furthermore, in many cases where
a foreign manufacturer is involved in the unfair import practice, obtaining
federal court Jurisdiction over the manufacturer Is difficult, if not Impossible.
In this type of proceeding, however, one can obtain effective action against
the foreign manufacturer by obtaining action over its goods, since this is an
in rem action.



B. RECOMMENDING FLEXIBILITY IN USE OF THE EXCLUSION REMEDY BY THE TARIFF
COMMISSION

Under the proposed amendments, the Commission would be given the au-
thority to exclude articles from entry into the United States. Total exclusion
is an extremely powerful and inflexible remedy_ In some instances it may be
extremely useful for the Commission to have a remedy available which is
not so inflexible. Concern has been expressed in the past as to this lack of
flexibility as, for example, was noted by Commissioner Sutton in his opinion
in the Tractor Part# case as follows:

"Inasmuch as a violation of Section 337 does not continue to exist in this
case, the public interest will not be served by the exclusion of Berco tractor
parts from -entry into the United States. A different situation might exist
if Section 337 provided, as a remedy, the issuance against the conspirators
of an order to cease and desist from their illegal acts. Such an order would
allow business to continue, while also enjoining the continuation or resump-
tion of the unfair methods or acts; Section 337, however, provides only for
an ftn rem action against the imported goods (i.e., exclusion from entry),
and such action, if taken, would have the effect of terminating trade in the
tractor parts in question." (T.C. Pub. 443, December 1971, at page 9)

The exclusion remedy is necessary, both because in many cases it is appro-
priate and also because it is needed in order to make effective less severe
remedies which the Commission may wish to enforce under the statute. The
Commission in many cases may wish to issue a letter or order providing a
stipulated time period within which a party may attempt to show cause why
an exclusion order should not issue. In cases where violating parties show
that they have purged themselves of the unfair practices, the Commission will
have assured the termination of the unfair trade practices without eliminating
competitors from the domestic market. This type of remedial flexibility by
the Commission is particularly suitable in investigations concerning non-patent
unfair trade practice complaints, since in these types of cases many of the
parties entering goods involved in the Investigation may not be Involved in
the unfair practices. In these circumstances, the-Commission would want to
issue an exclusion order which is focused only on the goods being entered
by those parties found to be violating the statute.

In the Commission's most recent report under Section 337, a temporary
exclusion order was recommended in Cotvertible Game Tables, Investigation
No. 337-84, T.O. Pub. 652, March 1974. Here the recommended exclusion order
provided for entry into the country of ". . . . table top(s) either table top
(if imported separately) is for use other than the combination purposes
covered by said patent and the importer so certifies." The use of such cer-
tifications or assurances regarding post entry involvement of imported goods
In future Commission exclusion orders would be even more suitable for non-
patent cases. Using this more flexible approach to exclusion orders, the Com-
mission could allow entry of goods by non-violating parties based upon their
certification that the goods which they enter will not be involved in the
unfair acts found to exist during the Commission's investigation. Should a
party fail to honor its assurances, the Commission could alter the exclusion
order so that further entries by the violating party will be prohibited, not-
withstanding certifications or assurances. Furthermore, the Customs Service of
the Department of the Treasury would be administering the exclusion- orders
and, should certifications or assurances given by importers be found to be
false, there are procedures available to the Customs Service for suitable sanc-
tions.

0. EFFECTIVE DATE AND PENDING CASES

There are presently approximately 22 unfair trade practice cases pending
at the Commission. These cases are in different stages of investigation by the
Commission. The proposed amendments to Section 387 provide for substantial
changes in the rights of the parties, that is, concerning notices, hearings, ap-
peals and the like. Thus, the currently pending cases pose a problem for which
the proposed amendments make no provision. Under Title 5, Chapter 5, sub-
chapter II, of the United States Code (Administrative Procedures Act), the
provisions of which would apply to complaints filed after the effective date of
the proposed amendments, the Commission's procedures concerning agency
rules, records, adjudications, review, -vidence and the like would be signif-
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cantly different from present procedure.' The Commission should handle all
cases which are pending prior to the effective date of the proposed amendments
under the procedures which were in effect at the time that the complaint was
filed so that if a complaint is filed prior to the effective date of the pro-
posed amendments, it would be handled under old procedures'

In order to allow the Commltion to make an orderly transition into the
handling of cae under the proposed amendments the statute should take
into account the time required for the promulgation of new rules and regu-
lations and the formulation of revised internal policies and procedures. Thus,
the proposed statute should specifically state that all cases filed after a
specific future date would be handled according to the procedures set forth
in the amended statute.

P. MO SIBlE 0LATERAL ESTOPPE IIN MWDEAL DIST3iOr oOU3t AS RESULT 07
O.OJP.A. D1ECSIONS

If the same issue involved in a Tariff Commission Section 887 action under the
proposed amendments and which Is appealed to the C.C.P.A. subsequently
is involved in federal district court litigation, the prior C.C.P.A. decision may
be considered to be binding on the parties (assuming the same parties are
involved) or to act as collateral estoppel as to such Issue (again assuming
the same parties or those in privity with them are involved).'

In Libbey*Owegsa v. Shatterproof, supra, the court said that while previous
cases held O.C.P.A. decisions to be administrative and not judicial, 28 U.S.C.
1M enacted in 1948, states that C.C.P.A. decisions may be reviewed by the
Supreme Court, since in 1958 Congress considered the C.O.P.A. to be an Article
IIIcourt when it passed 28 U.S.C. 211. The Court further stated that in 1988,
"the Supreme Court has ruled that the Postum case no longer as any vitality
and that the decision of the C.C.P.A. is judicial in character. (citation omit-
tedY. The Supreme Court also ruled that the decision of the O.O.P.A. 'is final
and binding in the usual sense.' Brenner v. Manson, supra." The LMbby-Owepw
court then stated that 'issues and questions of fact which were actually liti-
gated and determined bY the C.C.P.A. are conclusive in this action :" That
action was one for trademark infringement.

In another action also for trademark infringement (Plavor Corp. v. Kemrtn,
eupro) the court discussed certain additional prior cases and then came to
the same decision as the Libby-Owens court above, and for the same reasons,
but pointing out that since a different cause of action was involved the matter
would be one of collateral estoppel rather than ree judicata.

For a consideration of the possible application of collateral estoppel In de-
termining infringement see Mat fnt v. Amer. TeL supra. The O.0.P.A. was not
involved there. This case apparently is a basis for collateral estoppel on the
issue of infringement as Blonder-Tongue v. Illinois, 402 U.S. 13 (1971) Is the
bad for collateral estoppel on the issue of validity.

If this collateral estoppel or res Judicata is not intended then we believe
the amendments to Section 337 should contain language comparable to the
following:

"To the extent the federal district courts have original Jurisdiction over any
subject matter involved herein, decisions of the G.C.P.A. shall not be held to be
res Judicata or collateral estoppel."

L. Clarification as to whether 28 U.S.C. 1496 prevents Tariff Commission
action when the United States Government or its contractor Is an importer.

In a recent Commission investigation, Meprobamate, T.C. Publication No.
889 (1971), the question of the application of exclusion orders to government
importations has arisen. During the Meprobamate case, it was the position
of the Justice Department that Commission exclusion orders would not apply
to government importations. The basis for this position Is apparently that
28 U.S.0. 1498 is the exclusive remedy against the government.

On the other hand, there is a reasonable basis for the position that exclusion
orders would apply to government imports notwithstanding Section 1498,

'or a detailed discussion of present Tarig Commisio proedqres, see a_ 804 ,
Paten O SIo Sooiet, Vol. 55, June and July, 1918L.PP. 8 6 .462s dp. 8 .'I./biv* e~ n.7 I- eee Qe. v. hAtteproo,u. Ue, 7r . 85s DDsn. z 1
U.S,. q. 80 (I.D, Micb. 1970): c. Meotii v. Suerko*s rer4,ht e nd a eg0epl 0.4
177 u.SP.. 169 (6. WC12) ?Ivr op 0 u 'la. Keoto l8oe trfs. 1
F. PP. 1114. 17 U S.P.Q. 6 Is.%.Iowa 1 7).1 dereel d. vI us loroi Pip Not (70. 22 8. 698 (1927); John Moref d
(7o. v. Dout., 1T a 2d isi, 8 U.S.P.Q. 565 (rth zhr. 198.
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This position is consistent with the language of Section 887 which states that
violation of the Section "... shall be dealt with, in addition to any other
provisions of law, .. .

In these circumstances, It is our suggestion that language be added to the
Section to clarify whether the Commission exclusion orders would apply to
government imports.

Senator DoLE. Our final witness is Mr. Whitney.

STATEMENT OF SCOTT C. WHITNEY, ESQ., BECIHOEFFER, SNAPP,
SHARLITT, & TRIPPE

Mr. WHITNEY. Thank you, Mr. Chairman.
I am Scott C. Whitney, professor of law at the college of William

and Mary and a partner in the law firm of Bechhoeffer, Snapp,
Sharlitt, Lyman & Whitney. Mine is a personal statement about my
concern with the impact of environmental costs that are involved
in certain of these world trade situations.

I would like to focus attention on four factors rather than go into
the detailed statement, which speaks for itself. The first is that
Congress is faced in this particular legislative problem with a com-
plex of unprecedented economic forces that have not heretofore
existed when Congress considered trade legislation in the past.

Some of these factors are very self-evident, others are not. They
are new factors, and the synergistic effects of the new factors upon
the bread-and-butter factors we are accustomed to considering
creates a unique situation that I think should influence this commit-
tee's and the Congress' approach to some of the basic questions in-
volved in the legislation.

We all know about the spiraling inflationary costs that are on a
scale never experienced in this country before, at least in this
century. In the past, we have lived with the fact that our labor
costs have been higher than in any other country, but in the late
sixties with the marked decline of worker productivity, the thing
that saved the situation, nanTely, our earlier labor productivity, has
diminished substantially. Today, we have the lowest worker pro-
ductivity of any major industrial nation in the world.

We all know about the continued slippage in the balance of trade
payment& The one recent exception in 1973 where we had the
positive balance of payments was probably nonrecurring and caused
by-these abnormal agricultural sales that we all know about.

We are all aware of the continuing budget deficits and are aware
of the $800 billion budget. And we are all aware, although they
are very complex, of the impacts of-these factors on the relative
exchange value of our currency. We have been rather dramatically
made aware of the fact that we are going to have a major depend-
ence on foreign oil for the foreseeable future. Even the most op-
timistic assumptions expressed in the Project Independence study
indicate that at least through 1985 we are going to have a sub
stantial dependence on foreign oil. And, curioimly a forecast from
the same agency, the Atomic Energy Commission, whose Chairman
is the author of this Project Independence study, forecasts that
U.S. oil needs can create as large as $25 billion a year drag on our
economy to get this oil, despite the cost optimistic assumptions about
bringing on nuclear power and these other energy modes.
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The most difficult and perhaps the most important additional
factor is going to be the additional environmental costs. There
have been a series of studies which I discussed in some detail in
my statement, that were made in a primitive kind of way to
quantify what those cost factors will be. But, yet, they are un-
quantified, nd there are ongoing studies that this Congress has
mandated in which successive studies will be published which may
shed more light.

Senator Cuirs. May I ask a question right there?
Do you think environmental costs are costs that will be in-

curred primarily b- the United States, by producers in the United
States and pro ably not incurred by our competitors?

Is that correct
Mr. WHITn EY. To a great extent, that is true, Senator Curtis.

What the study that the Congress mandated in section 6 of the
water quality legislation undertakes to find out is just how far these
foreign countries will go. It is making an indepth study of their
regulations and attempting to quantify what those regulations would
translate into the terms of cost and final market prices. As I indi-
cated, that study is in a very primitive state at the moment. We
hope that as they get more refned data we can find out about it.
But the preliminary best studies that we have now indicate that,
although we cannot quantify it, the handicap to American industry
is going to be very substantial, that it is going to have a major
implication on our ability to compete in foreign markets and to
protect ourselves against foreign competition in our domestic
markets.

Now, with that background, I have moved to very specific legis-
lative problems, the first of which relates to this burden of proof
in obtaining import relief for an industry: As you know, under
the present statute,'the "maj6ir cause" test exists, and there are some
complex showings that must be made to get import relief. Under
H.R. 10710, the "major cause" test would be abandoned and a dual
standard set up, a substantial cause test for industry to get import
relief and a lesser standard for individual firms and labor to obtain
adjustment assistance.

It is my view that we have reached the stage, because of this
combination of economic factors, where it is doubtful that the
American taxpayer can continue to pick up the very large tab for
adjustment assistance. Adjustment assistance is really putting wall-
paper over a crack that indicates a major structural defect in the

budding. And if adjustment assistance is, in fact, going to be madein certain specific cases where it is unavoidable, then the burden

for import relief for whole industries and the burden of proof for
getting adjustment assistance should be identical.

After all, whole industries, individual firms, and labor are insep- -

arable parts of a production complex insofar as foreign compe-
tition is concerned.

Senator Cuirr s. As it stands now, which one of the three has
the greater burden of proof I

Mr. WHITNEY. Whole industries do.
Senator Curms. That is in the bill as it is now?



Mr. WHITNEY. That is correct, yes, sir. And to the extent that
adjustment assistance and import relief becomes necessary, I can
see no reason to have a differing standard. As a matter of fact, if
you solve the problem on an industry basis, you probably will not
get to the problem of adjustment assistance. If you have adequate
inechanisms to give import relief to whole industries where that
becomes necessary, you do not even get to the problem of individual
firms and labor assistance.

That brings me to the second legislative problem, and that is
purely a mechanism of decisionmaking. At the present time and
under H.R. 10710, the President, upon a finding by the U.S. Tariff
Commission that injury would result, so-called "affirmative findings"
by the Commission, the President must grant some kind of adjust-
ment assistance. But as to industries, the statute would provide that
he may provide import relief, and if he does, then there is a- hier-
archy of priorities of the kind of import relief to be accorded.

Senator Curns. By import relief, you mean something that
would shut off the flow of imports, or reduce it?

Mr. WHITNiEY. The four kinds that are built into the statute are
enumerated here. They are: duty increases, tariff rate quotas, quan-
titative restrictions, and orderly marketing agreements, in that order
of priority. There is a kind of congressional veto mechanism avail-
able as to the latter two.

Now, the factor that I am focusing on is, upon these affirmative
findings by the Tariff Commission, after careful adjudicatory and
expert proceedings, when they make these findings and they go to
the President, the President must come to grips with the adjustment
assistance as to labor-and individual firms. But under H.R. 10710
he. "may" give import relief to whole industries, it is completely
the order of priority of these four forms of relief that I just
enumerated.

This creates a situation that is almost unique in Government.
There are only two places, in the entire Federal establishment where
you have an independent agency with an expertise to whom this
Congress has delegated the power of decisionmaking in this very
highly specialized area that goes through an adjudicatory proceed-
ing and reaches a conclusion, and then the President has the right
to either veto it through inaction or depart from the action that was
recommended by this expert independent agency. The other ex-
ample apart from the IT.S1. Tariff Commission is the Civil Aero-
nautics Board as to international air routes.

This has been much criticized by not only the industry but by
students of decisionmaking in the Feeral Government as being an
improper combination of legislative-executive-judicial relationships.
When this expert body has on a record and in an evidentiary pro-
ceeding reached a conclusion, it simply does not make sense to
have that whole proceeding subject to a discretionary whim of the
President. That is not to be critical of any specific President.

In the case of the aviation example, the Senate in 1957 passed a
bill to try to change that, It never got enacted in the House. It is
not focusing on any given President. It is simply that a President
with his personal staff is simply not in the position to second-guess
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an expert agency effectively. There are legitimate concerns of the
executive branch and this legislation, as my proposed amendment
would indicate, should take into account a leitimate interest of
the executive, namely, foreign policy considerations and national
security,

The situation that I would advocate is that upon affirmative find-
ings by the U.S. Tariff Commission, the President must accord
import relief, as he must accord adjustment assistance under the
statute upon the same kind of affirmative finding as it relates to
individual firms or labor, unless he shows to the Congress that
specific supervening foreign policy or national security considera-
tions indicate that another course is warranted.

That brings me to the final recommendation, and that is, this
morning before you arrived, Senator Curtis, Mr. Goodman spoke
at great length on behalf of the retailers, and he made a point that
is generally valid but to which I would like to point out an im-
portant exception. -

His point was that poor people and low-income people in this
country need to have access to $3 dresses and $4 shirts and things
of this sort that are made in Taiwan and places like that, and it is
an improper use of American productivity to even try to compete
there, that we should be manufacturing and doing other things
that we can do better and compete effectively. ,

That is pretty good as a general proposition, but we have learned
to our cost that there are certain key strate ic industries and cer-
tain key strategic resources, such as oil, which are so important to
the security and welfare of this country that we cannot abdicate
in those areas to lower cost foreign competitors. Typically_ those
industries meet three kinds of criteria which are strategi &ll-y sig-
nificant, such as steel, various specialty steel manufacturers, elec-
tronics and others, which are heavily impacted by pricing problems
vis-a-vis imports in our domestic markets and the lower price com-
petition in the world markets; and third, which are particularly
vulnerable to these environmental costs, the pollution abatement
expenses; that these industries should-be given special attention
and special protection in the form of strategic sector reciprocal

-trade negotiations, in which many of these nontrade barriers, suchas these unq~ual environmental costs, are taken into consideration,
because we have leached the stage where we can on longer afford
to have whole sectors fail or move abroad, and become dependent

C on whole sectors of strategic activities on foreign sources.
That concludes -my statement, which I hope will be included in

the record.Senator C s [presiding]. Inasmuch as the dependence on for-
eign sources, have our environmental laws been responsible, at least
in part, for the decision of large oil companies to build refineries
abroad rather than in the Unitd States? -

Mr. WHrrzEY. I think there is very little doubt that that is the
cas As you know, Senator, I serve on the Coastal Zone Advisory
Committee which is concerned among other things with siting refin-
eries in coastal zone areas. And for at least the last 15 years, there
has been no siting of such reftieries that encompasses the, whole
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hydrocarbon chain, that is, an economically viable refinery in any of
those areas, The ones that have been done had to be done abroad if
they were going to be done at all. Although there are measures
under consideration that may ameliorate that, this still remains a
very troublesome problem.

Senator Cuwsm. Do you subscribe to or take the position that we
ought to develop all the energy sources we can in this country?

Mr. WHITNEY. I do.
Senator CURTs. Including oil shale and coal gasification and in-

creased search for petroleum?
Mr. WHrrmEY. Ido, indeed. And in each of those, implicit in

each of those, because of either existing or pending environmental
regulatory programs, it will cost this country per Btu more to
bring it on than any other country on the planet, and it derives
specifically from environmental regulations.

I am not saying I am against these regulations. I think they are
necessary to a point, but I think that the amount of penalty that
we are imposing on ourselves, or the amount of additional cost
burden is, perhaps, the best way to put it, must at the earliest
possible moment be quantified so that we know what numbers we
are dealing with when we get into these negotiations with foreih
competitors. To the extent that we are willing to pay a higher price
to have a clean environment, we should make sure that we are not
handicapping ourselves, particularly our strategic key industries
and endangering their survival and having an increasing dependence
on offshore capability in these key areas, the dangers of which we
have recently seen in the dependence on Mideast oil.

Senator Cu =s. I would like to say to you, Mr. Whitney, and
to others who have testified here, that your statement and tlhe an-
swers to questions put to you will not only be in our record, but our
practice is to have the staff analyze all of it, then digest the resum6s
and the outlines of other material that are placed before members
when they take up those particular points in executive session. So
we thank you very much for your contribution.

Mr. WHITNEY. Thank you, Air.
Senator CUuris.- The hearings will be recessed until 10 o'clock

tomorrow morning.
[The prepared statement of Mr. Whitney follows:]

PWZA STATEMENT OF PROFESSOR ScoTr C. WITNEY

GUMMASY

New economic fore-s affecting both the U.S. economy and International trade
conditions necessitate new approaches to U.S. trade policy. These forces
include:

(1) Beginning in the latter years of the 1960's the combined effects of
declining productivity and increasing inflation have created an unprecedented
vulnerability to foreign competition in many U.S, manufacturing sectors.

(2) The cost of environmental reform and pollution abatement has further
adversely 'affected the ability of mapy significant-sectors of U.S. industry to
price its products competitively in world markets.

(8) -Since the mid-190's, due in part to declining productivity, infation
and environmental costs, the United States has consistently experienced trade
deficits and with the exception of 1978 (an atypical year) the United States
has consistently incurred significant balance of payments deficits, all of which
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have adversely impacted the value of the U.S. dollar. These trends cannot be
allowed to continue indefinitely.

These economic forces make it imperative that Trade Reform legislation
contain more effective procedures for import relief (including reforms of our
trade policy decision-making) and new and more flexible reciprocal trade nego-
tations with regard to key trade sectors. Specifically, Title II of H.R. 10710
should be amended as follows:

(1) Whenever the U.S. Tariff Commission, after investigation and hearing,
concludes that an import would produce serious injury or a threat thereof,
the President should be oblfged to grant import relief for an industry unless
the President can demonstrate to Congress that specific supervening national
security and/or foreign relations considerations override the need for grant
of import relief.

(2) Congress should impose the same standard for grant by the U.S. Tariff
Commission of relief to both labor, firms and industry. U.S. industry and labor
are, for purposes of protection against foreign competition, a team with iden-
tical interests and accordingly the same standard should be applied both as
to granting adjustment assistance to labor and firms and import relief to
Industry.

(8) Congress should structure in Title I, authority to enter into reciprocal
agreements on a sector basis (i.e. Individual industrial or product categories)
in such a fashion that the impact of environmental cost increments and pos-
sible other cost variables can be taken into account in tariff levels or trading
conditions.

These recommendations, which are explained more fully in the complete text
of statement which follows, have as their objective the creation of a more
flexible -and Immediately responsive decision-making apparatus capable of
assuring liberal and healthy trade, but also capable of coping with the new
economic forces which seriously threaten important sectors of U.S. industry
and the overall trade position of the United States.

STATEMENT

My name is Scott C. Whitney. I am Professor of Law at the Marshall-Wythe
School of Law, College of William and Mary which is located in Williams-
burg, Virginia. I am also engaged in the private practice of law in Washington,
D.C. I am partner in the law firm of Bechhoefer, Snapp, Sharlitt, Lyman and
Whitney with offices at 1747 Pennsylvania Avenue, N.W., Washington, D.C.My special interest in the law is in the environmental field with particular
reference to the problems of Federal administrative decision-making that arise
from the large and increasing volume of environmental statutes and the
corresponding body of judicial decisions interpreting, applying and enforce-
ing such laws. As this statement emphasizes, one of the critical impacts of the
environmental reform as mandated by Congress and the Courts Is economic.
The staggering cost to industry (and for that matter to Government) to comply
with the already extensive and expanding body of environmental laws and
regulations has seriously impacted our national economy and is particularly
critical to those industries that depend on trade in foreign markets or experi-
ence substantial competition from imports.

This statement will be devoted primarily to recommending Federal decision-
making structures and statutory standards that will be calculated to cope most
effectively with important new economic forces, especially environmental costs,
as they impact this nation's world trade position. My statement is In the
nature of a pro bono pubUco activity and Is motivated by my personal concern
not 0nlf about the evident recent decline In the U.S. position in world trade
but also the serious impact on specific vulnerable sectors of our industry;
and the likelihood of further deterioration unless effective and imaginative
innovations are enacted to provide import relief and flexible trade negotiation
authority.

NCONOMIO DACKGROUND

I do not Intend to undertake an extensive economic analysis of trends in
U.S. trade results as the underlying data are well-known and easily accessible
to this Committee and the Congress. Rather I will focus on certain key factors
which indicate that Congress today, when it considers what provisions should
be enacted to produce an adequate Trade Reform Bill, faces a complex of new
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economic forces unlike those that confronted the Congress when it last under-
took to enact comprehensive trade legislation, the Trade Expansion Act of
1962. These factors necessitate major reconsideration both of past techniques
in- determining and applying trade policy and the provisions of H.R. 10710
as enacted by the House of Representatives in 1973.

First it must be emphasized that U.S. imports of merchandise have increased
exponentially in the past decade-from $18.7 billion in 1964 to $69.1 billion
in 1973, or nearly a fourfold increase. During the same period, with the ex-
ception of 1969, federal deficits have been both substantial and continuing.

TABLE I.-Federal budget deficit
Billions of dollar&

196 -----------------------------------------1,596
1966 ---------------------------------------------------- 3,796
1967 ---------------------------------------------------- 8,702
1968 --------------------------------------------------- 25,161
1969 ---------------------- -------------------- +26
1970 ---------------------------------------------------- Z 845
1971 ----------------------------- ---------------- 2033
1972 --------------------------------------------------- 23,227
1978 --------------------------------------------------- 14, 801
1974 estimate --------------------------------------------- 4, 660
1975 estimate --------------------------------------------- 9,445

Source: U.S. Office of Management and Budget.
Similarly, beginning in 1966 the United-States has incurred annual deficits in

both trade and balance of payments except in 1973 when a modest positive bal-
ance of payments was achieved primarily by virtue of extraordinarily high and
probably non-recurring sales of agricultural products.

This decade also was a period of severe, in fact unprecedented overheating in
the U.S. economy which greatly intensified upward pressures on domestic prices
and wages. The following chart demonstrates the significantly higher increase in
unit labor cost in manufacturing incurred by the United States compared to
that of the nine leading industrial trading partners:

30-239 0 - 74 - 19
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CIART l-Un I Labor Cost In Manufacturing United States ad Nine IAdaMtrl
ds. dour 196049
(U. dollar baass

PIDX: 1965=100

19W- 1962 1964 -1966 1968 1970

NOTE: Data for trading partners weighted according to U.S. imports from each country
In 1966. Data for Europe pertain to Selsum. France, Germany, Italy Netherlands, Sweden,
Sltwland (wage earners only), and the United Kindom.
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Source: U.S. International Economic Policy in an Interdependent World,Iltrt
11, page 589.

Moreover, U.S. productivity has declined perceptibly:

TABLE II.-AVERAGE PERCENT CHANGE IN OUTPUT PER MAN-HOUR FOR MANUFACTURING EMPLOYEES

Country 196065 1965-69 1969-70

United States .................................................... 4.3 2.1 1.0
Belgium ......................................................... 5.4 8. 6 111.7
Canada.. ............................................. 3.7 4.1 3.0
France ........................ ....................... 4.8 7.0 9.0
Germany ......................................................... 6.0 5.7 4.0
Itab ............................................................. 7.1 3.7 '1.2
Japan .......................................................... 8. 2 15.1 13.0
Netherlands ........................................... 6.4 8.4 12.0
Sweden .......................................................... 5.9 8. 2 6.0
United Kingdom .................................................. 3.4 4.0 3.0
Switzerland ...................................................... 3.1 7.2 5.0

1 Not available for 1969-70 (1968-69 data used instead).

Source: U.S. Department of Labor, Bureau of Labor Statistics.

The repercussions of these events have been significant. Although American
wages have, in recent decades at least, always been -higher than those of other
countries, until quite recently this factor has been offset by the higher pro-
ductivity of the American worker. This is demonstrated as recently as the
1960-64 period during which the United States still exported more than it
imported.

The combined effect of increases in domestic prices (a phenomenon that re-
quires no documentation), increased U.S. wages and declining U.S. worker
productivity, lend even greater impetus to the present trend towards greater
imports. The consequences of prolonged trade and balance of payments deficits
on the value of U.S. currency has been adverse. The impact of these conditions
on comparative exchange rates relative to the U.S. dollar and the decline in
the effective rate of exchange of the U.S. dollar have been severed. These data
are shown in Figure 15 of the publication entitled Staff Data and-Materials
on U.S. Trade and Balance of Payments, February 26, 1974, and will not be
repeated herein.

This unprecedented combination of adverse economic events was aggravated
by still further new economic forces. One of the most Important both in the
short and the long term is environmental costs. Despite early recognition that
the economic impact of pollution control required serious consideration, it is
fair to say that no accurate assessment of the total extent of these costs and
their impact on the national economy has as yet been made. The first note-
worthy effort to quantify these costs on anything resembling an overall national
basis was "The-, conomic Impact ofPollution Control," a summary of eleven
microeconomic studies prepared by private economic consultant firms for the
Council on Environmental Quality, the Department of Commerce and the
_Evironmental Protection Agency and published as a Joint-agency study in
March oF 1972. The eleven studies, each focusing on a different specific indus,--
try, undertook to assess the cost of then prevailing air and water pollution
abatement requirements. In addition, this work contained a macroeconomic
study of the impact of air and water pollution control on the general economy
and trade and balance of payments. At the threshold this study suffered from
the fact that It undertook to quantify only costs arising from air and water
pollution control and made no effort to assess costs arising from other environ-
mental legislation and regulations. Moreover, events subsequent to publication
of the Study have made it clear that the 1972 forecasts as to air and water
related costs were substantially understated. Tle enactment of the Water
Pollution Control Act of 1972 and the extensive promulgation of air and water
quality regulations. subsequent to March 1972 have already and will continue
to produce control costs many times greater than originally forecast, More-
over, extensive environmental regulation has been enacted in a wide variety
of other fields.

While various agencies such as Health, Education and Weifare, EPA and
the Council on Environmental Quality have published from time to time so-
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called categorical estimates (e.g. The Cost of Clean Air, Second-Report of
HEW, 1970, and EPA's 1972 Water Pollution Control Cost Study), these were
largely meaningless at the time they were published and are clearly obsolete
today.

It was likewise early recognized that environmental costs wil have sub-
stantial impact on our international trade and investment relations. The studies
submitted to the Commission on International Trade and Investment Policy
(CITIP) contains an analysis entitled "International Economic Implications
of Environmental Control and Pollution Abatement Programs" (CITIP Study,
Part I. page 777 et seq.). This study was published in July of 1971 and recog-
nized that if the U.S. imposes strict anti-pollution measures on U.S. industry
eithe by direct regulation or by a taxing scheme, U.S. export and import-
competing industries will be placed at a further competitive disadvantage in
both world and domestic markets. It was squarely recognized that our trade
balance and level of national income would thereby be adversely affected
unless countervailing or compensatory measures were adopted. One result of
a policy of strict environmental regulations would I* to encourage the over-
flow of investment funds to foreign production sites with the likelihood that
balance of payments deficits would be worsened and domestic growth rates
and employment adversely affected. Another obvious result would be a signifi-
cant decline in the U.S. share of numerous world markets. We would thus
aggravate an already pronounced trend of pricing ourselves out of important
world markets and make our domestic markets more vulnerable to competition
by imports.

The CITIP Study emphasizes that production pollution is only part of the
problem. Consumption pollution and so-called transnational pollution will pose
significant additional problems. The magnitude of this problem remains largely
unquantified. The CITIP Study forthrightly acknowledged that "there has
not yet been any systematic and comprehensive research in estimating these
factors. We are not in a position to give reasonable numerical values to the
trade and investment consequences, and we strongly urge support for research
into this important _question." (CITIP Study, Part I, page 785). The study
recommended that the Committee on Environment, an organ of the Organiza-
tion for Economic Cooperation and Development be the structure employed to
devise an international ag cement under which the industrial nations would
adopt "pollution gontrormeasures which incorporate costs in price" by which
it is apparently meant that nations would agree to quantify environmental costs
and seek to trace through to final commodity price that increment representing-
environmental cost. As we all know, virtually nothing has been done to imple-
ment this recommendation.

Even assuming the feasibility of such an agreement, the study acknowledges
that specific U.S. export and import-competing industries might nonetheless
be seriously affected, in which event the Study concludes that adjustment
assistance similar to that provided by the 1962 Trade Expansion Act would
be the best available remedy.

Subsequently Congress in -Section 6 of the Federal Water Pollution Control
Act of 1972 mandated an extensive study by the Department of Commerce
to determine among other things:

(1)\ The short and long term effect of pollution abatement programs on pro-
duction costs and market prices of domestic manufacturers on an industry
by- basis;

(2) A corresponding analysis with respect to foreign industrial nations:
(8) The advantage a foreign nation will derive If it fails to require its

manufacturers to implement comparable programs or somehow reimburses or
subsidizes such programs;

(4) Ways to equalize any such advantage that a foreign competitor may
derive by failing to require pollution control comparable-to that of the United
States.

The first report of the Secretary of Commerce prepared under this mandate
has now been published. Although the report contains important forward steps
in the difficult matter of ascertaining the extent and impact of environmental
costs, it falls far short of reaching even tentative conclusions. One bright
spot in the Report is'its recognition that, "to identify the costs involved, con-
sideration must be given to the combined impact of aU types of pollution
control requirements 6n firms, and on their suppliers. While the direct cost
impact of any particular pollution control requirement might be modest, the
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combined Impact of all types of pollution controls and the effect of such con-
trols on all suppliers, not just for the end-product Industry, could be sub-
stantial."

Another refreshing aspect of this Report is its frank acknowledgement that
environment requirements "will have significant economic consequences."

It is not my purpose in this statement to undertake to quantify the economic
impact of environmental costs. It is an abstruse and voluminous task that will
tax the resources of the Federal Government and those private industries
that have undertaken aspects of the problem. The point that I want to em-
phasize to this Committee is that It has now become unmistakably clear that
this economic impact is and will be far greater than initially supposed and
that most of our foreign competitors are not now incurring any remotely com-
parable incremental cost burden on their products as that Imposed on American
manufacturers.

Another aspect of the environmental cost problem is that to the extent
environmental restrictions have curtailed American oil and gas production
and refinement, we have become correspondingly more dependent on foreign
sources. The recent escalation in oil prices is well known to this Committee
and I doubt if there is any responsible observer who -doubts that high oil
prices are here to stay. Under the most optimistic forecast, the Project Inde-
pendence Study, it is conceded that we will be dependent on foreign oil until
at least 1985. Most authorities are less optimistic, and a fair concensus of
forecasts would-be continued dependence on foreign oil for the remainder
of this century. The relevance of this economic fact of life is that our tradi-
tional import position will be further weighed down by a fixed requirement
upon which our economy depends that could run- as high as $25 billion per
year.

Thus, Congress is faced with a series of unprecedented economic forces
affecting this nation's world trade position:
. 1. Spiralling inflationary costs on a scale never heretofore experienced in

this country in this century;
2. Significantly declining worker productivity;
8. Continued slippage in balance of trade payments;
4. Serious continuing budget deficits;
5. Major-tmpacts on the relative exchange value of our currency;
6. A massive fixed import requirement of oil to assure our power-based

economy;
7. As yet uncalculated, but concededly major environmental costs which

promise to price American products further out of the market.
This is-not the prelude to a generalized protectionist harangue. The world

is an increasingly Interdependent community and liberal trading is not only
a key to peaceful world relations but overall the United States will benefit
from the liberal trade 'approach. *

However, we urgently need to re-examine certain assumptions upon which
past trade legislation was based. One such assumption is that the U.S. tax-
payer should or can be expected to pick up the tab for adjustment assistance
made necessary by economic harm resulting from imports. The number of ap-
provals of adjustment assistance-has increased significantly since 1969 and the
more lenient criteria proposed in H.R. 10710 suggests a further increase, par-
ticularly in view of the increasing burden imposed by environmental control
costs on American industry. One question stands out as requiring sober con-
sideration--in view of our $80 billion budget, the long record of budget
deficits, the deteriorating balance of trade and payments, the decline in worker
productivity, the unabated inflationary spiral, the array of new impacts and
demands on our economy arising from environmental and energy factors-
Isn't It now time for the U.S. to adopt more effective import relief measures and
responsive decision-making techniques. Can we afford to permit further weak-
ening of key industries such as steel, specialty steels, electronics and others,
at a time when we have hopefully learned a dramatic and ominous lesson of
what can befall a major industrial nation if it becomes dependent on foreign
supplies of critical commodities.

5PU0O171 LMOISTATIVE RECOMMKNDATION5

I. Burden of Proof to Obtain Import Relief tor an Induatry
Under existing law as construed by -the U.S. Tariff Commission, there are

four prerequisites for an affirmative finding with respect to an industry on
the basis of which the President "may proclaim such increase in, or imposition
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of, any duty or other import restriction on the article causing or threatening
to cause serious injury to such industry as he - determines to be necessary
to prevent or remedy serious injury to such industry" (19 U.S.C. 51981 (a) (1)
1970) These prerequisites are:

(1) Imports of a like or competitive article produced by the domestic indus-
try must be increasing;

(2) The increased imports must be in major part the result of trade agree-
ment concessions;

(8) The domestic industry producing the liki or competitive article must be
suffering serious injury; and

(4) The increased imports must be the major factor in causing or threaten-
ing to cause serious injury. '(See Nonrubbe' Footwear, Tariff Commission
Publication No. 859, at 6, Jan. 1971)

In addition to import relief for an industry, the 1962 Act created two new
remedies--firmsr and groups of workers were authorized to petition for ad-
justment assistance. To qualify for such individual relief, petitioners must
meet the same four prerequisites. (19 U.S.C. :11901(e)(1)-(8), 1970). At the
outset, little relief was obtained under these provisions. During the first seven
years under the 19M2 Act, no relief was granted to anyone. In 1969 two de-
cisions were handed down by the Tariff Commission granting workers' petitions
for adjustment assistance (Buttweld Pipe, Tariff Commission Publication No.
297; Transmission Towers and Parts, Tariff Commission Publication No. 298).
Thereafter, as of April 1972 relief was granted to 89 workers' petitions and
11 firm petitions. Relief to an Industry has been rare.

Under the Trade Reform Act as passed by the House no causal link to
trade concessions is required and the criteria as to the extent to which Imports
must have contributed to the injury to an industry, firms or woeter have
been relaxed. Under this bill there would be two different criteria:

(1) For industry, a Tariff Commission finding is required that increased
imports were a ubstanfal- cause of serious Injury, a phrase deemed to mean
a cause that is not less than any other cause;

(2) For workers, the Secretary of Labor must find that a significant num-
be i or proportion of workeM have become totally or partially separated, that
sales or production have decreased and that increased imports ontributed to
the decline in sales or production and to the separation of workers. As to
individual firms, the Secretary of Commerce must make the same findings as
those that relate to worker injury.

It Is respectfully submitted that there is no adequate justification for this
distinction. The distinction between an industry, individual firms comprising
an industry, and workers employed by firms comprising the industry is artificial
and injurious in the context of economic reality. All are partners in a common
enterprise and have an identity of interest vis-a-vis the impact of foreign
competition. All are parts of a domestic production complex that cannot be
rationally severed for purposes bf eligibility for import-relief. The distinction
is probably a hangover from the present system in which t.-cape clause action
under GATT was approached with fear and trembling lest retaliation be In-
curred. As I will note later in this statement, if effective reciprocal negotiations
are carried out at least with respect to key trade sectors uniquely affected
by environmental and other special costs, many situations otherwise requiring
import relief would be forestalled.

Furthermore, grant of adjustment assistance to workers and firms is not a
remedy for injury resulting from undue incursions of imports on a domestic
production complex and does not contribute to strengthen the competitive
position of the production -omplex-Adjustment assistance tends to be like
trying to cover a crack caused by- a basic structural defect with wallpaper.
As the earlier part of this statement demonstrates, we can no longer afford
the luxury of looking to the American taxpayer. to compensate those injuredb incursions of- imports that an effective trade policy should and can preclude.

however, Congress believes that adjustment assistance should be available,
then, Oongress should authorize industry to petition for Import relief and
require no more onerous showing than that required of firis and workers
to obtain adjustment assistance. This proposition Is supported both by common
sense and fair play. Moreover,, It must be noted that use of an equal standard
which would facilitate Industry's 'ability to obtain import relief, would sub-
stantially reduce the need for firms and workers to seek adjustment assistance.,.



225

II. The Preseient's Disoretion after a Tariff OomtM feon Affirmative Finding
Upon receiving an affirmative finding by the Tariff Commission, the President

must consider the extent to which adjustment assistance has been or could
be made available. As to import relief, the President would still retain discre-
tion as to whether to accord any relief. If the President decides to grant Import
relief then he must do so in the following order of preference-tariff increase,
tariff-rate quotas, quotas, and orderly market agreements, the latter two
remedies being subject to a Congressional veto procedure. It is respectfully
submitted that vesting discretion in the President to withhold import relief
after a Tariff Commission decision is unsound and anomalous. There are only
two situations in-our entire governmental establishment in which the President
can circumvent the "of record" findings and decision of ,an independent ad-
ministrative agency. One such situation-btaina under the existing trade law
and would be perpetuated in only slightly modified form by H.R. 10710. The
other is the power of the President under Section 801 of the Federal Aviation
Act to abrogate a decision of the Civil Aeronautics Board, arrived at after
conducting adJudicatory hearings, awarding territorial, overseas and foreign
air carrier permits and effectively to substitute his decision for that of the
agency. In both instances judicial review is precluded.

The Senate has severely criticized the vesting of the power to overrule
adjudicatory, independent agency action,

"The practical result of this total shifting of authority has been to subject
the President directly to all the burdens and pressures of air commerce regu-
lation. Thus, he Is called upon in every section 801 case to pass final judgment
on the fitness, willingneMand ability of air carriers to perform the service
in question-these being the fundamental statutory criteria for the issuance
of any certificate. In the great majority of instances, including those covered
by section 801. the decision called for must be based entirely on economic or
technical considerations having no practical bearing whatsoever on national
defense policy or the conduct of foreign relations.... Matters of an economic
or regulatory nature which the Board, acting under the aegis of the Congress,
is alone competent to decide and for which' it alone is adequately staffed and
ordered have somehow unwittingly become delegated to the Executive." (Senate
Commerce Committee, Improvement of-Procedures for the Development ot
Foreign Air Commerce, S. Rep. No. 119, 85th Cong., 1st Seas. 2 (1957)).

Senate bill 1428 in the 85th Congress, would have amended section 801, inter
alia, "by restricting the President's power to overrule CAB certification actions
to foreign air transportation cases involving national defense or foreign policy"
and by requiring the President "to submit to Congress a report of any instance
in which he overrules a Board order as contrary to the interests of defense or
foreign policy." (S. 1428 passed the Senate (104 Cong. Rec. 5137 (1957)) but
was not acted upon by the House).

To empower the President to ignore and in effect veto a considered agency
decision that import relief is required violates basic principles of sound govern -
ment decision-making. Moreover, such an apparatus endangers the credibility
of government. Presidential use of Section 801 powers in aviation cases has
occasioned widespread accusations of improprieties. (See Markham, Two Pro-
posals for Amendment of the Federal Aviation Act of 1958, 35 J. Air L. & Com.
591, 1969; Section 801 of the Federal Aviation Act-The President and the
Award of International Air Routes to Domestic Carriers: A Propos.al for
Change, 45 N.Y.U. L. Rev. 517, 1970; Whitney-, Integrity of Agency Jidicial-
Process Under the Federal Aviation Act: The Special Problem Posed by
International Airline Route Awards, 14 William & Mary L.R.-787, 1978).

Presidential discretion to award import relief was recently criticized on the
basis that "the White House treated the matter 'as a political football'." (81
American Metal Market, No. 63, April 1, 1974 p. 27).

I want to emphasize that I am not being critical of any specific President.
These problems of credibility and integrity of decision-making process arise
from an unsound executive-legislative-administrative relationship and have oc-
curred in prior Presidential administrations and will predictably continue in
future administrations unless rectified by Congress.

Accordingly, I recommend that instead of the language "the President may"
in Section 202 and 203, the i111 should provide "the President shall, unless spe-
cific superyvening national security and/or vital foreign relations considerations
override the need for grant of import relief." Such an amendment would place
a duty to grant import relief to industry once the Tariff Commission has made
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its statutory findings, but would leave adequate discretion to the President to
protect national security and vital foreign relations values.
III. Neptftti of Rvoiprooa5 Agreemontm gv ,rn4tg #trategc sectore or indu -

trW ootegorie*
Industries which:

(1) are etrategioaUy atgnifloant--such as st~l, the various specialty steels,
electronics and others-

(2) and which are heavily impacted by pricing problems vls-a-vis imports in
domestic markets and lower priced competition in world markets-and which

(8) are further burdened by increments of cost arising from either environ-
mental reform requirements or the higher cost of energy that results in part
from environmental considerations--pose critical but difficult problems.

Congress has three basic options in dealing with this problem:
The first is to break out of the traditional modes of thinking In terms of

tariffs, non-tariff barriers, quotas and the like where key industries are especially
susceptible to adverse impacts arising from such non-tariff distortions as those
raised by environmental and energy factors. In such situations in depth "sector"
or "industrial category" negotiations should be conducted. This option is espe-
cially promising because a high percent of the foreign competitors in these
critical sectors involve government owned, operated or subsidized establish-
ments. Indeed, in such situations only government to government in depth sector
negotiations offer promise of success.

A second option Is mandatory import relief as heretofore discussed, where-
under an Industry upon-atffrmative findings by the Tariff Commission, must
get some form of import relief unless the President can satisfy Congress that
overriding national security or foreign policy factors would suffer.

A final option would be either to adhere to the status quo or adopt the
limited changes afforded by H.R. 10710. For all of the foregoing reasons it
seems compellingly necessary to adopt both option one and-two, the latter being
necessary in order to provide import relief during situations when negotiated
special sector trade relations are not yet in force.

I want to express my-appreciation to the Committee for this opportunity to be
heard.

[Whereupon, at 11:50 a.m., the committee was recessed to recon-
vene at 10 a.m., Tuesday, April 9.]



TRADE REFORM ACT OF 1973

TUESDAY, APRIL 9, 1974

U.S. SENATE,
CoMMirrE ON FINANCE,

Wa8hingt&n, D.C.
The committee met, pursuant to recess, at 10:10 a.m., in room

2221, Dirksen Senate Office Building, Senator Vance Hartke pre-
siding.

Present: Senators Hartke and Dole.
Senator HAUr.. The committee will come to order to continue

the hearings on the Trade Reform Act of 1973. The first witness
we have is the distinguished Senator from Maine, the Honorable
William D. Hathaway.

STATEMENT OF HON. WILLIAM D. HATHAWAY, A U.S. SENATOR
FROM THE STATE bF MAINE

Senator HATAWAY. Thank you very much, Mr. Chairman.
I certainly appreciate the opportunity to testify before the com-

mittee this morning in regard to the future of this country's foreign
trade.

I speak as one familiar with the benefits of expanded trade to our
national economy, but also as one all too well acquainted with the
local dislocation such expansion can cause.

The State of Maine has been particularly hard hit by the flood of
imported shoes and textiles which has swept over us in recent years.
I have seen thriving towns reduced to a state of despair. I have
seen long lines of the jobless with local unemployment rates in
excess of 20 percent. And, worst of all, I have seen our children
leave the State in ever increasing numbers_

The people of Maine are a proud and an independent lot. They
do not like to ask for outside help. But, in recent years their cir-
cumstances have been radically reduced by the events and decisions
occurring far from their borders and-even further from their
control.

It is on behalf of these people and others like them in every
section of the country that I speak to you this morning.

I am in favor of the expansion of international trade. I know that
it is in the long-term interests of the country and of all our citizens
But, in pursuing this policy, we must not lose sight of the fact
that some obligation is owed to those who are inadvertently hurt in
this process.

I do not mean we should protect noncompetitive or inefficient in-
dustries. Someone is always ready to hide behind 'tariffs or quotas
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and reap the benefits of diminished competition. But we should
provide a realistic and effective method whereby communities de-
pendent upon industries suddenly rendered noncompetitive by a
change in trade policy can be helped to adjust their local economies
to the new conditions.

It is in this regard that I have two specific suggestions which I
would like to urge upon the committee. One is the retention of some
limited quota protection, to give these communities sufficient time
to adjust. And the second is a program of assistance for. the adjust-
ment which is broader than that heretofore considered. I shall
submit legislative language embodying these proposals at the end
of my remarks, but would like to briefly outline them for you now.

I should mention' that I first made these proposals last spring,
and in fact introduced the language into the Congressional Rec-
ord in a form consistent with the trade bill as it was originally
introduced.

First, I feel that some import relief should be made mandatory
after an affirmative finding by the Tariff Commission that imports
have threatened or been a substantial cause of serious injury to an
industry.

The bill presently makes such relief discretionary and leaves the
matter entirely in the President's hands. Experience has taught us
that the Tariff Commission is no pushover in these matters. If they
make a determination that "substantial cause" and "serious m]ury'
exist, the Congress should be willing to state that in such a situa-
tion relief is in order.

II Congress is to regain powers lost to the Executive, we must
stop passing laws which dodge the tough decisions and merely dele-
gate our policy making responsibilities.

I would urge that quantity restrictions are the most effective
form of relief and should be preferred over other available alterna-
itves. Because they should be designed to provide time for adjust-.
ment, and -not permanent crutches for the industry involved, the'
duration of such restrictions should be strictly limited to 6 years.
Furtherance, the terms of the restrictions should phase out as this
period progresses.

Finally, in this regard, I would suggest that the individual quotas
be related to a more rational basis than the simple counting of
imports from a given country in an arbitrarily chosen year..

C My proposal would start with an average of imports between
1965 and 1969, but allow the quota to rise or fall as the average
manufacturing wage in the country in question-that is, the country
that is sending the goods into this country-has risen or fallen
relative to wages in this country.

In this way, as a country's standard of living improves and any
competitive advantage. based upon the exploitation of its workers
diminishes, its-quota, would automatically rise proportionately, -

This seems to, me to make the quota more defensible as an instru-
ment of policy, and less likely to provide protection to fundamentally
noncompetitive industries.

My second suggestion involves an expansion of the adjustment
assistance concept to include aid to the communities whose econ-
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omies are severely damaged by imports. As presently structured,
adjustment assistance means aid to workers and to firms adversely
affected by imports.
-This is fine as far as it goes, and is probably of considerable help

in some areas. But in a small town, such aid provides little in the:
way of realistic heip in actually "adjusting."

The problem is that in a smaller community whose local economy
is dependent on one ortwo firms, damage to either or both of these
firms leaves nothing for the local people to adjust to.

Prolonged unemployment compensation, while helpful, does noth-
ing permanent about the problem. Maine shoe workers refer to such
assistance as "burial money." They know it marks an end and not
a beginning of anything. Even manpower training is of little use
if there are no jobs at the end of the course.

And assistance to the firms will not help if they are, because of
extraneous circumstances, basically unable to compete in the new
conditions.

One answer, of course, is for the workers involved to recognize
their plight and move to an area where jobs are more plentiful. But
this is not always so easy. There are several factors involved with
the shoe industry in particular and the style of life in small towns

-which makes it unusually difficult for workers to move.
In the first place, almost two-thirds of the labor force in the shoe

industry are women who, even in this age of liberation, are less
mobile than men.

Secondly, the average age in this industry is significantly older
than that in manufacturing generally and age clearly has an affect
on mobility. I

Finally, there is the intangible element of connection to-a par-
ticular place which is still very strong in our smaller cities and
towns. So moving is, not always a simple answer--and many of our
people have chosen to stay, even if it means real- hardship.

What, then, is the answer? Well, if I had a magic formula for
stimulating the economic development of. a town or region, Maine
would long ago have bettered its lot. All I can offer is a suggestion
arising out of my own first-hand experience with all manner of
economic, development efforts, a suggestion based on the idea that
development can only come through a fusion of technical assistance
and the involvement of local people.

What I propose is really quite simple: That specialized economic
development assistance be made available directly to communities
or groups of communities which are unusually deendent on an
industry seriously hurt by imports-.
-As I mentioned before, the fortunes of a particular firm have little
impact in a large metropolitan area-adjustment in this case prob-
ably: means simply fading another job in a new section of the met
ropolitan area.

The traditional forms of assistance may well. be-enough. But in a
town or small city, the demise of a single firm can cripple the
entire local economy.

My proposal would allow a %ommunity or-groups of communities
comprising a single labor area to be certified for assistance if



280

the Secretary of Commerce found that a significant proportion of
the local manufacturing work force had been separatid from their
jobs and that the separation was caused by an increase in imports.

Once such certification is made, the Secretary would send a task
force to the area to meet with local officials and citizens to ac-
quqint them with the forms of assistance available and to help them
establish a local council to run a realistic and aggressive economic
development program.

Once the council, which would be made up of representatives of
all communities involved, is established, the Secretary is authorized
to rovide funds to the council to help defray the cost of a small

I think that this provision is critical because the local people, who
are fully involved in their ovn businesses, rarely have time for the
tedious and time-consuming job of following up on contracts and
pulling together the details of a successful economic development
project.

After the council and the full-time staff is in place, then they can
develop a plan for their area and apply for-grants andloans for
public improvements conducive to attracting new industry.

The Secretary would also be authorized to provide whatever tech-
nical assistance may be-necessary to the local council in preparing
and executing an economic development plan.

This proposal is based upon what I consider the best aspects of
the Economic Development Act and the program run by the De-
fense Department to assist communities hit with a major -baseclosing.

It is critical that local people be involved from the outset, that
they receive strong technical and staff support, and finally that the
assistance necessary to get-the project off the ground be available.

Obviously, there are details and limitations in the language of
the proposal I have not covered here. I welcome your consideration
of the language I will submit, and any questions you might have
on it. In the meantime, I hope you will give serious consideration
to this concept. I feel some such program is necessarily implied
in th6-true meaning of the word "adjustment assistance."

Perhaps the tide of economic history is moving all of us toward
the cities and ever-expanding suburbs. Perhaps nonurban America
is doomed to inevitable decline. But I think there is something in
our towns worth preserving and I cannot Just sit by and accept their
demise. I cannot i h quietly as our children leave home.

Mr. Chairman, that completes -my formal statement. I would just
like to mention, in addition to what I have said here, and especially
in regard to the second- part of my proposal about sending in a
task force from the Department of (ommerce to aid these commun-
ities, that the experience that we have had in the State of Maine
with the closing of the Dow Air Force Base in Bangor, and an-
other Air Force Base in Presque Isle, has indicated quite clearly
that this concept is a workable one, and I know the same concept
has worked throughout the country.
.In both of these areas of Maine, when the bases w1ich were large

ones, were closed, there was, of course, -a&tery severe economic im-
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pact at first. But now within just a short space of time after havingthe Defense Department task force come in, and through coopera-
tion of local officials both of these areas are economically much
better off than they were when the Air Force bases were there.

I do have the language of the amendments which I think has
been submitted and copies of it have been circulated to members
of the committee.

- Senator HARTKE. Did you want to include that in the record ?
The copies of your amendment?

Senator HATHAWAY. Yes, Mr. Chairman, I would like to have a
copy of the amendment put in the record at this point.

Senator HArE. I want to thank you, Senator Hathaway, for an
excellent statement, and presenting us with some concepts that I
think merit a lot of consideration.

I quite agree with you that quotas- are the most effective re-
strictions. I find that quotas provide at least for a method of or-
ganized growth instead of disorganized stagnation.

The idea on adjustment assistance, without any affirmative and
planned program of support can become a sordid form of welfare.
- This type of welfare is not only disheartening, but degrading as
well as being very expensive without any return benefits.

The small communities are certainly worth saving. I am not one
who believes the small communities are doomed. I do think that the
country is going to have to devote a lot of effort and time to making
sure that we give more attention to this continual drain from the
countryside. -

There is a study coming out of the Center for lienocratio Studie ,
by Harvey Wheeler, which is going to analyse the social difficulties
that this Nation will face within the next 25 years unless we make
some definite effort to at least retain-and probably not alone retain,
but to return-some of our industry to the smaller communities.

The wage equalization concept you recommend is worthy of a lot
of consideration. I might point out that in the shoe industry which
you referred to, average wage in the United States of $3.22 an hour
in 1972; Italy $1.80; and Argentina $0.75; Japan $1.33 an hour;
Brazil 42 cents an hour; Spain 52 cents an hour; and Taiwan 21
cents an hour.

So international wage differences are great. The differences do
make a lot of people want to take their business overseas.

Thank you again for your testimony, and I am glad you are
here with us and I think you have made a valuable contribution
to this hearing.

Senator HATHWAY. Thank you, Mr. Chairman.
[The proposed amendments referred to previously by Senator

Hathaway follow :]
PioposeD AMEw1uENTS BY Wmrwm D. HATRAWAY, A U.S. SENATOR MOM THE

STATIC OF MAMNi TO H.R. 10710
Sw. 202. Presidential Action After Investigations.-
(a) After receiving a report from the Tariff Commission containing an

affirmative finding that increased imports have been a substantial cause of
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serious injury or threat thereof under Section 201 (b) with respect to an
industry, the President shall-

(1) provide import relief for such industry in accordance with section
203; and

(2) direct the Secretary of Labor to give expeditious consideration to
petitions for. adjustment assistance for workers in the industry concerned.

(b) If the Tariff Commission is equally divided as to its finding under sec-
tion 201 (b), the President shall make his determination whether to provide
import relief within sixty days. If the President determines not to provide
import relief, he shall Immediately submit a report to the House of Representa-
tives and to the Senate stating the considerations on which his decision was
based.

(c) The President may, within forty-five days after the date on which he
receives an affirmative finding of the Tariff Commission under section 201 (b)
with respect to an industry, request additional information from the Tariff

- Commission. The Tariff Commission shall as soon as practicable but in no event
more than sixty days after-the date on which it receives the President's re-
quest, furnish additional information with respect to ruch industry in a sup-
plemental report. For purposes of subsection (b), the date on which the Presi-
dent receives such supplemental report shall be treated as the date on which
the President received the affirmative finding of the Tariff Commission.

So. 208. Import Relef.-
(a) Import relief pursuant to section 202 shall include, inter alia, limita-

tions for a period of not to exceed five years on the total quantity of such
articles produced in any foreign country which may be entered during any
calendar year. The quantity of such articles which may be entered from each
foreign country shall be determined as follows:

(1) the quantity shall not exceed the average annual quantity of such
article produced In such country and entered during the calendar years
1965 to 1969, except that (A) such quantity may be increased to the extent
that the average standard of living of workers-employed in manufacturing
in such country has Increased since the end of calendar year 1969 relative
to the average standard of living of workers employed in manufacturing
in the United States. (B) Average standards of living for the purposes

- of this chapter shall be established by the United States Tariff Commission
on an annual basis "in consultations with such other governmental and
non-governmental agencies as the Commission determines are necessary to
make such-determinations.

(b) In addition to quantity limitations, the President may provide other
import relief, and shall, to the extent and for such time (not to exceed five
years) that he determines necessary to prevent or remedy Ierlous injury or the
threat thereof to the Industry in question and to ,facilitate the orderly adjust-
ment to new competitive conditions by the industry in question--

(1) provide an increase In, or imposition of any duty or other import
restriction on the article causing or threatening to cause serious injury to
such industry; or

(2) provide a tariff-rate-quota on such article;
(8). negotiate orderly marketing agreements with foreign countries lim-

iting the export from foreign countries and the import into the United
States of suh articles; or

(4) take any combination of such actions.
(c) Import relief provided pursuant to subsection (a) or (b) shall become

initially effective no later than sixty days after the President's determination
under section 202 to provide import relief, except that the applicable period
within which import relief such be initially provided shall be one hundred end

- eighty days if the President announces at the time of his determination to
provide import relief his Intention to negotiate one or more orderly marketifg
agreements pursuant to subsection (b) (8) of this section.

(d) In ordqr to carry out an agreement concluded under subsection (b) (8),
the President is authored to issue regulations governing the entry or with-
drawal from warehouse of articles covered by such agreement In addition, in
order to carry out one or more agreements concluded under sub section (b) (8)
among countries accounting for a significant part of United States imports of
the article covered by such agreements, the President is also authorised to
issue regulations governing the entry or withdrawal from warehouse of the
like articles which are the product of countries not parties to such agreements.
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(e) (1) Whenever the President has acted pursuant to subsection (b) (1)
or (2), he may at any time thereafter while such import relief is in effect,
negotiate orderly marketing agreements with foreign countries, and may, upon
the entry into force of such agreements, suspend or terminate, in whole or in
part, such other actions previously taken.

(2) Any import relief provided pursuant to subsection (b) of this section
(including relief provided under any orderly marketing agreement) may be
suspended, terminated, or reduced by the President at any time and, unless
renewed under subsection (c) (3), shall terminate not later than the close of
the date which is five years after the effective date of the Initial grant of any
relief under this section.

(8) Any import relief provided pursuant to this section (including any
orderly marketing agreements) shall be phased out during the period of im-
port relief and, in the case of a five-year term of import relief, the first reduc-
tion of relief shall commence no later than the close of the date which is three
years after the effective date of the initial grant of relief. The phasing out of
an orderly marketing agreement may be accomplished through increases in the
amounts of imports which may be entered during a year.

(4) Any import relief provided pursuant to this section (including any
orderly marketing agreements) may be renewed in whole or in part by thb-
President for one two-year period if he determines, after taking into account
the advice received from the Tariff Commission under subsection (f) (2) and
after taking into account the factors described in section-202 (b), that such
renewal is in the national interest.

(f) (1) So long as any import relief pursuant to this section (including
any orderly marketing agreements) remains in effect, the Tariff Commission
shall keep under review developments with respect to the industry concerned
and upon request of the President shall make reports to the President con-
cerning such developments.

(2) Upon petition on behalf of the industry concerned, filed with the Tariff
Commission not earlier than the date which is nine months, and not later than
the date which is six months, before the date any import relief is to terminate
fully by reason of the expiration of the applicable period prescribed pursuant
to subsection (e) (2), the Tariff Commission shall report to the President is
finding as to the probable Economic effect on such industry of such termination
as well as the progress and specific efforts made by the firms in the industry
concerned to adjust to import competition during the initial period of import
relief.

(8) Advice by the Tariff Commission under subsection (f) (2) shall be given
on the basis of an investigation during the course of which the Tariff Commis-
sion shall hold a hearing at which Interested persons shall be given a reason-
able opportunity to be present, to produce Evidence, and to be heard.

(g) No investigation for the purposes of section 201 shall be made with
respect to an industry which has received import relief under this section
unless two years have elapsed since the expiration of import relief under
subsection (e).

OHAirn 4- -ADUSTMNT AssisTAcz FOrt CommuNrrs .

SUBOBAPTER A-PETITIONS AND DETERMINATION

Sw. 266. Petitions.-(a) A petition for certification of eligibility to apply
for adjustment assistance may be filed with the Secretary of Commerce (here-
inafter In this chapter referred to as "the Secretary") by a local governmental
agency, group of such agencies or the Governor Of a State on behalf of such
agencies. Upon receipt of the petition, the Secretary shall promptly publish
notice in the Federal Register that he has received the petition and initiated
an investlgation.(b) If the titioner, or any other person found by the Secretary to have

a substantial Interest In the proceedings, submits not later than ten days after
the secretary'ss publication of notice under subsection (a) a request for a
hearing, the Secretary shall provide for a public hearing and afford such In-
terested persons an opportunity to be present to produce evidence, and to be
heard. The Secretary may request the Tariff commission to hold any hearings
required by this section and to submit the transcript therdof and relevant in-
formation andfdocuments to him within a specified time.
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(c) A local governmental agency or group of such agencies shall be certified
as eligible to apply for adjustment assistance under this chapter if the Secre-
tary determines that a significant number or proportion of the workers em-
ployed In manufacturing within the "labor area" (as that term Is defined by
the Secretary of Labor) encompassing such local governmental agency or
agencies have become totally or partially separated, or are threatened to be-
come totally or partially separated, that sale or production, or both, of firms or
subdivisions of firms located within said labor area have decreased absolutely.
and that increases of imports of articles like or directly competitive with
articles produced by such firms or subdivisions thereof located within said
labor area, contributed substantially to such total or partial separation, or
threat thereof.

Sc. 266. Determinations by Secretary of Commerce.
(a) As soon as possible after the date on which a petition Is filed under

Sec. 247, but In any event not later than sixty days after that date, the Secre-
tary shall determine whether the petitioning local governmental agency or
agencies meets the requirements of Sec. 247 and Issue a certification of eligi-
bility to apply for assistance under this chapter. The certification shall specify
the date on which the total or partial worker separtalon began or threatened
to begin.

(b) Whenever the Secretary concludes that the Tariff Commission can aid
him in reaching a determination uuder this section, he may request the Tariff
Commission to conduct an investigation of fact relevant to such determination
and to report the results within a specified time. In his request, the Secretary
may state the particular kinds of data which he deems appropriate to the
included.

(c) Upon reaching his determination on a petition. the Secretary shall
promptly publish a summary of the determination in the Federal Register.

(d) Once n petition or petitions are filed, the responsibility for establishing
the existence or non-existence of the qualifying circumstances necessary under
this chapter shall rest with the Secretary.

SUBCHAPTER B-PROORAM BENEFITS

SEc. 26T. Adjustment Assistanre Councils.
(a) Within 60 days of the certification of a labor area under Sec. 247, the

Secretary shall send representatives to said area to meet with local officials
and members of the general public in order to (1) acquaint them with the
provisions of this act and potential benefits available thereunder; (2) assist
in the formation of an Adjustment Assistance Council under this Section; (a)
and provide any other assistance that may be necessary to Initiate a successful
Adjustment Assistance program.

(b) Each local governmental agency within a single labor area which is
found certified under Sec. 247, shall choose representatives to an Adjustment
Assistance Council. Each local governmental unit shall be allocated one posi-
tion on said Council for every 5,000 people or fraction over two thousand, five
hundred people residing In said labor area. All local governmental agencies
within said labor area shall be entitled to place representatives on such Council
within ninety days of notice of the establishment of such Council being pub-
lished in a newspaper of general circulation in said labor area.

(c) Such Adjustment Assistance Council shall develop and implement a re-
development plan and coordinate local efforts under this Act Intended to bring
about the economic rejuvenation of Its labor area.

S o. 268. Council Staff. The Secretary, upon application by a duly constituted
exceed 90% of such funds as are necessary to maintain professional and
Adjustment Assistance Council, Is authorized to make grants to defray not to
clerical staff of such council for a period not to exceed two years from the
date of the certification of the labor area under See. 247. Such professional
staff shall be limited In size to one person for erery 30,000 people within said
labor area. The Secretary is authorized to make grants to defray 50% of the
Administrative costs of said council for three years after the expiration of the
original 2 year grant under this Section.

Sc. 289. Technical Assistance. The Secretary, upon application by a dft.
constituted Adjustment Assistance Council, Is authorized to provide to said
Council such technical assistance as would be helpful In alleviating or pre-
venting conditions of ex,-essive unemployment or under-employment In said
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labor area. Such assistance may Include project planning and feasibility studies,
management and operational assistance, and studies evaluating the needs of,
and developing potentialities for, economic growth in the labor area. Such as-
sistance may be provided by the Secretary through members of his staff, through
the employment of private individuals, partnerships, firms, corporations or suit-
able institutions, under contracts entered into for such purposes, or through
grants-in-aid to said Adjustment Assistance Council.

SEc. 270. (a) Upon the application of any Adjustment Assistance Council,
the Secretary is authorized-

(1) To make direct grants for the acquisition or development of land
and improvements for public works, public service, or development facility
usage, and the acquisition, construction, rehabilitation, alteration, expan-
sion or improvement of such facilities, including related machinery and
equipment, within the labor area, if he finds that-

(A) the project for which financial assistance is sought will directly
or indirectly (i) tend to improve the opportunities, in the area where
such project is or will be located, for the successful establishment or
expansion of Industrial or commercial plants or facilities, (ii) other-
wise assist in the creation of additional long-term employment oppor-
tunities for such area, or (11) primarily benefit the long-term unem-
ployed and members of low-income families or otherwise substantially
further the objectives of the Economic Opportunity Act of 1964;

(B) the project for which a grant is requested will fulfill a pressing
need of the area, or part thereof, In which it Is or will be, located;

(C) the project to be undertaken will provide immediate useful work
to unemployed and underemployed persons In that area.

(b) Subject to subsection (c) hereof, the amount of any direct grant under
this section for any project shall not exceed 50 per centum of the cost of such
project.

(c) The amount of any supplementary grant under this section for any
project shall not exceed the applicable percentage established by regulations
promulgated by the Secretary, but in no event shall the non-Federal share of
the aggregate cost of any such project (including assumptions of debt) be less
than 20 per centnin of such cost, except that in the case of a grant to an
Indian tribe, the Secretary may reduce the non-Federal share below such per-
centum or may waive the non-Federal share. In the case of any State or
political subdivision thereof which the Secretary determines has exhausted its
effective taxing and borrowing capacity, the Secretary may reduce the non-
Federal share below such percentum or may waive the non-Federal share.
Supplementary grants shall be made by the Secretary, in accordance with such
regulations as he shall prescribe, by increasing the amounts of direct 11rants
authorized under this section or by the payment of funds appropriated under
this Act to the heads of the departments, agencies, and instrumentalities of
the Federal Government responsible for the administration of the applicable
Federal programs. Notwithstanding any requirement as to the amount or sources
of non-Federal funds that may otherwise be applicable to the Federal program
involved, funds provided under the subsections shall be used for the sole pur-
pose of increasing the Federal contribution to specific projects In certified
labor areas under such programs above the fixed maximum portion of the cost
of such project otherwise authorized by the applicable law. The term "desig-
nated Federal grant-in-aid programs)" as used in this subsection, means such
existing or future Federal grant-in-aid programs assisting in the construction
or equipping of facilities as the Secretary may, in furtherance of the purposes
of this Act, designate as eligible for allocation of fund under this section.
In determining the amount of any supplementary grant available to any project
under this section, the Secretary shall take into consideration the relative needs
of the area, the nature of the project to be assisted, and the amount of such
fair user charges or other revenues as the project may reasonably be expected
to generate in excess of those which would amortize the local share of initial
costs and provide for its successful operation and maintenance (including
depreciation).

(d) The Secretary shall prescribe rules, regulations, and procedures to carry
out this section which will assure that adequate consideration is given to the
relative needs of eligible areas. In prescribing such rules, regulations, and
procedures, the Secretary shall consider among other relevant factors (1) the
severity of the rates of unemployment in the eligible areas and the duration of

4
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such unemployment and (2) the income levels of families and the extent of
unemployment in eligible areas.

Se. 271.-Loans and Guarantees.
(a) The Secretary is authorized (1) to purchase evidences of indebtedness

and to make loans (which for purposes of this section shall include participa-
tions in loans) to aid in financing any project within said labor area for the
purchase or development of land and facilities (including machinery and equip-
ment) for industrial or commercial usage, including the construction of new
buildings, and rehabilitation or abandoned or unoccupied buildings, and the
alteration, conversion or enlargement or existing buildings; and (2) to guar-
antee loans for working capital made to private borrowers by private lending
Institutions in connection with projects in redevelopment areas assisted under
subsection (a) (1) hereof, upon application of such institution and upon such
terms and conditions as the Secretary may prescribe: Provided, however, That
no such guarantee shall at any time exceed 90 percentum of the amount of the
outstanding unpaid balance of such loan.

(b) Financial assistance under this section shall be on such terms and con-
ditions as the Secretary determines, subject, however, to the following restric-
tions and limitations:

(1) Such financial assistance shall not be extended to assist establish-
ments relocating from one area to another or to assist subcontractors whose
purpose is to divest, or whose economic success Is dependent upon divesting,
other contractors or subcontractors of contracts theretofore customarily
performed by them: Provided, however, that such limitations shall not be
construed to prohibit assistance for the expansion of an existing business
entity through the establishment of a new branch, affiliate, or subsidy of
such entity if the Secretary finds that the establishment of such branch,
affiliate, or subsidiary will not result in an increase in unemployment of
the area of original location or in any other area where such entity con-
ducts business operations, unless the Secretary has reason to believe that
such branch, affiliate, or subsidiary is being established with the intention
of closing down the operations of the existing business entity in the area
of its original location or in any other area where it conducts such opera-
tions.

(2) Such assistance shall be extended only to applicants, both private
and public (including Indian tribes), which have been approved for such
assistance by the Adjustment Assistance Council in the labor area In
which the project is to financed is located.

(3) The project for which financial assistance is sought must be rea-
sonably calculated to provide more than a temporary alleviation of un-
employment or underemployment within the labor area wherein it is or
will be located.

(4) No loan or guarantee shall be extended hereunder unless the finan-
cial assistance applied for is not otherwise available from private lenders
or from other Federal agencies on terms which in the opinion of the Secre-
tary will permit the accomplishment of the project.

(5) The Secretary shall not make any loan without a participation un-
less he determines that the loan cannot be made on a participation basis.

(6) No evidence of indebtedness shall be purchased and no loans shall
be made or guaranteed unless it is determined that there is reasonable
assurances of repayment.

(7) No loan, including renewals or extension thereof, may be made
hereunder for a period exceeding twenty-five years and no evidence of
indebtedness maturing more than twenty-five years from date of purchase
may be purchased hereunder: Provided, that the foregoing restrictions on
maturities shall not apply to securities or obligations received by the Secre-
tary as a claimant in bankruptcy or equitable reorganization or as a
creditor in other proceedings attendant upon insolvency of the obligor.

(8) Loans made and evidences of indebtedness purchased under this
section shall beer interest at a rate not less than a rate determined by the
Secretary of the Treasury taking into consideration the current average
market yield on outstanding marketable obligations of the United States
with remaining periods to maturity comparable to the average maturities
of such loans, adjusted to the nearest one-eighth of I per centum, plus
additional charge, if any, toward covering other costs of the program as
the Secretary may determine to be consistent with its purpose.



2037

(9) Loan Asstance shall not exceed 65 per centum of the aggregate
cost to the applicant (excluding all other Federal aid in connection with
the undertklng) of acquiring or developing land in facilities (including
machinery aid' equipment), and of constructing, altering, converting, re-
habilitating, or enlarging the building or buildings of the particular project,
and shall, amovg others, be on the condition that-

(A) o ber funds are avaUable In an amount which, together with the
assistance provided hereunder, shall be sufficient to pay such aggre-
gate cost;

(B) not less than 15 per centum of such aggregate cost be supplied
as equity capital or as . loan repayable In no shorter period of time
and at no faster an aMortization rate than the Federal financial as-
sistance extended under this section is being repaid, and if such a
loan Is secured, Its security shall be subordinate and inferior to the
lien or liens securing such Federal financial assistance: Provided, how-
ever, Thqt, except in projects involving financial lparticipatioi by Indian
tribes, not less than 5 percentum of such aggregate cost small be sup-
plied by the State or any agency, instrumentality, or political sub-
division thereof, or by a community or area organization which is nin-
governmental in character, unless the Secretary shall determine in
accordance with objective standards promulgated by regulation that
all or part of such funds are not reasonably available to the project
because of the economic distress of the area or for other good case,
in which case he may waive the requirement of this provision to the
extent of such unavailability, and allow the funds required by this
subsection to be supplied by the applicant or by such other non-Federal
source as may reasonably be available to the project.

(C) to the extent the Secretary finds such action necessary to en-
courage fidanclal participation In a particular project by other lenders
and investors, and except as otherwise provided in subparagraph (B),
any Federal financial assistance extended under this section may be
repayable only after other loans made in connection with such project
have been repaid in full, and the security, if any, for such Federal
financial assistance may be subordinate and inferior to the lien or liens
securing other loans made. In connection with the same project.

SF.c. 2M2. Authorization. There is hereby authorized to he appropriated
$200,OQO,000 annually for the purpose of this Chapter, for the fiscal year ending
June 80, 1974, and'for each fiscal year thereafter through the fiscal year ending
June 30i 1979.

Senator HAWM-E. Next we have a panel consisting of Ralph T.
Millet, president of Automobile Importers of America, accompanied
by John B. Rehm, counsel; Robert M. McElwaine, executive vice
nresident, American Imported Automobile Dealers Association;
Richard Hughes, chairman of import car committee; and Malcolm
S. Pray, a member of Volkswagen National Dealer Council and
chairman, Porsche Audi National Dealer Council.

I might say my understanding is that you have 7 minutes each,
that is 28 minutes.

Mr. Mnrx.r. We understand that,-also, Mr. Chairman.
Senator HARft. Please go right ahead.

STATEMENT OF RALPH T. MILLET, PRESIDENT, AUTOMOBILE
IMPORTERS OF AMERICA, ACCOMPANIED BY MR. JOHN B.
REM, COUNSEL
Mr. MfILLET. Mr. Chairman, I will lead off this morning, if I may,

for the panel.
My name is Ralph Millet. I am president of Automobile Im-

porters of America, which is also known as the AIA. The AIA
consists of all the significant foreign automobile manufacturers
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selling vehicles in the United States, except Volkswagen and Mer-
cedes Benz.

I have a prepared statement which I would ask to be included in
the record of the hearings following my, brief remarks.

Senator IIARTKE. All of the statements will be placed in the rec-
ord, gentlemen, as you come this morning, without request.

Mr. Miu.LYr. Thank you, Mr. Chairman.
In my remarks this morning, I would like to focus on one issue,

which is, the unjustifiability of a proposal made to this committee
by Mr. Leonard Woodcock, president of the Automobile Workers.

ks yon know, Mr. Woodcock proposed that new import restric-
tions in the form of quotas, or higher tariffs, be imposedon imports
of non-Canadian cars, until September 1975. His-rationale for this
proposal seems to be as follows: That it will take Droit about
18 months to complete the conversion of its plants to the production of
small ears.

During this period, Mr. Woodcock fears that imports will soar
and come to occupy pemlnanently between 25 to 30 percent of the
automobile market In the United States. He, therefore, foresees per-
manent unemnloyment of many more automobile workers, and the
only way to avoidl this is to keep imports at the past levels.

it is obvious that Mr. W oodcock's proposal rests fundamentally on
one contention, and one only, that import sales will soar in the future.

I would like to submit, that there is no evidence whatsoever for this
assumption. Indeed, it now appears that the importing car industry
will be lucky if it sells as many cars this year as it did last year. This
is a tough year for imports.

In our prepared statement, it is estimated that just a little over
2 miillion cars will be imported in 1974 and this would represent an
increase of about 15 percent over the number of imports in 1978. And it
is obvious that this figure is far, far short. of the almost 100 percent,
increase which Mr. Woodcock fears would bring imports to a market
share of )30 percent.

It is important. to realize that in the imported car industry, a 45
to (0 day supply of cars is normally needed in the pipeline. On this
basis. 19)74 imports of 2 million cars would be equivalent to 1974 sales
of about 1.7 million cars, or no more than was sold in 1973, and even,
this figure is really high. judging by current trends,

The sales of imported cars in the first quarter of 1974 are 27 per-
cent less than they were in the first quarter of 1973. In absolute
terms. 463,000 imported cars were sold .in the first three months
of 1973; whereas, in the same period in 1974, 368,000 cars vere
sold.

Based on these figures, I would estimate that about 1.6 'million
cars will be sold this year in the United States,,which actually
would be down from last year's sales. The fact is that, contrary to
what some people believe, this year is not going to be an emy one
for imported cars.

First of all, consumer demand for all types of cars is clearly off.
This is due, in part, to the decline in value of used cars and Dr,'-
ably, in my judgment, to the unsettled state of our economy.
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Second, the prices of imported cars have increased substantially
due to the devaluation of the dollar that has taken place. For ex-
ample, a Ford Pinto costs in the Washington area, $2,498, and the
Chevrolet Vega about $2,464,- while the comparable price for a
Volkswagen is $2,675 and the Datsun is $2,595, so you can see,
between these popularimported and American cars, there is a dif-
ference of $100 tb $200.

Third, the cost of building cars overseas is going up every day.
Materials are more expensive; labor rates are steadily increasing;
and these pressures may well force another round of price increases
in imported cars later this year.

Indeed, the rate of inflation is generally greater abroad than here.
And, fourth, it is difficult for foreign, manufacturers to increase

exports rapidly to the United States by any substantial amount.
You must realize that cars destined for the U"nited States are
significantly different from the ones they make for other models.

Compliance with our safety and emission control standards re-
quire special parts and devices. These have to be ordered well in
advance of production and certainly the quantities cannot be sud-
denly increased. Thus, the fact that a foreign manufacturer may
have excess production for the European market, in no way means
that he can quickly divert excess cars to be sold in the United States.

Then, fifth, the inherent problems of international trade always
confront foreign manufacturers. For example, the Japanese com-
panies. as well as the European companies, now face the prospect of
a major Japanese shipping strike. And, for all of these reasons,
Mr. Woodcock's prediction of an enormous increase in car imports,
certainly does not withstand analysis.

There is n6 juistification whatsoever for his proposal, and others
on this panel will discuss some of the other injurious consequences
that such a proposal would have.

Mr. Chairman, I would like now to ask Mr. McElwaine and Mr.
Pray to make their statements.

STATEMENT OP MALCOLM S. PRAY, MEMBER, VOLKSWAGEN NA.
TIONAL DEALER COUNCIL, AND CHAIRMAN, PORSCHE AUDI
NATIONAL DEALER COUNCIL

Mr. Pa~y. My name is Malcolm S. Pray. I am chairman of the
Porsche Audi Dealer Council, and member and past chairman of
Volkswagen Council. I am a Volkswagen and Porsche Audi Dealer
in Greenwich, Conn. I am also president of the American Imported
Automobile Dealers Association and my prepared statement is sub-
mitted jointly with AIAD .

I appreciate this opportunity to present the views of the Amer-
ican imported automobile industry on proposed trade legislation
now before this committee.
. Iy purpose is to give this committee sonic idea of the scope of

'this American industry, its importance to-the national economy, the
sensitivity of the industry to changes in the trade policy of this
nation, and the dramatic loss of employment to American citizens
if restrictive trade legislation is passed.



2040

Mr. Chairman, in the detailed statement by AIA and AIADA,
a detailed study by Harbridge House and the impact of quotas on
the U.S. imported automobile industry has been submitted which I
ask the Committee to insert in the record following my summary
reina rks.

In terms of size, the imported car business in America deserves
the status of a major industry. We employ more than 143,000 Amer-
icans in our dealerships, and our salaries and wages exceed those
of the petroleum refining industry. As our annual payroll to U.S.
workeis is over $1.4 billion dollars, we have invested- over $1 bil-
lion in our businesses and our total assets of our industry now standtit .4 billion.

Nf,. Chairman, our comments today will be directed to two gen-
eral areas: the Trade Reform Act o1973, which was reported out
of the House Ways and Means Committee and is before you today;
and changes in that legislation which have been proposed with re-
spect to the trade policies of the United States dealing with im-
ported automobiles.

A major proposal before this committee is that made by Mr.
Leonard Woodcock of the United Automobile Workers. He has
l proposed that quantitative restraints be placed on imported cars.
Ve propose to address the quota question squarely today.

With respect to the Trade Reform Act. of 1973, AIADA supports
the bill as it is presently written. We feel that it is a sound piece of
legislation that can lead to a more open world teonomy. We have
in our written testimony, however, made written suggestions for
improvements in the bill.

With respect to Mr. Woodcock's proposals that 'have been made,
to impose quotas on imported cars, our position 'is simply this. We
believe that the problems of the U.S. automobile industry were not
created by automobile im orts. And imposing quotas on foreign
cars will not cure what aiys the U.S. automobile industry.,

It is interesting to note that he did not, call for quotas on vehicles
produced in Canada, the country importing the highest number of
vehicles into the Uynited States annually. I I

We feel that the imlpsition of quotas ol foreign automobiles
would be counterproductive in terms of eniployment, fuel consump-
tion, and the competitive benefits to the American economy and
would have a disastrous effect on our industry.

Statements made by industry leaders in recent newspaper and
magazine articles have made it clear that foreign imports are not
the cause of the distress in the American automobile industry. And,
limiting foreign imports cannot cure its ailments. I

The problems facing this industry were brought about by other
factors. For many years, the prevailing philosophy of Detroit has
been that of big cars, meaning big profits. For this reason, they did
not enter the small car field until forced to do so by imports from
Europe and Japan.

Even then, the major thrust, until recently, has been the produ,-
tion and sale of large cars. Ihenry Ford made it very clear to hia



2041

stockholders some time ago, when he said many cars, many profits.
As we point out in our testimony, General Motors can produce

a Cadillac for only $300 more than it costs to build a full-sized
Chevrolet, and yet it can sell the Cadillac for $3,000 more. The
energy crisis, with its frustrating gas lines and rumors of high-
priced gasoline, brought a halt to the consumers' acceptance of
this philosophy.

You will note that were it not for the great numbers of small
cars on the road today, put there because of import leadership,
the energy crisis would be far worse. And, without the availability
to the public, of an alternative, the manufacturers in this country
would make little effort to produce inexpensive, economical cars.

In other words, if imports were cut off or curtailed, the incentive
for Detroit to get into this small car market would be greatly
diminished.

Imported cars have been antiinflationary. They have given the
public more for their money. As we point out many engineering and
safety features, such as radial tires and disc brakes, have originated
on imported automobiles.

Detroit has merely given annual facelifts to the same cars, whereas
foreign manufacturers have been forced by extensive competition.
to o ter the public more. It is a fallacy to 'believe that automobiles
produced abroad are built with cheap foreign labor and therefore
able to undersell U.S. makes. There is no such thing as cheap foreign
labor anymore for workers producing cars for import into the
United States. They are equally as well compensated as their Ameri-
can counterparts.

Wages and benefits of an automobile worker in West Germany
are now higher than his U.S. counterpart. Additionally, wages in
Japan are rapidly approaching the U.S. wage levels and the world
of floating exchange rates, the idea of a cheap foreign labor is
irrelevant because of prices on foreign currencies and foreign prod-
ucts tending to be sef-correcting.

Imports have been good for America, both in supplying employ-
ment for our citizens, greater choice, at lesser price brought forward
to consumers.

In closing, I would like to brinZ the committee's attention to a
Wall Street Journal article last Thursday which pointed out that
the sale of imported cars during March had fallen 27 percent,
whereas the domestic manufacture sales have fallen 29 percent.

Moreover, imports are not as high a percentage of the U.S. market
today as they were last fall. This makes it clear that Mr. Wood-
cocks prediction of import sales domination is unfounded and in-
dicates that the fortunes of the foreign car industry are directly
tied to those of the United States' industry.

Thank you.

STATEMENT OF ROBERT M. McELWAINE, EXECUTIVE VICE PRESI.
DENT, AMERICAN IMPORTED AUTOMOBILE DEALERS ASSOCIATION

Mr. MCELWAINE. My name is Robert McElwaine. I am executive
vice president of the American Imported Automobile Dealers Asso-
ciation. As Mr. Pray has pointed out, we constitute a major Ameri-
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call industry, one that is peculiarly dependent on the actions of thiscommittee and the Senate and the Congress of the United States.Total assets of $4 billion and annual sales of $9 billion can beextinguished almost over night by restrictions on world trade byincreases in tariff rates, or by unexpected fluctuation in the worlal
currency markets.

For ihese reasons, the Trade Reform Act of 1973 is of perhapsmore immediate concern to this industry than to any other in ourcountry of similar size.Basically, we support the aims of the Trade Reform Act, par-ticularly those that are designed to expand world trade. We havesuggestions for changes in those parts of the bill whose effects wefeel would be to constrain the exchange of goods between nations.But, basically, we are in favor of those sections of the bill whichfavor expansion of world trade.
In our lengthy, written testimony-.Senator HARTKE. Mr. ,cElwaine. let me stop you a moment. Isn'tthat the sort, of statement which anyone would make? I am in favorof prosperity over depression; good health over bad health; moretrade instead of less trade.Who is not in favor of that,? Not a member of this committee. Iknow everybody on this committee is in favor of this statement.Mr. MCELWATNE. There are certain sections of the bill, Mfr. Chair-man-

Senator HAwrRE. I know there are sections of the bill. You are infavor of those sections of the bill which encourage expansion oftrade. I am in favor of any type of legislation which expands fairtrade. I do not. think that that is very helpful to the committee. Ihear all of the other witnesses say tfe same thing.Mr. McELWAIN.. Well there are particular sections of the TradeReform Act which we go into in some detail in our written testi-mony, Mr. Chairman, which we think might have a tendency torestrict trade.
Senator HARTKE. I grant you that but that is not the point. Youare in favor of those things which expand trade.What I am asking is, who is against that.? We are all for it. Letus all join hands on that one and pray. All right'?Senator DOLE. I think some are undecided.Senator HArrXE. Some are undecided?
Senator DOLE. Yes.
Senator tiAWrKTE. Oh, all right, if you say so.'Mr. MCELWAINFE. Because ol the immediacy, however, of the threatproposed to the survival of our industry by the proposals madebefore this committee by Leonard Woodcock, the president of theUAW, I will devote the few minutes of my testimony here to anappraisal of the impact his quota suggestions would 'have on em-ployment in our industry and the net effect on U.S. employmentthat such quotas would have.Now, in support of this testimony, I would like to offer for therecord, a new study by Harbridge Itouse which was completed only
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last week and which I would like to have in the record as a part
of our tqtimony.1

I would like to make it very clear that we sympathize completely
with the plight of the United Auto Workers.'The massive and be-
lated efforts of the domestic automobile manufacturers to convert
to smaller automobiles that the public has been demanding, have
resulted in an immense burden of personal suffering and deprivation
among these workers and answers are definitely demanded.

We hold, however, and this independent study by Harbridge
House supports us, that Mr. Woodcock's proposal for limiting auto-
mobile imports would not ease the suffering of his displaced work-
ers, one iota. Rather, it would add more than 20.000 additional
American workers to the ranks of the unemployed, without any
mitigating benefits for the UAW workers.

, Now this Harbridge House study is based on the assumption that
th6 Woodcock formula would reduce automobile imports by 300,000
units in the current year. It also accepts the UAW premise that each
imported car barred from this country would result in the sale of
an additional domestically produced automobile.

Now we hold that this proposition is on the face of it illogical.
The reason the domestic producers cannot sell their big cars is not
because of the availability of small imports, but because the Amer-
ican public has finally told Detroit that it is not interested in their
bif cars under any conditions. Barring imports cannot increase the
sae of Detroit's small cars since they are already selling every one
of them they can produce and its substantial gross profits as well.

Nevertheless, this report assumes a one-for-one replacement of
every import with a domestic car. Even with that assumption, the
report, shows a net loss of U.S. jobs over a 2-year period of the
proposed temporary quotas.

Now, to be sure, under these optimum circumstances we have out-
lined here, 20,000 of Mr. Woodcock's displaced PAW workers would
find employment again, but they would be replaced on the unei-
ployment rolls by 23,000 salesmen, mechanics, bookkeeper and parts
men from the imported car dealership sp

Now this might be preferable to Mr. Woodcock, I do not know,
but I do not think it should be the object of Government policy.

Now such quotas would also force the closing of more than 420
retail businesses in the first year, and a total of more than 700
dealerships by September 30, 1975, the date when they supposedly
would end.

Now Mr. Woodcock says that such quotas are temporary, but
there is nothing temporary about a business closed or forced into
bankruptcy. There is noting temporary about a job that no longer
exists. It is a very permanent condition.

Now quotas would have additional undesirable side-effects. One,
by isolating domestic manufacturers from imported car compe-
tition, they would reduce the pressure on Detroit to convert to
smaller, fuel-conserving vehicles.

This document was made a part of the official files of the committee.
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Two, by creating an artificial scarcity of small cars. they would
create windfall profits for those dealers handling the doiestic sub-
compact and thereby fueling inflation.

Three, quotas would add $63 million to the Nation's gasoline bill
every year they were in effect, and place greater demands on our
scarce fuel resources.

Finally, discriminatory quotas are a violation of our International
Trade Agreement. Exempting Canadian imports from quotas would
directly violate the GATT waiver under which the United States-
Canadian Automobile Agreement operates.

Now we su pport Senator Jackson s S. 3267. which would provide
energy-related adjustment assistance to displaced workers as a more
reasonable and effective solution to the problem of the UAW people.

Meanwhile, we urge this committee to grant the administration the
necessary negotiating authority so it can work to create a world
trade climate that may finally force Detroit to amend its policies
regarding export sales and create a whole new kind of automotive
prosperity in this country.

Thank'you, Mr. Chairman.

STATEMENT OF RICHARD HUGHES, CHAIRMAN, IMPORT CAR
COMMITTEE OF THE NATIONAL AUTOMOBILE DEALERS ASSO-
CIATION

Mr. IJrGIo s. Mr. Chairman, my name is C. Richard Hug les. I
aM a Toyota dealer from Ventura. Calif.. and I am chairman of the
Nationalf Automobil e )ealers Association Imported Car Committee.

I intend to summarize my statement since you said the text would
be put into the record.

NADA represents some 20,000 franchised new car and truck
dealers, of which 10,697 handle imported cars. either as a single line
or in combination with another make. Thus approximatelY 53 per-
cent. of NADA's entire membership is directly affected by the
trade legislation under discussion here today.

Now, let me state at. the outset, Mr. Chairman, that NADA sup-
ports a trade policy based on multilateral, nondiscriminatory, open
world system of trade and payments. This has been the primary
principle upon which trade negotiations have been based since our
disastrous experience with a protectionist trade policy during the
1930's, and we feel that these basic policies encouraging free trade
should be continued in the future. NADA further believes that
America's balance of trade problems should concern each and every
one of us.

America cannot afford the perpetual luxury of being a debtor
nation; and like the individual, must also share the burden of
balancing the budget. There are many well-intentioned citizens who
think the way to help correct America's balance of payments prob-
lem is to buy nothing but American made products. They believe
that to do this would be to strengthen the economy by keeping
American dollars at home.

This outlook, while full of good intentions, falls far short of
reality in-today's interdependent world and in many ways would
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severely cripple certain segments of the U.S. economy. Needless
to say, one such segment which would be hurt would be that portion
of the automotive industry dealing with imported cars.

In light of the significant advantages over the long run of a free
trade policy, and the need for a sound balance of payments position,
any trade legislation enacted should be designed to promote the
development of an open, nondiscriminatory, and fair world eco-
nomic system to stimulate the economic growth of the IUnited States.

Now, under the UAW proposal, I would like NAI)A formal
testimony entered into the record on this important issue. In addi-
tion I would like to state that many people, including Mr. Wood-
cock, are under the false impression that the sale of imported cars
would sharply increase or did sharply increase due to the energy
crisis. The facts, however, clearly show from the first quarter of
1974 that sales of imported cars dropped approximately 27 percent.
The shortage of gasoline decreased sales of all new cars. When
people have to wait in gas lines or fear doing so, they are reluctant
to buy a new automobile.

The UAW maintains that the expected upsurge will directly
result in significant unemployment in the domestic automobile ili-
dustry. Aside from this highly suspect contention, however, the
UAV has totally failed to examine the economic contributions, as
well as the substantial economic role played, by the import automo-
bile industry at the retail level in the United States. NAI)A main-
tains that if the UAW proposal were seriously considered by this
committee and incorporated into II.R. 10710, the total effect upon
the American economy would be far more detrimental and adverse
than that which is currently being experienced in the domestic
automobile industry due to the energy crisis.

In support of this position. NADA's Import Car Committee com-
piled a rather detailed study of the role played by import car
dealers in the total American economy. I would like to take this
opportunity to cite some of the economic facts of this study to illus-
trate this important economic role and how it would be *adversely
affected by the UAW proposal.

The imported car industry can be classified without question as a
nationwide industry, whose dollar volume to a significant extent not
only remains in America, but more importantly, right in the com-
munity in which the imported car is sold. In 1973 over 1,770.000
imported cars were sold in America, comprising roughly a 15.5
percent of the total new car sales in this country.

This total sales unit figure amounted to over $7 billion, and this
figure includes spare parts and labor charges. Most municipalities
or States levy a substantial sales tax-sometimes as high as 5 per-
cent. Using an average of 4 percent, over $28 million in tax rev-
enues were derived by these States and municipalities from the sales
and servicing.of imported cars alone. In addition to the local sales
tax levied on imports, the industry paid $280 million in other taxes
in 1973.

Apart from substantial revenues derived from the imported auto-
mobile industry by means of taxation, the imported car dealer also
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contributed substantially to the U.S. economy in the areas of em-
ployli ent, advertising, and community relations. In 1973, the im-
ported car dealer on $7 billion of sales, paid an average of $160,000
in wages in each dealership. In 1973, the average advertising outlay
of an import dealer exceeded $2'2,000, which was distributed among
the various media industries, including radio, television, newspapers
and magazines. n, ationwide this figure exceeded $170 million. The
imported car de.,ler in 1973 also purchased over $72 million worth
of domestic accessories which were installed in the import car after
having been received by the dealer here in the United States.

The import car dealer, not unlike the dealer handling domestically
lrodiuced! cans. also ias a substantial investent in his business. On
the average in 1973, this investment amounted to more than $200,000
per dealership.

In 1973 the import car dealer employed over 145,000 people in
exclusive import dealerships. Now, there is approximately in excess
of ,5.O00 that would be included into the captive imports such as
Colt. Capri, Opel. and Cricket. Now, this significant. figure alone
shows the economic worth of the imported car dealer in the United
States, and the adverse impact which the, UAWV proposal would
have on the continued employment of these American workers.

Now. in conclusion, based on these significant economic facts
which relate directly to the American economy, NADA strongly
urges that this committee reject the UAW proposal on the grounds
of the resulting economic harm and significant unemployment of
American workers that would inevitably result from such an unwise
course of action.

Faced with new competition from smaller cars, domestic makers
reacted to meet this competition. Their entry into the compact and
subcompact market has boosted their sales and given the consumer
additional choices.

And what has caused it?
The competition offered by the imported car.
The imported car industry was responsible for introducing into

this country radial tires, disc brakes, seat and shoulder harnesses, to
name just a few safety features.

In addition, the introduction of the gas economy import car was
a major factor in preventing more serious consequences of the recent
gasoline shortages. Also. the presence of the imported car as a com-
petitor in the late 1960's forced the domestic manufacturers to
change over to smaller cars earlier than usual, which now better
enables the domestic manufacturers to meet the public demand for
gas economy cars.

NAI)A strongly believes any trade legislation designed to pro-
tect American manufacturing by means of increasing tariffs and
lowering quotas in an arbitrary fashion would seriously impair the
freedom of choice of the consumer-a choice he can now make based
on his needs, his pocketbook, and his personality.

This concludes my statement, Mr. Chairman, and NADA would
be more than willing to work with your committee staff in providing
any additional information that may be of assistance. Thank you.

Senator HARTKE. All right, thank you, gentlemen for joining us.
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Mr. Pray, you said that the automobile wage rates in Germany
and Japan are the same as those in the United States. Is this true
for Brazil, as well?

Mr. PRAY. We do not import cars from Brazil to the United States.
Senator HARTKE. I understand. But there is a world market for

cars, isn't there?
And the largest assembly plant in the world is the General Motors

plant in Sao Paulo. Excluding the merits or demerits of how this
market is being developed, the fact of it is that in Australia and in
Brazil and in Argentina, the automobile wage rates are not the
equivalent of those in the United States. Isn't that so?

Mr. PRAY. No, they are not the equivalent now. But as I said,
these cars are not brought into the country. There was a time when
the wage rates in Germany and Japan were not the same.

Senator JIARTKE. Would you be in favor of Senator 1[athawav's
suggestion? Since you say that differing wages rates are no prob-
lem. His proposal would start with a base year but allow the quota
to rise and fall as the average manufacturing wage in the country
had risen or fallen relative to wages in this country.

Would you be willing to go ahead and put such a provision into
the trade bill inasmuch as the quota would depend on the similarity
or parity of foreign wages to ours?

lut,if there was not an equivalent wage rate, then there would
be a quota.

Mr. PRAY. Senator, that is the first time I have heard that pro-
posal.

Senator HAwrKE. It is the first time I heard it, too. But I am just
asking you, on the basis of your intelligence-and I know you are
an intelligent man, and I understand you have studied "this in
depth. You have made the hypothesis that all of the wages are fair
and equal.

I am just asking you if it is as you say, then why would you not
support, such a proposal. It could not do any damage?

Mr. PRAY. Basically because we would oppose quotas.
Senator rIArTrrE. You know the quotas would not be imposed

unless there was a wage difference. In other words, it would be a
non sequitor.

Do you mean to say that you are opposed to the word "quota"
per se?

I mean, even when it would not be effected?
If you really contend that there is no difference in wages. then

it shouldn't matter. But if it is just a camouflage for your ideas, I
could understand why you would be opposed to it.

Mr. PIAy. Well, as I said, this is basically a new proposal. On the
surface it appears to have merit.

Senator H ARTKE. All right, fine.
But you cannot support a meritorious proposition today?
Mr. PNIAY. Well, at this stage, Senator, without a little bit more

thought, I do not think I could support it.
Senator HAxrrF. All right, now-
Mr. MCELWAIN.E. Could I comment on that, Mr. Chairman?
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Senator IAITKE. Yes. Mr. McElwaine.
Mr. McELw,\.EF,. As Mr. Pray said, we both basically oppose this

philosophy and tie principle of quotas. In the matter of the wage
dissimilarity or similarity between this country and other auto-
motive producing countries, however, I would think this would be
a very difficult thing to ascertain on any kind of a permanent basis.

Senator HARTKE. You just ascertained it.
Mr. McELwAINE. The main reason why the wage rates between

Germany and the United States, for example, and Japan and the
United States, have equalized in recent years, has been largely be-
cause we devalued the dollar. And in the devaluation of the dollar
we began to equalize these wage rates. Now, the wage rates did not
change so much in Germany as did the purchasing power of the
mark and the dollar, and their official government exchange rates.

Senator HARTKE. That is an entirely different conclusion. In other
words, it demonstrates the fallacy of having a floating monetary
system. Devaluation has hurt us in many ways not the least of which
has been the impetus it has given inflation.

But if you are going to hang your star on that type of crippled
operation, then you are really in bad shape.

Mr. M'E'wN I'lat is why.I say that the idea of trying to set
quotas according to wage rates is very difficult.

Senator HAITKE. I don't follow your argument there.
Mr. McELwAINE. Mr. Chairman, even Mr. Woodcock in his testi-

mony pointed out that the benefits and wages in the automobile
producing countries that he was talking about were basically the
same.

Senator HARTKE, Now, look, I am not arguing whether it is right
or wrong. I am taking your basic assumption and carrying it to its
logical conclusion.

Assuming that what you say is true, why not accept the Hathaway
proposition; i.e. that quotas would only 'be applied in cases where
there is a wage difference?

Mr. McELWAINF. The point is, it is very difficult to ascertain
whether there really is a wage difference or not.

Senator HARTKE. Well then, why did you say they were the same
if it is so difficult to ascertain?

You are starting with a conclusion, and now you are telling me
that that cannot be concluded.

Mr. McELWAINE. The wage rates are dependent on the currency
exchange rate and on the floating currency rates. They change every
day. -

Senator HARTKE. The statement is that the wages are the same. If
the wages are the same, then there is no question that the quotas
proposed by Sen. Hathaway would not make any difference. Now,
your answer to that is, but you cannot determine the wage rates.
You present a conclusion based on an assumption which cannot be
proven. That is a rather remarkable operation.

Senator DoiLE. We do it all the time.
Senator HARTKE. Pardon me, Senator Dole?
Senator I)oLE. We do it all the time.
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Senator HARTKE. I just would hope that we would not do it. If
you would like to submit something further for the record on this
subject, I would gladly accept it.

[rhe following was subsequently supplied for the record:]

COMMENTS ON SENATOR HATHAWAY'S PROPOSAL

Senator Hathaway's proposal, as we understand it, is one element of his
conception of the escape clause. In his view, upon receiving a complaint from
a domestic industry, the Tariff Commission would determine whether in-
creased imports are a substantial cause of serious injury to a domestic in-
dustry. If the Tariff Commission made an affirmative determination, the Presi-
dent would be required to impose a quota based upon the average quantity of
imports in the years_ 1965-1969. The quota would be progressively increased
over a five-year period and would terminate at the end of that period.

It is within this scheme that Senator Hathaway has proposed that the quota
would be more rapidly increased if the average manufacturing wage of the ex-
porting country should increase in relationship to the average manufacturing
wage in this country. In other words, if the average manufacturing wage
increased by 25% in the exporting country and 10% in the United States, the
quota would be increased by an additional 15%. Senator Hathaway does not
apparently propose that the quota would decline if the average manufacturing
wage in the exporting country should fall.

The comments of AIADA, NADA, and AIA are two-fold. First, we object to
the manner in which, under Senator Hathaway's proposal, an escape-clause
action would be taken. For example, the increased imports should be not
merely "a substantial cause" but "the major cause" of serious injury. blore-
over, upon receiving an affirmative determination from the Tariff Commission,
the President should have the discretion to decide whether or not to take an
escape-clause action. In addition, if he decides to take an escape-clause action,
he should be able to use an increased tariff instead of a quota.

Turning to the manner in which an escape-clause action should be imple-
mented, we endorse Senator Hathaway's proposal that an escape-clause quota
be progressively increased over five years and terminate at the end of that
period. We do not believe, however, that any relative increase in the average
manufacturing wage in the exporting country should be the sole criterion for
accelerating the increase in the quota. While this might be one factor to take
Into account, other factors should be considered as well, such as the economic
condition of the domestic industry following the establishment of the escape-
clause action, the strength of demand in this country, and the need to counter
any inflationary trend. In short, the President's ability to accelerate the increase
and termination of an escape-clause quota should be based upon a range of
economic considerations, much like those that he would take into account under
section 202(c) of the House-passed bill In deciding whether to take an escape-
clause action in the first instance.

Senator HARTHE. I am in favor of a nondiscriminatory system of
world trade. If you can convince those countries from whorn you
import your cars to go into a Common Market arrangement with
us with full nondiscrimination in the field of trade and monetary
restrictions, I will be your chief supporter. I am in favor of free
trade as long as it is fair trade. And if you can get Germany to go
into a Common Market arrangement with us, I will guarantee you
I will be for it.

Senator DOLE. You can have a minute of my time.
Senator.HARTKE. Would you please supply, for the record the

following information. First, the tariff on American automobiles
in Japan and all European countries, Canada, Brazil, and Argen-
tina. Second, the commodity taxes, the horsepower taxes, the road
taxes in those markets. Third, other nontariff barriers such as the
distribution system in Japan which involves a markup on the Amer-
ican Pinto of some $2,000.
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[The following was subsequently supplied for the record. Hearing
continues on p. 2063.]

INFORMATION ON TARIFF AND NONTARIFF BARIEMRS

In response to Senator Hartke's request for information concerning tariff and
nontariff barriers imposed by the governments of certain foreign countries on.
imports of automobiles, we are attaching such information as it pertains to the
following countries:
Argentina. Finland.
Austria. Greece.
Brazil. Iceland.
Canada. Ireland.
Denmark. Japan.
European Economic Community: Norway.

Belgium. Portugal.
France. Spain.
Germany. Sweden.
Italy. Switzerland.
Luxembourg. United Kingdom.
Netherlands. Yugoslavia.

This information was compiled by the Motor Vehicle Manufacturers Associa-
tion (MVMA), and most of it has already been supplied to the Committee by
MVMA.

ABBREVIATIONS

ad val elf-ad valorem cost including insurance and freight
ANCOM-Andean Common Market.
BPT-Britsh Preferential Tariff.
b/u--built-up vehicle.
CDV--current domestic value in country of origin.
CKD--completely knocked.down.
CV---commercial vehicles, including buses less mentioned separately.
CXT-common external tariff.
DTPV-duty and tax paid value.
DPV--duty paid value.
DVV-depends on value of vehicle.
HO--engine capacity.
EEC--Commbn Market Countrles-Benelux, West Germany, France and Italy.
EFTA-European Free Trade Association-U. K., Austria, Denmark, Finland,

Norway, Portugal, Sweden and Switzerland.
FH-fiscal horsepower.
GVW--gross vehicle weight
GT or GTR-general tariff rate.
Kg-kilogram.
KG--kilogram gross weight-includes all trucking.
Kb--kilogram legal weight-includes inner wrappings only.
KN-kilogram net weight.
KR-Kennedy Round.
LAFTA-Latin American Free Trade Association.
MFN-Most Favored Nation Tariff treatment.
n.e.s.-not elsewhere specified.
n.s.m.-not specifically mentioned.
n.e.m.-not elsewhere mentioned.
SKD--semi-knocked down.
SPV-special purpose vehicle.
S/W--station wagon (estate car).
' or t-ton.
TPV-tax paid value.
TVA-tax on value added.
u/I w-unladen weight.
w/e--with cab.
w/e-with engine.
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ARGENTINA
[In percent]

Customs duty or
tariff rates-

GTR (ad val cif)

Vehicle Itype:1. Pcssenger cars I wealin& under 1,000 Kg:
Under U.S. $1.60 ......................................................................... 140
U.S. $1,601 to U.S. $2,000 ........................................................ ".......... 140

Weighing I,O1 to 1,500 KI: under U.S. $1,601 to 2,00 ............................. 140
2. Passenger cars, n.e.s ........................................................................... 140
3. Bum ........................................................................................ 100
4. Ambulances ................................................................................. 90
5. CV's: 2 axles cab chassis 3, 3 axles (2 power ddven),cab, chassis- .................... 90

b/u: Under 1, -- -K- -. . . . . . . . . . ..-------------------. 90
1,001 to 1000 K..90
over 2,00 Kg .................................................... 90

6. V's, n.e.s .................................................................................... 90
7. SPV's ........................................................................................ .0
S. SM. n.e.s ................................................................................... 90
9. Chassis ...................................................................................... 90-120

10. Bodies:
Cars, CV's, buses .......................................................................... 120
Other .................................................................................... 120

11. Parts and accessories .......................................................................... 120
12. Engines ................... ............................. ........ o

3 Chassis are Imported at the same rote as the assembled vehicle.
I Additonal specifications required for these categories.

Note.-Other Taxes, FM and Special Rates:
StaUstical tax, 1.5 percent of the cif.
10 percent tax on ocean freight charges.
Steel fund tax Imposed upon metallic product, 8 percent.
Capital goods, fincin on all gods above, except passeger cars, must meet requirements set by the Central Bank

(unlks the value of the shipments uwder U.S. $10,000).
Prior deposit, 40 percent of cif value for 180 days, held without interest.
Sales tax, 10-42 erc.
Unassembled vehicles ore classified as assembled vehicles. Importation currently prohibited for items I through 6, 8,

9, 10, and 12; however, dumpers in 5 are permitted.
Local content requirement, Argentina's local content requirement Is 96 percent and is based on weight. Automobile parts

Imported from Chile are considered having been produced "locally."

30-229-74-pt. 5-21
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AUSTRIA

(Ad vil cif or schillings per 100 Kg1

Customs duty or tariff rates

GTR

PKR 19741 EFTA I

Vehicle type:
Passenger cars and S/W's .................... 20.0 percent ............ 20.0 percent ............ Free.

Over 1,200 Kg3 ......................... 1,470 schlliings .......... 1,470 schillings .......... Do.
800 to 1,200 Kg 3 ........................ 1,400 schillings .......... 1,400 schillings .......... Do.
Under 800 Kg 3 ........................ 1,300 schillings .......... 1,330 schillings .......... Do.

Trucks d under 1.550 Kg ..................... 20.0 percent ............ 20.0 percent ............ Do.
1,500 to 7,000 Ks ----------------32.0 percent ............ 32.0 percent ............ Do.
Over 7,006 Kg ................. 25.0 percent ............ 25.0 percent ............ Do.
Under 2,200 Kgto 1,500 Kg 4 ............ 1,155 schillings ....... 1.155 schillings .......... Do.

Trucks with over 14-ton payload if type not Free ................... Free ................... Do.
made In Austria.

Buses ..................................... 29.0 percent ............ 29.0 percent ............ Do.
or, if u/l.w. is over 1,200 Kg ................ 1,470 schillings---.. 1470 schillings .......... Do.

SPV s I .................................... 25.0 percent----. 13.0 percent ............ Do.
Bodies:

Cars ....--------------- -25.6 percent ........ 20.0 percent-----... Do.
Buses, and trucks-------------.28.0 percent ........ 25.0 percent ............ Do.

Chassis w/e:
Under 1,500 -......................... 26.4 percent ............ 20.0 percent ............ Do.
1,5W to 7000 Kg 6 ...................... 32.0 percent ............ 25.0 percent ............ Do.
Over 7,6M Kg .......................... 25.0 percent ............ 23.0 percent ............ Do.

Parts ...................................... Various rates, free up to 16 percent or 1,680 schillings.

0 Imports from EEC (original 6 and Ireland) are subject to listed rates reduced by 40 percent. These rates will be reduce
60percent on Jan. 1 1975; 80 percent on Jan. 1, 1976, and will be eliminated July 1, 1977 (duty free) for all EEC Imports

I Applies also to the United Kingdor and Denmark.3 Specific rate per 100 KI net apples If lower than ad vai rate.
4 Temporarly reduced rate maybe available, partial or total exemption from duties mayapply to outomotives If Govern-

men t determines sufficient local supply unavailable.
* For cars and trucks weighing between 1,500 Kg and 2,200 Kg: 900 schillings per IC0 Kg, nct to exceed 32 Fercent ad

valorem.
Nlote.-Other taxes fees and special rates:

Import turnover fox (TWA), 16 percent.
GS P, in effect, GTR rates reduced by 70 percent.
CKD vehicles may be granted up to a 30 percent reduction of built-up vehicle rate.

BRAZIL

[In percent)

Customs duty or tariff rates
GTR (ad val cii) Surtax (OPV)

Vehicle type:
Passenger cars, S/W's:

Weighing up to 80O K valued at U.S. $4,000 cif .................... 70 24
Weighing 800 to 1,100 KL, valued at U.S. $4 800 8..... 5 28
Weighing over 1,160 Kg valued at U.S. $6,30. . 105 30

Jeeps ................................................... 70 12
Buses ............................................................. 85 12
CV's ............................................................... 85 10
E..nes.....---------------------------------------------... 45 5

y and chassis parts .............................................. 15-85 5-12
Bodies ............................................................. 105 12
Chassis (general) ................................................... 105 12
SPY's:

Firefighting, spraying, cleaning .................................... 37 12
Ambulances, vans ............................................... 105 12-16

Note.-Other taxes, fees, and special rates:
Import of passenger vehicles prohibited over U.S. $3,500 or 1600 Kg.
Port Assessment, 2 percent of cif value.
Marine assessment tax, 20 percent of net ocean freight.
Merchandise circulation tax, 13 to 16 percent of DPY, depending on state.
Import license, required.
Industrialized products tax, 4 to 30 percent cif DPV and up to 70 percent for "luxury" 5oods.
Local content requirement, In 1961 Brazil officially set its local content requirement a 100 percent for cars and 91

percent for commercial vehicles. At present, however local content in production average s 85 percent for passenger cars
(Yolkswagtn-95 percent; Dodge Dart--5 percent for example), 80 percent for commercial vehicles, and 82 percent
for buses. Local content based on the fob value of the vehicle were it o be imported.
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CANADA

[in percent

Customs duty or tariff rates (CDV)

GTR

PKR 1974 OPT

Vehicle type: All vehicles .......................................... 17.5 15. 0 Free.

Note.-Other taxes, fees, and special rates:
Federal sales tax, 12 percent of OPV, provincial sales tax also In effect.
Used cars, prohibited entry of manufactured prior to the year in which importation Is sought.
Vehicles and original equipment parts imported free of duty by GATT members for Government- qualified manufacturers

under Canadian-U.S. Automotive Products Trade Act of 1965 (same exclusion for SPV's).

DENMARK

[In percent

Customs duty or tariff rates (ad val cif)

GTR

PKR ;1974 EFTA$

Vehicle type:
Cars, buses to 10 persons ................................ 15.0 11.0 Free.
Buses, over l0 oprsons .................................. 12.0 6. 0 Do.
Trucks and SPy's ...................................... 4.0 2.0 Do.
Chassis ...................................................... 4.0 2.0 oBodies ....................................................... 10.0 5.0 Do.Engines, parts ................................................ 5.0 2. 5 Do.

I imports from EEC (original 6 and Ireland) are subject to listed rates reduced by 40 percent. Rates will be reduced by
60 percent on Jan 1, 1975, 80 percent on Jan 1 1976, and will be eliminated on July 1, 1977 (duty free). As of Jan. 1, 1974
Denmark began to align her GTR rates to the EEC's Common External Tariff rates. The duty on cars and buses to 10 persons
Is now the same as the EEC rate-It percent. The duty on all ether categories will be aligned In 4 installments: 40 percent
on Jan. 1, 1974, 60 percent on Jn. 1, 1975, 80 percent on Jan. 1, 1976, and 100 percent on July 1, 1977.

2 Applies also to the United Kingom.

Note.-Other taxes fees, and special rates:
Added value tax iS percent of DPV.
Special purchase tax, on cit DPV Cars:

5,001 to 10,000 Kr ......................................... 3,700 Kr on first 5,000 Kr plus 124 percent on
remaining value. .

10,001 to 15,000 Kr ........... ................. 9,350 Kr on first 10,000 Kr plus 136 percent on
remaining value.

Over 15,000 Ki ............... ............... 15,500 Kr on first 15,000 Kr plus 171 percent on
remaining Value.

Trucks and SPVs 50 percent of car rates.
Buses and taxis 20 percent of registered import value.
GSP: in effect
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EUROPEAN ECONOMIC COMMUNITY (EEC)-ORIGINAL 6 (BELGIUM, FRANCE, WEST GERMANY, ITALY, LUXEMBOURG
AND NETHERLANDS)

lIn percent]

Customs duty or tariff rates (ad val cif)
CXT

PKR 1974 EEC 6

Vehkle type:
Cars and car chassis ........................................... 22.0
Buses:

(a) With spark-ignition engine, cylinder capacty 2,800 cc or
more; or with compression ignition eng. olcylindarcapac.
Sty 2,00 cc or more .................................................

(b) Less than above capacities .............................. 22.0
(c) With other engines ..................................... 25.0

Trucks:
( a Same breakdown as under buses for EEC ....................()Same breakdown as under buses for EEC ................ 22. 0
c) With other engines ..................................... 20.0

Chassis for buses and trucks as under (a) and (b) above.
SPV's ........................................................ 20.0
Bodies: For the industrial assembly of cars and buses, SPV's, and

trucks with cylinder capacity as In (a) above .................... 24.0
For others ........................................................ 24.0

Engines:
250 cc or less ............................................. 18.0
More than 250 cc:
For Industrial assembly of cars and buses, SPY's, and trucks

with engine cylinder capacity less than 2,800 cc ............. 14.0
For other .................................................. 14.0

Parts ........................................................ 14.0

11.0 Free.

22.0 Dot
11.0 Do.
12.5 Do.

22.0 Do.
11.0 Do.
10.0 Do.

10.0

12.0
20.0

Do.

Do.
Do.

9.0 Do.

7.0 Do.
12.0 Do.

7-12.0 Do.

Note.-Imports from new EEC members (United Kingdo, Denmark, and Ireland) and EFTA are subject to the listed
rates reduced by 40 percent. These rites will be reduced 60 percent on Jan. 1, 1975, 80 percent on Jan. 1, 1976, and will
be eliminated (duty free) on July 1, 1977, for all EEC imports.

Other taxes, fees, and special rates:
EEC preferential tariff rates. The European Economic Community grants duty free entry to automotives having their

origin in the flowing: the overseas territories and departments; the 18 Associated African States; Morocco, Tunisia
Greece Turkey, Kenya, Uanda and Tanzania. Automoi.ys originating In Spain are subject to the Common External
Tariff (CXT) reduced by 60 percent, those pointing In Cyprus and Malta, the CXT rates reduced by 70 percent. CXT
rates reduced by 45 percent are charged on automotives of Israeli origin except time falling under tariff No. 87.02 sub-
heading A-I-b and 9-11-a-2 for which the reduction is 28 percent.

GSP, in effect, motor vehicle duty free (providing finished product content is at least 60 pccont sourced from developing
count). I

Belurn: Vae added tax, TVA), 25 penent for cars; 18 percent for other items.
France: Value added tax (TVA), cars (up to 9 sots), car chassis--.3yI percent cif DPV; other, Including chassis-23

percent clf DPV,
Customs stamp p duty 2 percent of import duty.
Annual vine tax levied on cars and based on age and/or fiscal horsepower. Fee varies from 30 to 1,000 francs.
Germany:-Value aded tax TVA), 11 percent DPV.
Annual road use tax, cars: 1440 marks per 100 cc of cylinder capacity; other vehicles: 22-166 marks per 200 K,1 of

total weiaht; tax not to exceed 11,000 marks.
Italy: sles tax (TVA), private use cars with engine capacity irater than 2,000 cc 18 percent; other vehicles 12 percent.
Stamp tax, 0.2 percent of duties and additional taxes, Including road tax.
Annual road tax levied on cars on basis of fiscal horsepower (FH1P)-varies from 5,110 to 241,870 lire per year (if over

45 FIP, tax Is S,6 lire per FHP).
Import duties are levied on elf ad valorem plus 3 percent uplift.
Luxembourg: Turnover tax 10 rent of DPV.
Netherlands: Value added tax A percent cif DPV.
Consumption tax, 16 percent ci O plus markup (on retail price excluding TVA) for cars only.
Annual car tax, about 1 Guilders per 100 K1.
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FINLAND

[in percent]

Customs duty or tariff rates (ad val cif)

GTR

PKR 1974' EFTA'

Vehicle type:
Cars (jps not specified), buses.............................. 14-15 8 Free.
Cars-CKO, for ma assemy .............a.ssem.y--- - --.-. 10 6 Do.CV's:

bl-dlesel (wt. 10 metric tons or more) ................................... 14 Do.
Other .................................................................. 8 Do.
Gas ................................................................ 8 Do.

SPV's, general ................................................ W 5 Do.
Car chassis ............. ........................... 14-15 7 Do.
Other chassis, trucks ..................................................... 14 0.
Bodies ........................................................ R 7 Do.
Engines ...................................................... 12 6 Do.
Parts ........................................................... () Do.

I Applies also for United Kingdom and Denmark.
I Imports from EEC (oriinally 6 and Ireland) are subject to listed rates reduced by 40 percent. Rates will be reduced

60 percenton Jan.1, 1975,80 percent on Jan. 1,1976, and will be eliminated (duty free) on July 1, 1977 for all EEC members.
I Free to 12.5 percenL

Note.-Other taxes, fees, and special rates:
Automobile excise tax, 140 percent of OVP less 2,500 Finmarks (minimum 50 percent of the landed price).
Turnover tax 12.4 percent cif DPV plus above tax.
GSP. In effect.

GREECE

fin percent

Customs duty or tariff rates (Ad val cif)
GTRI

PKR 1974 EEC Turnover tax

Vehicle type:
Cars over 80K ,valued up to $1650 ............. 26.0 19.64 2.60 A
Cars over 800 Kg valued over $1,650 40.0 25.24 4. 00 A
Jeeps .......................................... 17.5 15.40 1.75 A
Ambulances and hearses ......................... 18.0 16.44 1.80 A
Buses with eniine capacity up to 2.800 cc 18.0 17.50 12.60 A
Buses with enlin capity more tan 2800 ... 18.0 18.80 13.54 A
Trucks and vans, n.e.s. (excuding refrigerated type). 17.5 17.08-1L40 12.60 B
Chaw ........................................ 10.5 13.44-17.40 1.05 B
SPV's (cleani, plows, cranes, etc.) ............... 10.0 12.40 1.00 B
Parts .......................................... 5-50.0 7.88-27.68 1-5.0

I Duties on cars, ieep SP's, and parts from the EEC to be eliminated Nov. 1, 1974. Duties on buses and trucks to be
reduced In sb until elimination on Nov. 1, 1984.
Note.--Other taxes, fees, and special rates:

Turnover Taxes, In right-hand column above as follows-A-8.75 percent on 140 percent DTPV; B-4.50 percent on 130
percent DTPV.

LuxuryTax: 25 percent cllon cars valued over U.S. $1,800.
Speil Import tax. 0.5 percent cif value.
Export promotion tax, 0.15 percent cif value.
Stamp tax, 4.5 percent df duty plus tax paid value.
Initial rIstratn fe, Applicabe to private passenger cars at varying rates ranging from 20,000 Drachmas to 98,000

Drachmas.
D"osit requiremntsapply.
Import License, required.
License (circulation) fees, Payable annually at varying rates ranging from 280 drachmas to 840 drachmas for autos and

from 212 drschmas to 700 drachmas for trucks.
Levies are Imposed on used cars at the same rate as new cars and are based on-value of the vehicle when new.
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ICELAND

[In percent

Customs duty or
tariff rates-

GTR
(ad val cif)

Vehicle type:
Cars and taxicabs ......................................................................... 90
Trucks up to 3.ton capacit), pickups, jeeps .................................................. 40
Buses trucks (over 3.ton capacity) ......................................................... 30
Chassis w/e for cars ...................................................................... 90
Chassis, other ............................................................................ 30
Engines .................................................................................. 25
Parts .................................................................................... 35

Note.-Other taxes, fees, and special rates:
Excise tax, buses and trucks of carrying capacit) 6 tons and over 15 percent of cif value, others 25 percent of cif value.
Retail sales tax, 14.3 percent of cli DPV.
Deposit, 10 percent on deferred payment vehicles.

IRELAND

[in Percent]

Customs duty or tariff rates
(ad val cif)

GTRI BPT'

Vehicle type-
Cars:

b/u over X1,300 ........................................................ 75.0 22.2
blu under t 1,300 ....................................................... 75.0 31.0

Trucks ..................................................................... 75.0 31.0SPV'........... ............ . . ..................... 37.5 23.5Fire engines, cleaners and dumpers for construction .............................. .(I5
Buses up to 16 passengers ............................................. 500 25.0
Buses with 17 passengers and over ............................................ 5.0 26A
CKD-ett vefticles.. ........................................ 17.5 17.5
Engines ............................... 37.5 37.5
Chassis w/ ......................................... .... 75.0 31.0

z Imports from EEC (original 6 and Denmark) and EFTA are subject to the Usted rates reduced by 40 percent Rate.
will be reduced by 60 percent on Jan.1 1975, 80percent orrJan 1 1976, and will be eliminated on July 1, 1977 (duty free).
As of Jan. 1,1974 Ireland begn to align her GTR rates to the EIC's Common External Tariff rates. Rates will be afigned
In four installmenis: 40 percent on Jan. 1, 1974,60 percent on Jan. 1, 1975, 80 percent on Jan. 1, 1976, and 100 percent on
July 1, 1977.

1 BPT-applles to United Kingdom and Northern Ireland; other Commonwealth countries subject to GTR.
I Free.

Note.-Other taxes, fees, and special rates:
Quotas, In effect for certain parts Imports such as spark plugs and laminated spring,. Import of vehicles, bodies

chassis prohibited excepted by registered dealers or unless authorized by Ministry of Commerce and Industjy
Value added tax (TVA), passenger vehicles 30.26 percent, others 16.37 percent.
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JAPAN

Customs duty or tariff rates
(ad val cif)

GTR (in percent)

PKR 1974

Vehicle type:
Cars, trucks, buses, SPY's .................................................... 20-40.0 6.4
Chassis w/o, bodies wic ...................................................... 30.0 8.0
Engines, parts .............................................................. 30.0 6.0

Other taxes, fees, and special rates: Private use Business use
Automotive tax:

%to 360 cc displacement............................................... $12.50 $12.50
cc to 999 cc ........ ................................ 50.00 16.67

1,000cc to 1,499 cc ...................................................... 58.33 19.44
1,500 cc to ,999 cc ...................................................... 66.67 22.22
2,000 cc and over:

wheelbase not over 3.048 meters ...................................... . 150.00 62.50
wheelbase over 3.048 meters ......................................... 250.00 125. CO

Commodit) tax on DPV:
Cars with a wheelbase exceeding 305 cms and an engine capacity exceeding

3,000 cc (percent) ..................................................... 20
Cars with a wheelbase exce6ding 270 cms and not exceeding 305 cms and an

engine capacity of 2,000 cc upto 3,000 cc (e rcent).... 20
4-wheel drive cars, with wheelbase less than 270 cms, and other cars less than

170 cms wide, wheelbase less than 270 cms and engine capacity less than
2,000 cc (percent) ..................................................... 15

Note.-Purchase tax of 3 percent of the actual purchase price is levied on all vehicles, new and used.
Road taxes. The annual road tax is also related to vehicle size and progresses from $50 for very small cars (not exceeding

61 cubic Inch engine displacement), to $58.33 (61 to 91.6 cubic inch) to $66.67 (91.6 to 122.1 cubic Inch and not exceeding
the following overall dimensions: Lenth, 115 Inch; width, 66.9 Inch; height 78.7 inch), to $150 (exceeding 122.1 cubic inch
displacement, But not exceeding 120 inch wheelbase) to a maximum of $250 for very large cars (exceeding 122.1 cubic
inch eine displacement and wheelbase over 120 inch).

Supplemental annual road tax, passenger cars $30 to $140 depending on engine cc; CV's $140 to $278.
Commercial vehicles are subject to both national and prefectural (state) annual road taxes. The national tax is $16.67

for vehicles under 1,000 cc; $19.44 for those between 1,000 and 1500 cc- and $22.22 for those with engines larger than
1,500 cc. The prefectural tax starts at $13.89 for vehicles with a GYW of under 1 ton. Between 1 and I tons the fee is
$6.68 plus 11.11 for each ton over 8 tons.

aSP, In elect.
Standards, complex inspection and documentation procedures for new model automobiles result in suspension of sales

of imports during peak buying periods.
Valuation, Value uplift for customs purposes on all imported goods, particularly parent-subsidiary transactions. These

value uplifts are sometimes arbitrary and excessive.

NORWAY
[In percent]

Customs duty or tariff rates (ad val cif)
GTR

PKR 1974 'EFTA

S Vehicle type:
Cars, CV', SPV's chassis (Jeep and CKD not specified) ............ 10 8 8
Buses ....................................................... 30 30 8
Car bodies ................................................... 30 15 15
Other bodies ................................................. 20 t10-15
Engines ...................................................... 20 10

'Applies also to United Kingdom end ienmark.
I Preferential rates granted to EEC (original 6 and Ireland): Bus bodies 14.2 percent, truck bodies 9.5 percent. Rates on

buses and tr k bodies to be eliminated by 1980on imports from EEC.
I Free.

Note.-Other taxes, fees, and special rates:
Excise tax cars and chassis with motors for cars-67 percent of first 5,000 crowns of DPV and 100 percent cn excess;

buses and cfasss-25 percent of DPV; other vehlles-35 percent of DPV.
Sales tax (TVA), 20 percent elf DPV.
Traffic tax, up to 0.02 percent ad val.
GSP, not In effect.
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PORTUGAL (SAME RATES APPLY TO AZORES)

Customs duty or tariff rates

GTR I EFTA I

Vehicle type:
Cars (Jeeps not specified) minimum duty ....... 15.5 escudos per Kg ........................... 10. 80
CV's ....................................... 12.5 escudos per K ................. 0
Buses ..................................... 16.0 escudos per K ................. 2.80
CKD-see note below ........................
Chassis for dump trucks and dump trucks for

construction use .......................... 0.6 escudos per K ........................... . 48
Other chassis .............................. 11.0 escudos per Kg ........................ 8.80
SPV's ...................................... 12.0 percent ad val c ......................... 9.60
Bodies ..................................... 60.0 escudos per Kg ........................... 24.00
Engines .................................... 6-25.0 percent ad vat cif ....................... -15.0
Fine engines and ambulances ................. 2400.0 escudos each ........................... 1920.00
Parts ...................................... 6-60.0 escudos per Kg ......................... 2.40-24.00

t Duties on motor vehicle imports from EEC (original 6 and Ireland) to be eliminated on cars by 1985 and on other vehicles
and chassis by 1980. 2.2 multiplied by "P" excudos per KN, where "P" equals weight of cars inquintals, I.e. In 100 Kg
units.

3 Applies also to United Kingdom and Denmark.
Note.-Other taxes, fees, and special rates:

EFTA tariff elimination, rates for EFTA countries scheduled for elimination in steps by January 1980.
CKO vehicles, enjoy a discount of vehicle rates from 15 to 100 percent based on percent of Portuguese content.
Quota restrictions, on all vehicles are In effect.
Special tax, on cars and light CV's, calculated by multiplying list price in contos by (1,000 escudos) 0.2 (maximum of 30

percent).
Transaction tax, 7 percent of wholesale price; 20 percent for camping adapted vehicles.
Import license, required.

SPAIN

[In percent]

Customs duty or tariff rates-
GTR I (d ti cif)

Vehicle type:
Cars and S/W's (not more than 9 persons) ...................................... 68.0
Car chassis ...................................................................................... 57.5
Trucks up to 2 tons and chassis ..................................................................... 50.0

Over 2 tons and chassis ........................................................................ 57.5
Chassis w/e, bodies ............................................................................. 50-57. 5
SPY's buses .................................................................................. .60.0
Engines ............................................................................... 143.5
Parts ...................................... ..... ...... ........ : .................. 33.0
Parts for touring vehicles ........................................................................ 5.0

I Imports from the EEC are subject to GTR rates reduced by 10 percent. Rates will be reduced 35 percent on Jan. 1, 1975,
55 percent on Jan. 1, 1976, and 70 percent on Jan. 1, 1977.
Note.--Other taxes, fees, and special rates:

Luxury tax, 20 percent DPV on cars.
-Import quotas, affecting automotives in effect.
Compensatory Import tax, engines 12 percent, other 13 percent.
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SWEDEN

[In percent]

Customs duty or tariff rate (ad val cif)

GTR

PKR 1974' EFTA I

Vehicle type:
Cars, blu-CKO ............................................... 15 10 Free.
CV's, b/u and CKD ............................................ 15 15 Do.
SPY's ...................................................................... 10 Do.
Parts and accessories .......................................... 15 10 Do.
Engines ...................................................... 10 5 D'.
Chassis and bodies for cars .................................... 15 10 Do.
For other vehicles ........................................................... 15 Do.

' Imports from EEC (original 6 and Ireland) are subject to GTR rates reduced bV 40 percent. Rates will be reduced 60
percent on Jan. 1, 1975.80 percent on Jan. 1, 1976, and will be eliminated on July I, 1977.

'Applies also to United Kingdom and Denmark. EFTA rates are in the process of being r.duced.
Note.-Other taxes, fees and sp,.ial rates:

Added value tax (TVA), 17.65 percent of cif DPV.
Tran4actkn tax, 1.90 Kr per Ki of vehicle service weight and an addition of 240 Kr for every full 50 Kg over 1,600 Kg.

Tax applied only to vehicles to 1,10 Kg.
GS, In effect,

SWITZERLAND

Customs duty or tariff rates
(francs per 100 Kg)

GTR EEC I
(6 and

PKR 1974 EFTA I Ireland)

Vehicle t)pe:
Cars, welghing up to 800 kg ...................... 110 82 53 49

S01 to 1,M Kg ............................. 130 91 53 55
1,201 to 1,600 K ............................ 150 108 67 65
Over 1,600 Kg .............................. 160 140 81 84

CV's bum weighing up to 800 Kg ................ 110 82 82 82
01 to , ............................. 130 91 91 91

1,201 to 1,600 4 ........................... 150 108 108 1081,601 to 2 00 Kg ............................ 170 120 () 72
Over 2,806 Kg (general) ................................. 170(3) 102

Dumpers, over 2,80 K (nonroad) ................ 85 60 (') 36
SPY's, general.,............................. 130 90(1) 64
CKOcars: 60to& Francsper Kit:'

Mobile cranes and snow plougha weighing over
12 tons ............................... 20 10 (6) 6

Bodies for cars, CV's, buses .............. 150 (3) 66-110
Dumper bodies ............................. 40 30 is
Engines for cars (gas) ....................... 170 110 1 ..............
Parts ...................................... 150 110 ()..............

I Applies also to the United Kingdom and Denmark.
I These rates will be reduced by60 percent on Jan. I, 1975, 80 percent on Jan. 1, 1976, and will be eliminated on July 1,

1977.
' Free.
'Applies where 15 percent of value is represented b) Swiss content.
I Free to 110.

Note.-Other taxes, fees, and special rates:
Statiscal tax, 3 percent of duty.
Sales tax, 6 percent of DPV on wholesale price; 4 percent of retail price to private individuals.
GSP, 30 percent off of GTR for SPY's only.
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UNITED KINGDOM

[In percent

Customs duty or tariff rates (ad val cif)

GTR

PKR 19741 CTR I

Vehicle type:
Cars, S/W's (general) .......................................... 22.0 11.0 7.5
CV's. buses I ................................................. 22-24.0 11-22.0 7.5-15.0
SPV's ....................................................... 24.0 11.0 7.5
Chassis, general I ............................................. 22.0 11-22.0 15.0
Bodies ....................................................... 24.0 11.0 7.5
Engines, over 250 cc ........................................... 22-24.0 14.0 9.0
Parts ........................................................ 22.0 11.0 7.5

' Imports from EEC (original 6) are subject to listed rates reduced by 40 percent. Rates will be reduced by 60 percent
on Jan. 1,1975, 80 percent on Jan 1, 1976, and will be eliminated on July 1, 1977 (duty free). As of Jan. 1, 1974 the United
Kingdom began to aline her GTR rates to the EEC's Common Externa Tariff rates. On those categories for which there
was less than a 15 percent difference in the United Kingdom and EEC duty rates, the alinement was achieved in full on
Jan. 1, 1974. The duty rates on all other categories will be alined in 4 installments: 40 percent on Jan. 1, 1974, 60 percent
on Jan. 1, 1975, 80 percent on Jan. 1, 1976, and 100 percent on July 1,1977.

3 Commonwealth tariff rates. These rates will be harmonized with the EEC's Common External Tariff by July 1, 1977.
Products from Ireland, Onmark, and the EFIA admitted free.
Note.-Other taxes, fees, and special rates:

Special tax, passenger cars 10 percent of wholesale value in United Kingdom.
Value added tax (TVA), passenger cars 10 percent cif DPV in United Kingdom.
GSP, in effect.

YUGOSLAVIA

lIn percent]

Customs duty
or tariff rates-
GTR(ad val

Vehicle type:
Cars ............................................................................................ 30
CKD ' ........................................................................................... 15
Buses ........................................................................................... 15
Trucks:

U p to 10-ton payload .......................................................................... 22
W- to 20-tons pa)load ......................................................................... 16
Over 20-tons payload, including all reefers and tankers ............................................ is

SPY'S .......................................................................................... 18-2C
CV chasis ....................................................................................... 16
Municipal vehicles ................................................................................ 10
Engines-rate "relevant" to vehicle.
Parts-rate "releant" to vehicle.

'Passenger cars assembled in cooperation with foreign firms 15 percenL
Note.-Other taxes, fees, and Special Rates:

Import tax, 6 percent of dutiable value.
Customs handlinilcharge: Ipercent of dutiable value.
Equalization tax, 3 percent of dutiable value.
Import license, required except for parts.
Sales tax. 12 percent of retail price except in case of cars valued In excess of 23,000 New Dinar which are taxed as noted

below: 23,000 to 30,CO0 Dinar-30 percent; 30,001 to 40,000 Dinar-S0 percent; over 40,000 Dinar-100 percent.

AMERICAN IMPORTED AUTOMOBILE DEALERS ASSOCIATION-TARIFFS AND NONTARIFF

TRADE BARRIERS ON AUTOMOBILES IN SELECTED COUNTRIES

JAPANf

Japan has a 6.4% ad valorem tariff on automobiles. It has the following rev-
enue measures of general application that apply to domestic as well as foreign
automobiles.
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(1) Automotive Tax Private use Business use

to 360 cc displacement ................................................ $12.50 $12.50
cc displacement to 999 cc ............................................. 50.00 16.67

1,00 cc displacement to 1,49 cc ......................................... 58.33 19. 44
1,500 cc displacement to 1,999 cc ........................................ 66.67 22.22
2,000 cc displacement and over:

Wheelbas not over 3.048 meters ...................................... 150.00 62.50
Wheelbase over 3.048 meters ......................................... 250.00 125.00

Rate
(2) Commodity tax on dutiable value (percent)

Cars with a wheelbase exceeding 305 cms and an engine capacity exceeding 3,000cc ......................... 20
Cars with a wheelbase exceeding 270 cms and not exceeding 30 cms and an engine capacity of 2,000 cc up to3.000 cc. ..-, ................................................................................... 1 5
4-wheel drive cars, with wheelbase less than 270 cms, and other cars less than 170 cms and engine capacity

less than 2,000 cc ............................................................................... 15

(8) Purchase Tax.-A purchase tax of 3% of the actual purchase price is
levied on all vehicles, new and-used.

(4) Road Ta.es.-The annual road tax is also related to vehicle size and
progresses from $50 for very small cars (not exceeding 01 cu. In. engine dis-
placement), to $58.33 (81 to 91.6 cu. n.) to $66.67 (.91.6 to 122.1 cu. in. and not
exceeding the following overall dimensions: length, 185 In.; width, 66.9 in.; 78.7
in.) to $150 (exceeding 122.1 cu. In. displacement, but not exceeding 120 In.
wheelbase) to a maximum of $250 for very large cars (exceeding 122.1 cu. in.
displacement and wheelbase over 120in.).

A supplemental annual road tax, effective December 1, 1971, is levied on pas.
senger cars to raise additional revenue for highway construction and to assist
In the financing of improved urban transportation facilities. It ranges from $30
for minicars (under 360 cc engine displacement) to $140 for large cars.

(5) Licenses.&-mport licenses are still required, but Import deposits are tem.
porarily suspended.

UNITED KINGDOM

The United Kingdom tariff will be 11% ad valorem when it Is fully harmonized
with the tariff of the European Elconomlc Community on July 1, 1977. It also has
value added tax of 20% that Is levied on all vehicles.

WEST GIRMANY

West Germany has an 11.0% ad valorem tariff on automobiles. Additional rev-
enue measures of general application that apply to domestic as well as foreign
automobiles are:

(1) Value Added Tax (TVA)--11% of dutiable value; and
4(2) Annual Road Use Tax.-About $4.00 per 100 cc cylinder displacement or

fraction thereof.
ITALY

Italy has an 11.0% ad valorem tariff on automobiles. Import duties are levied
on the elf ad valorem basis, plus 3% uplift. Additional revenue measures of
general application that apply to domestic as well as foreign automobiles are:

(1) Administrative and Statistical Ta,.-1l% ad valorem.
(2) Stamp Tao.-0.2% of duties and additional taxes, including road tax.
,(3) Annual Road Tax.-Levled on eara on basis of fiscal horsepower (FHP)-

varies from 5,110 to 241,870 lire per year (if over 45 FHP, tax Is 8,660 lire per
FHP).

(4) Value Added Ta (TVA)-18% of dutiable value.

LUXEMBOURO
Juxembourg has an 11.0% ad valorem tariff on automobiles. It also has a turn-

over tax of 10% of dutiable value that applies to domestic as well as foreign
vehicles.
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NETfERLANDS

Netherlands has an 11.0% ad valorem tariff on automobiles. Additional revenue
measures of general application that apply to domestic as well as foreign auto-
mobiles are:

(1) Value added tax.-14% of dutiable value.
(2) Consumption Ta.-15.5% of dutiable value plus markup (on retail price

excluding the value added tax) for cars only.
(3) Annual Car Tax.-About 13 guilders per 100 Kg.

BELGIUM

Belgium has an 11.0% ad valoremntariff on automobiles. It also has a value
added tax of 25% that is applied to domestic as well as foreign automobiles.

FRANCE

France has an 11.0% ad valorcm tariff on automobiles. Additional revenue
nieasures of general application that apply to domestic as well as foreign auto-
mobiles are:

(1) Value Added Tax.--33% on dutiable value;
(2) Customs Stamp Duty.-2% of import duty; and
(3) Annual Vignette Ta.r.-Levied on cars and based on age and/or fiscal

horsepower. Fee varies from 30 to 1,000 francs.

DENMARK

Denmark will have an 11.0% ad valorem tariff on automobiles when the Danish
tariff fully harmonizes with that of the European Economic Community on
July 1, 1977. Additional revenue measures of general application that apply to
domestic as well as foreign automobiles are:

(1) Added Value Tax.-15% of dutiable value;
(2) Salee Tao.-12.5%/ (9% for registered Importers) ; and
(8) Special Purohase Tax.-on dutiable value cars:

5.001-10,000 Kr---------- 3,700 Kr on first 5,000 Kr plus 113 percent on
remaining value.

10,001-15,000 Kr ------------ 9,350 Kr on the first 10.000 Kr plus 124 percent
on the remaining value.

over 15,000 Kr ------------- 15,500 Kr on first 16,000 Kr plus 150 percent
on the remaining value.

IRELAND

Ireland will have an 11.0% ad valorem tariff on automobiles when the Irish
tariff fully harmonizes with that of the European Economic Community on
July 1, 1977. Additional revenue measures of general application that apply to
domestic as well as foreign automobiles are:

(1) Wholesale Tax..--20% dutiable value; and
(2) Turnover Tax (TVA).--5% of retail price.

BRAIL

Brazil has the following tariff schedules for automobiles:

Dity Surtax (PT)

Passenlor cars, S/Ws:
Weihing up to 800 Kg valued at U.S. $4 000 cli ....... 70 percent| ad voi.... 24 percent of dutiable value.Welghing 00 K to o'000 K aed a US. 94,800 ....... I percent ad val.... 28 percent of dutible value.
Welihng over 1,100 Kg, valued at U.S. $6,300 ............ 105 percent ad val... 30 percent of dutiable valve.

The import of pamsenger vehilch of over $8,500 or 1600 Kg is prohibited, and
an import license is required.

Additional charges on imports include a port assessment of 2% of the dutiable
value, and a marine assessment tax of 20% of the net ocean freight
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Additional revenue measures of general application that apply to domestic as
well as foreign automobiles are:

(1) Industrialized Products Tao.---0-75% of dutiable value; and
(2) Merchandise Circulation Ta.r.-15-17% of dutiable valu2.

ARGENTINA

Argentina has the following tariff schedules for automobiles:
(1) passenger cars weighing under 1,000 Kg:

under U.S. $1,600-------------- 140 percent ad vat cif.
U.S. $1,001-U.S. $2,000 ------------- 140 percent ad val elf.

weighing 1,001-1,500 Kg: under U.S.
$1,601-$2,000 ---------------------- 140 percent ad val elf.

(2) passenger cars, nes -------------------- 140 percent ad val cif.
Importation is currently prohibited for passenger cars.

Additional revenue measures of general application that apply to domestic as
well as foreign products are:

(1) Statistical Tax.-.5% of the cif;
(2) 4% Tax on ocean freight charges;
(3) Steel Fund Tax imposed upon metallic products at 20 pesos per Kg.; and
(4) Prior Deposit.--40% of elf value for 180 days.

CANADA

Canada has a tariff of 15% ad valoren on automobiles not covered by the U.S.-
Canadian Automotive Products Trade Act of 1965. Vehicles and original equip-
ment parts are imported free of duty by GATT' members for Government-quail-
fled manufacturers under the U.S.-Canadian Automotive Products Trade Act of
1965, In addition, a sales tax of 12% of dutiable value is levied on all vehicles.

Senator HARTKE. Let us be realists in trade matters. These are
the facts we are up against. We have a real struggle ahead of us.
The most open market in the world is the United States of America.
It is the best market and everyone likes to operate in that market
if they can.

This market cannot expand if it is flooded with imports. We
have become a service economy and a chief exporter of raw ma-
terials like so many developing countries. There are 120,000 auto-
mobile workers out of work now. It will increase to 420,000 by
June. I tell you that our social system is not prepared to meet
that kind of a challenge. You may think it is, but I know it is not.

You talk about adjustment assistance
- Mr. AUL.T. Mr. Chairman, that certainly is not due to the im-
ported car industry.

Senator HARTRKE. It may not be. "I am not saying it is or is not.
Mr. MIlLEr. You certainly also cannot say that the imported carC industry has raped the American economy.
Senator HARTKE. I am not saying it is or it is not. But when you

come forward and tell me that an Opel sells better in Germany
than Volkswagens, that is of small consolation to the American
working man.

Mr. PJIy. But Senator-
Senator HARTKE. And your criticism of the big three auto pro-

ducers here, I would think that they would be interested in replying
to your testimony. I have asked the committee staff to direct that
portion of your testimony which makes those rather severe and
critical charges against General Motors, Chrysler, and Ford, to
these firms for other comments. I also intend to ask th9 committee
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staff to direct this testimony to Mr. Woodcock and ask for his
comments. 'The committee should benefit from this type of dialog.

I am fearful that the adjustment assistance provision will exceed
at least a billion dollars, if not two billion dollars, as it is presently
written. I do have some experience in this area. I have just handled
a railroad bill in which some people were rather severely critical of
the cost. The cost. of adjustment assistance is a quarter of a billion
dollars in an industry which has very minor employment imbalances,
as contrasted to the automobile industry and to the shoe industry
and the textile industry which have been severely damaged by
imports.

If you had to have no trade bill at all or the one as it is written
by the House, which would you prefer?

Mr. PRAY. We would prefer the House bill, Senator.
Senator HARTRE. The President's trade-bill may not be dead, but

it is criticmlly ill. The halo of the free trade myth is dimming
slowly but surely.

Mr. PRAY. Senator, if I may make one comment, you suggest
that we speak to the German Government to suggest that they
reduce their tariff. Their tariff is 11 percent in European or im-
ported cats. Frankly, it would not be our position, it would be
the position of the people interested in selling automobiles into
-that market.

General Motors in this country is not interested in selling Vegas
and Chevrolets in the German market. They already have a domi-
nant position in that market, so they are not the least bit concerned
about having that tariff lowered.

Senator HARTKE. Maybe we could provoke their interest.
Mr. PRAY. I would agree with that intensely.
Senator HARTK,. There are two way; to do it. One is the Burke-

Hartke bill. It- would really spark their interest. If they got the
Burke-Hartke bill they would be tr ing to maximize their sales in
the United States. They will get otf of their heels then. .

All right, gentlemen. Thank you, and thank you for the time.
Senator Dole.

Senator DOLF,. Thank you.
I think that bill is about in the same shape as the trade bill.
rGeneral laughter.]
Senator HARTKE. When you have a million dollar attack, like

the one thrown up against my legislation by the giant multi-
nationals, it is lucky it is even out here being talked about any-
more. But it has been the major reason why the administration's
bill has not sailed through. It is rather surprising that Leonard
Woodcock, who testified against my measure so strongly in the
House of Representatives, comes over here and finds himself in'
the position of being attacked for taking basically the same posi-
tion I have been advocating for quite some time. So maybe we are
getting converts slowly but surely.

Senator Dole? Thanks again for the time.
Senator DOLE. Well, I think it is very interesting, but if this

bill is dead there are not many pallbearers here on this side. You
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do indicate it may be in some trouble, and I am not certain what
the strategy may be. But we are having a lot of hearings on the
bill and if it is in a critical stage, then I think we have a responsi-
bility, of course, which the Senator from Indiana shares, to do
something. I think I read most of the large statements while
everybody was reading the small statements, and I of course con-
cluded very early that you oppose the suggestion by Mr. Woodcock.
That seemed to be the dominant theme of your testimony, though
I did miss the first statement.
. And I think you did point up statistically that it was not the
imports that caused the problem. I think Senator Hartke indicates
it is going to get even worse as far as unemployment is concerned
with auto workers, and there are a great many of those in my
State. But if they had a total freeze on foreign import cars, it
probably would not help the auto workers.

Would itI
Mr. MCELWAINE. Senator Dole, our contention and our position

is that freezing imports of automobiles would not help the United
Auto Workers one iota, and this contention is statistically sup-
ported by the Harbridge House study which we offered as a part
of our record.

I would also like to add that we feel that Mr. Woodcock's state-
ments are alarmist in the extreme, first in his contention that
imported cars are taking over up to 30 percent of the market,
whereas in truth our percentage of the market for the first quarter
of 1974 is within a single percentage point of where it has been
for the last 4 years. I think he is also alarmist in predicting a
worsening of the unemployment situation among his United Auto
Workers.

The domestic automobile industry on the basis of the economic
forecasts of its most reliable forecasters is looking at a sales year
for 1974 of between 9.5 million and 10 million automobiles, which
will make it one of the four or five biggest years in the history of
the American automobile industry. I do not completely understand
why that should be an economic catastrophe.

Senator DOLE. Well, I think with the removal of the excise tax
in 1971 the industry has had some pretty good years, and I can
understand their concern now. I did not hear the testimony of
Mr. Woodcock, but I have read of it and about it. He certainly
has a right to be concerned for those who are unemployed. So I
am not certain myself it would be any relief if his suggestion were
adopted.

I think Senator Hartke did raise a question that is difficult to
answer, and that is about all of the different nontariff barriers that
Japan imposes. What does a Pinto cost, $5,600 in Japan and $2,500
here, and it just does not seem to be-fair. I think we are talking
about trade reform. There must be something in that bill that would
provide some relief in the event it was necessary. And the same
thing is true in some European countries, and I think that is an
area that concerns a great many people, not just those in the in-
dustry, but a great many Americans.

Do you have any comments ?
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Mr. PitY. Senator, my comment on the nontariff barriers in
Japan-Japan imposes a 15 to 20 percent road tax, consumption
tax, whatever it. is called, on all cars, their own included. Their
import. duty is only 6.4 percent as compared to our 3 percent, not
a significant factor. The major reason why the Pinto is so high
priced in Japan is the dealer markup, the dealer charges for prep-
aration, and other factors that are really not the Governments
control but the actual importer. You might compare it with the
American imported industry 25 years ago when imported cars
in this country were exotic. The price that they sold for in Park
Avenue showrooms bore no relationship to the price of the car in
the country of origin. So really, it is not the Government imposing
a tax against our products. 'their tax is imposed on all of their
cars, also.

Senator DOLE. How many people are employed in your industry
in this country?

Mr. PnAY. 143,000.
Senator DOLE. Now, have you been affected at all by falloff in

your business as far as employees are concerned?
Mr. PRAY. Well, in the last few months we have not actually had

figures as far as layoffs. But during the period of the surcharge in
1971, when the surcharge was in for 4 months, where 8,000 plus
workers in our industry were laid up.

Senator DOLE. There is another area, I think, in the statement,
I thilk with reference to section 301, if I can find it,

Do you a gree with the House provision with reference to that
section on tlie threat of injury, or do you believe there should be
some changes made?

Mr. 'MILLE'T. Mir. Chairman, I might ask-
Senator DOLE. Section 201, 1 think it is, on the escape clause, not

301.
Mr. MILLET. I think, Mr. Chairman, our counsel Mr. Rehm, might

want to comment on that.
Mr. REJUM. Yes; I think-
Senator HARTKE. Please identify yourself for the record.
MIr. RE.iM. I am sorry, Mr. Chairman. John B. Rehm, law firm

of isby Rivkin, Sherman Levy, and Rehm here in Washington,
counsel to the Automobile Importers of America.

We do have some problems with the escape clause, as it is called,
in the House-passed bill, and in our detailed statement I think we
point to four areas where we would suggest improvements. I will
not touch on all of them, but I think I would mention perhaps
two in particular.

The first one, and I am sure this committee has heard a fair
amount of discussion on this, is the question of the causal rela-
tionship between the increased imports and serious injury. As I
am sure you know, Senator, the test in the House-passed bill is
whether the increased imports would be a substantial cause of a
serious injury, and the bill provides a definition, or attempts to
provide a definition, of the term "substantial." I think we view that
as deficient, as too lax, and permissive. We would urge that the
notion of major cause be-substantiated.
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The other comment I would make goes to the concept of the
threat of serious injury. I think it is our position that the notion
of serious injury as such is adequately and properly defined in the
bill as passed by the House. But when you look at the definition or
attempted definition of the concept of threat of serious injury,
there seems to be a curious inconsistency. Some of the important
adjectives that go to describe features of serious injury are omitted
when it comes to the definition of threat, and, therefore, we are
concerned that as one reads the statute, at least on its face, one could
conclude the threat of serious injury is a lesser standard than
serious injury itself.

And I Would argue that, if anything, it should be the other
way around, that one should be able to move in the case of threat
of serious injury only when something very serious and imminent
is about to occur.

Senator I)OLE. Well, I think in the bill itself it indicates a de-
cline in sales, a higher and growing industry, downward trend of
production, profits, wages, and employment.

"Mr. Rk:btI. Senator, if I may comment on that, because that is
exactly the reason for our concern. Those terms that you have just
read lack the adjectives, and I think the adjectives play an im-
portant role here, that you see immediately up above with respect
to the notion of serious injury, where words are used like significant,
that is, "significant nuinber of firms," "significant unemployment
or underemployment." Whereas when you come to threat of serious
injury, youl hnve the nouns "decline in sales," "higher and growing
inventoryy" but without the important adjectives used.

Senator DOLE. Well, I think in that, the energy crisis would
probably trigger that way, would it not?

I mean, had this been the law.You certainly had a decline in sales, a higher and growing in-
ventory, and a downward trend of production and profits and wages,
because of the energy crisis. And it may not have had any impact
otherwise.

Mr. RFuml. Yes; but of course the energy crisis was not directly
related to imports.

Senator DOrrE. Right.
Mr. REII..M. And this is an attempt to establish a formula which

tells you when you may legitimately take action against imports.
Senator DOLx. I understand that.
Well, my time is up.
Senator HIIARTKC. Gentlemen, I want to thank you for your testi-

mony. We certainly thank you for this study made by Iarbridge
House. I take note of the fact that the study was sponsored by
the American Imported Automobile Dealers Association and funded
by Volkswagen of America, Mercedes Benz of North America, and
the Automobile Importers of America. So we shall consider it in
the context in which it is submitted, and the sponsorship of which
it is submitted.*

OTIhIs study was made a part of the official flies of the committee.

W0229--74-pt. a-22
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All right, gentlemen, thank you.
[The prepared statements of the American Imported Automobile

Dealers .Asociation, Automobile Importers of America, National
Automobile Dealers Aesociation, and material previously referred
to follow. Hearing continues on p. 2095.]

PREPARED STATEMENT OF AMERICAN IMPORTED AUTOMOBILE DEALERS AsSOCIATION

SUMMARY

1. The Finance Committee should reject the proposal of the United Automo-
bile Workers to impose quantitative restraints on the importation of automo-
biles into the United States. The imposition of quotas on foreign automobiles
would be counter-productive In terms of employment, fuel consumption, and-.
competitive benefits for the American economy. In addition, import quotas on
automobiles would result in windfall profits for certain car dealers, and violate
the international legal obligations of the United States with reslect to the Gen-
eral Agreement on Tariffs and Trade (GATT) and the United States-Canadian
Aut motive Products Agreement of 1065.

2. The American Imported Automobile Dealers Association sympathizes with
the problems of unemployment aced by U.S. automobile workers but believes
that import quotas are Inappropriate because foreign Imports are not the cause
of the distress of the American automobile industry, and limiting foreign In.
ports cannot cure what ails the American automobile Industry. The decline In
sales of automobiles in the United States is not due to foreign automobile im-
ports, which have themselves declined by 27 percent from their levels of one
year ago, but to:

The "energy crisis", which has slowed consumer demand for large auto-
mobiles;

Internal cyclical factors within the U.S. automobile industry:
The general slowdown in the U.S. economy:
The pervasive shift in demand away from larger cars In the Uni:ed States;

and
An overemphasis by the U.S. automobile manufacturers on large car produc-

tion, as opposed to the smaller models desired by many U.S. consumers.
8. The American Imported Automobile Dealers Association supports the Trade

Reform Act of 1978 as it Is presently written. We believe that it could be im-
proved, however, by revisions In its provisions dealing with tariff authorities
In trade negotiations, balance of payments authorities for the President, "safe.
guards" for relief front fairly-priced foreign imports, adjustment assistance, and
counteravalling duties.

4. The high tariff on unitized foreign trucks of 25 percent should be reduced
in order to ameliorate the "energy crisis" In the United States, and the next
round of trade negotiations should attempt to further liberalize the trading
conditions in the world automobile economy.

I. INTRODUCrION

The American Imported Automobile Dealers Association (AIADA), which
represents the independent American businessmen who sell and service imported
automobiles, appreciates the opportunity to testify before the Senate Finnnee
Committee on trade policies for the United States. The U.S. Imported automobile
Industry consists of more than 13,000 U.S. business enterprises, of which about
4600 handle only Imported models. It employs 175,000 U.S. workers, has an
annual payroll of about $1.5 billion, and supports the U.S. economy through Its
$1.85 billion In Investments In plant and equipment. We are the prototype case
of an import-dependent Industry, and we favor, in general, the free flow of
products In International commerce.

The objectives of our testimony today are threefold. First, we be'Ieve that
the proposal of Mr. Leonard Woodcock, President of the United Automobile,
Aerospace and Agricultural Implement Workers of America (UAW) to place
quotas on imports of foreign automobiles should be discussed fully before the
committee. Secondly, we believe that the Trade Reform Act of 1978 should tw
reviewed carefully from the point of view of an Industry that believes thut
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free trade is of overall benefit to the U.8. economy. And, finally, we propose
to look beyond the Trade Reform Act of 1978 to the trade negotiations in the
General Agreement on Tariffs an4 Trade (GATT), and analyse the Issues that
may arise in those negotiations affecting the imported automobile industry.

In general, our testimony concludes that:
The imposition of quotas on foreign automobiles would be counter-productive

in terms of employment, fuel consumption, and competitive benefits for the
American economy;

The Trade Reform Act of 1978 is a sound piece of legislation, but could be
improved by revisions in its provisions dealing with tariff authorities in trade
negotiations, balance of payments authorities for the President, "safeguards"
for relief from fairly-priced foreign Imports, adjustment assistance, and coun-
tervailing duties; and

The high tariff on unitised foreign trucks of 25 percent should be reduced in
order to ameliorate the "energy crisis" in the United States.

The rationale of our proposals is explained in more detail below. Adoption
of our proposals, we believe, will result in better trade policies for the United
States that will be more likely to bring about a more open economy.

II. THE QUESTION OF QUOTAS FOR FOREIGN AUTOMOBILES: AN ANALYSIS OF THR
UNITED AUTOMOBILE WORKERS PROPOSAL

On March 22, 1914, Mr. Ieonard Woodcock, President of the United Autom6-
bile, Aerospace and Agriculture Implement Workers of America (UAW) pro-
posed before this Committee that quantitative restrictions limiting imports of
foreign automobiles to their average percentage share of the U.S. market over
the last three years be imposed until September 30, 1975. He argued that quotas
are needed to check the "serious threat of a sudden upsurge in the share of
foreign ImportA in the domestic automobile market" and higher unemployment
in the automobile industry.
A. The Cewee of Unemployment In the U.S. Automobile Induetry

We sympathize with Mr. Woodcock and his concern about unemployment In
the automobile industry, and we hope that our remarks will not be construed as
self-serving comments designed to enhance. the market share of foreign enter-
prises in the U.S. economy. We represent United States oitteens, are a U.S. or-
ganization, and, indeed, our fortunes fluctuate with the general condition of
the economy. So we are not pleased to see an industry that related directly or
indirectly to the employment of one out of every seven Amricans in deep
trouble Our argument is simply this-foreign imports are not the cause of the
distress of the American automobile industry, and limiting foreign imports
cannot cure what ails the American automobile industry. There are five major
reasons for the unemployment existing today in the American automobile in-
dustry, and none of them are even remotely related to the importation of for-
eign automobiles. First, the "energy crisis", triggered by the recent Arab oil
embargo, raised great fears In the minds of American consumers about the
avai'abliity and price of gasoline in the United States. Frustrating waits in
gasoline lines and predictions of $1-a-gallon gasoline have encouraged many
Americans who would otherwise have purchased a big car to buy a amall one in-
stead. The result has been an inventory accumulation of large automobiles, and
an increase . in demand for smaller automobiles. The second reason for the slow-
down !In the automobile industry is a cyclical one associated with the recent
growth of the industry. The industry had Increased new-car sales in five out
of the last six years, culminating in a record sales year in 1978. Accordingly,
new car sales were bound to slow down in any case. A third exogenous factor
is the condition of the U.S. economy. Even before the recent Arab oil embargo
and the talk of an "energy crisis", consumer demand for alltomobiles was slow-
Ing down due to an end to the recent income boom in the United States and
heavy consumer debts. According to a study of the automobile market by Data
Resources, Inc., of Boston, Massachusetts, these factors would hate severely
retarded the market in any case. The fourth factor is difficult to quantify but
nonetheless Important. It is that the long romance of the American consumer
with the large automobiles Detroit has traditionally produced has apparently
ended in the last few years. We have now reached the point where the small
car owner at a stop light can look over at the big car owner with sympathy.
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This pervasive shift In demand for smaller, fuel-economizing models has been
a significant aspect of the U.S. automobile market in the last several years.

The fifth reason for the automobile industry's distress has been its inability
to convert its plants to small car production rapidly enough to meet the con.
sumer demand for smaller automobile& The anterior question here is why
Detroit emphasized the production of large care and deemphasized the pro.
duction of small cars in the first place. The answer is found In the revealing
statistic that General Motors can produce a Cadillac for only $800 more than
it costs to build a full-size Chevrolet, and yet it can sell a Cadillac for $8,000
more than it can sell a Chevrolet. For two decades, then, the prevailing philoso-
phy of Detroit has been that big cars mean big profits. Viewed in this light,
the steady growth in the U.S. market share of foreign imports was a develop-
ment that could have been totally prevented by U.S. automobile manufacturers
had they been willing to meet their foreign competition with a smaller auto-
mobile with fewer extras at lower prices. Instead, General Motors, Chrysler,
and Ford, to a lesser extent, maximized their profits by playing the role of
yielding oligopollsts, ceding market shares while maintaining a higher price
structure for their larger automobiles. Accordingly, it would seem that the
United Automobile Workers would do better to focus on the managers of their
enterprises when allocating blame for their present predicament. But, as noted
above, it is important to realize that their managers have, for the last decade,
pursued a rational profit-maximizing strategy, and were not poor managers,
unaware of market trends, as some have suggested. The managers of Detroit
were riding a short-run railroad, and have made their workers pay the price.
It is incongruous for the workers of the automobile industry to demand that
foreign imports should be excluded and windfall profits accrue to their man-
agers, the ones who have placed them in their present situation.

Most importantly, Mr. Woodcock's contention that there Is a threat of foreign
automobiles taking over a disproportionately large share of the U.S. market
in the near future is alarmist, and has already been disproved by events. In
March. 1974, when sales of domestic cars declined by 80 percent from the
previous year, imported car sales declined by 27 percent, and imports took 16.1
percent of the market in March, 1074, an increase of less than one percentage
point over their average for 1978. Import dealers sold 125,000 automobiles in
March, 1974, compared with 177,500 a year earlier. The decreasing sales of Im.
ported automobiles in March fits the pattern of a steady decline in sales since
the beginning of 1974. In January, 1974, sales of imported automobiles were
down 9 percent, and in February, 1974, 20 percent. Moreover, the leading import
manufacturer, Volkswagen, reported a year-to-year sales decline of 81 percent
in March, 1974, only somewhat less than the decline suffered by General Motors
(388%) in the same month and greater than the percentage decline suffered by

either Ford (24%) or Chrysler (20%). This would hardly indicate that Im-
ports are taking over the market, or that they are heading towards 80 percent
of the domestic market in 1974, as Mr. Woodcock has alleged.

A survey of the American Imported Automobile Dealers Association of the
principal foreign manufacturers reveals that they anticipate no increase in their
total sales figures for 1974 over 197& While this may represent a slight increase
in the percentage share of the U.S. market due to the smaller size of the over-
all market in the United States, it would represent no more sales than are
persently taking place in quantitative terms. The reasons for the inability of
foreign automobile manufacturers to increase their exports to the United States
Include the impact of two dollar devaluations by the United States and re-
valuations by Japan and West Germany, a lack of raw materials and energy
supplies, and increasing labor and fabrication costs abroad.

For the long term, the outlook for the U.S. automobile industry is bright.
Data Resources, Inc. estimates that automobile sales in the United States will
total 9.6 million in 1974, 10.8 million in 1975, and 11.4 million in 1976. By
1975, Data Resources, Inc. estimates, the domestic production of small cars
will gain momentum, and cut the share of the market held by foreign auto.
mobiles.

B. The Impact ol AutomobUe Quotas on the U.S. Eoonomy
For the short term, AIADA realizes that the U.S. automobile industry may

have a difficult transition period. We contend that imposing quotas on foreign
cars, however, would not be the proper policy for the United States This
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committee should be aware of the impact of quotas on imported automobiles
on the entire U.S. economy. Quotas would be coubter-productive in terms of
employment, fuel consumption, competitive benefits, and diversity of choice
for the American e-onomy. In addition, Import quotas on automobiles would
result In windfall profits for certain car dealers, and violate the international
legal obligations of the United States with respect to the General Agreement
on Tariffs and Trade (GATT), and-the United States-Canadian Automotive
Products Agreement of 196

1. Rmployment.--AIADA agrees with the UAW that the problem of employ-
ment for American workers is a matter of Justifiable concern for the Finance
Committee. The Imposition of quantitative restraints on automobile Imports,
however, would result In more, not less, unemployment in the American economy.
The basis of Mr. Leonard Woodcock's demand for temporary quotas on im-
ported cars is that, with fewer Imports of smaller cars available to the
American consumer, he would then purchase the larger, gas-burning American
cars available, factories would cease the transfer of production from large to
smaller cars, and the UAW members who have been laid off during this trans-
fer would be reemployed producing large cars once again.

The entire premise is illogical. Domestic manufacturers have committed them-
selves to increasing the production of small cars as rapidly and to the greatest
extent possible. This has been In response to expressed public demand. Limit-
ing the amount of Imported cars available will not alter the public position nor
the manufacturers' decision.

Employment will increase in domestic automobile manufacture only after
the manufacturers have completed their transition to small car production.
There is no way the process can be speeded up by restricting imports.

Assuming, arguemdo however, that U.S. consumers would be willing to pur-
chase large automobiles, and that quotas could generate a greater domestic
production of automobiles, what would be the result In terms of overall U.S.
employment? AIADA, believing that the Committee would want a solid, sta-
tistical answer to this highly unlikely situation, rather than guesswork, asked
Harbridge House, an Independent research institution In Cambridge, Massa-
chusetts, to undertake a study of the following question: What would be likely
to happen to total employment In the United States if unit sales of the im-
ported automobile industry were to decline by a substantial factor-for ex-
ample, 5 0,000 vehicles--and if all of these sales were to be replaced by an
equal number of vehicles manufactured by the U.S. automobile industry in the
United States? Harbridge House concluded that there would be a net domestic
employment lose of 565 Jobs in the United States In the first year of such a
shift, and that, In the second year of such a shift, the net effect on employ-
ment would be much more negative because service-related Jobs in Imported
automobile dealerships would decline by approximately an additional 6,700
units. Harbridge House concluded, in other words, that the imported automobile
industry Is a net Job.oating Industry, and that quotas would have the result
of reducing employment in the United States.

The methodology for the Harbridge House study centered on determining an
"Incremental passenger car Job factor" for the U.S automobile Industry. In
order to determine the number of Inciemental jobs that might be generated by
the substitution of 500,000 domestically manufactured automobiles for an equal
number of domestic ones, Harbridge House assessed the actual historical dx-
perience of the American automobile industry during the past twelve years.
During five of those years-1962, 1968, 1965, 1968, and 1971-the number of
passenger automobiles manufactured in U.S. factories Increased by 500,000 or -
more units. Accordingly, those years were selected as the basis for the Har-
bridge House analysis, An analysis of the experiences of those five years re-
vealed that .084 Jobs in the U.S. motor vehicle Industry were "created" per
incremental passenger car manufactured. Based on the assumption that ex-
ternal inputs account for 40 percent of the total inputs of the motor vehicle
industry, 28,400 manufacturing-related Jobs would be "created"1 If 500,000
additional units were produced in this country. The reason for this relatively
smallincrease in employment is the high fixed cost structure of the U.S. auto-

'This figure Is based on the following Harbridge House estimate: Incremental Jobs
within the automobile Industrq manufacturer Im)- 000, Incremental jobs in supply
industries, 11,400; Total manufacturing-related jobs, a,466.
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mobile industry, and the relatively small variable costs associated with each
Incremental vehicle.

With respect to the dealerships associated with domestic automobiles, a simi.
arly negligible increase in Jobs would result. It would seem that increased
vehicle production In this county should result in a correlative gain for do-
mestic dealerships, but the historical experience of the past few years indicates
that the gain, it any, would be relatively small. The reason for the small gains
that would accrue to domestic dealers Is that small labor-intensive dealerships
are being eliminated from the domestic dealer industry, as sales of cars per
dealer have Increased continuously. In other words, the domestic dealer indus-
try has discovered that it can maximize economies of scale by eliminating
dealers; accordingly, we would expect a Job increase of no more than 8,850
In the domestic dealerships in the United States as a result of an increased
production of 500,000 automobiles in the United States.

Counterbalanced against the Jobs "created" in the United States described
above are the greater number of Jobs that would be "lost" in the imported
automobile industry in the United States. With respect to the retailing sector
of the imported automobile industry, 20,880 jobs would be "lost" in the first year
that 500,000 fewer automobiles were Imported into the United States. The reason
for this substantial decline in the retailing sector is the relatively high degree
of labor intensiveness in the imported automobile Industry, due primarily to
the preponderance of small- to - medium-sized dealerships. Additional jobs
would be lost In port, Importing and distributing, and manufacturing jobs In
the United States If quotas were imposed.

Harbridge House sunarized the net employment effect In the first year of
a M,000 vehicle total transfer from imports into United States domestic auto-
mobile production.

_Dofnstl Employment
Gain toss

M nUfacturi.a ............................................................ 28400 1,360
Im o tin-EDstributlon ......r...i................................................................ 2.

Reali ...................................................................... 3,350
Ports .......................................................................................

Total .................................................................... 31,750 32,315

As noted above, in the second year the impact on domestic employment would
be even more negative, due to the loss of an additional 6,700 service-related Jobs
in imported automobile dealerships.

In summary, Harbridge House concluded that an increase in domestic pro-
duction of 500,000 units, and a decrease in imports of 500,000 units, "would not
appear likely to create a larger number of Jobs than those that would be lost."

We wish to emphasize that we have given you a "worst-case" scenario. First,
Detroit is converting as rapidly as it can, and decreasing Imports cannot
accelerate that conversion; and, secondly, domestic demand is for small cars
at the moment, which Detroit is unable to produce in sufficient q antitle&

Apart from estimating the employment effects of a transfer of production,
the possibilities that the U.S. automobile Industry would not increase pro4uction
of smaller cars in sufficient quantities without the competitive spur of foreign
imports should be considered. Quotas, then, instead of increasing U.S. employ-
ment as the UAW has asserted, would decrease U.S. employment, as U.S.
consumers would probably continue to resist purchasing larger U.S. automobiles.
Competition, and not quotas, will lead to greater employment for U.S. workers
in the automobile industry.

2. Automoile Imports and the BnergV Ori4.-The relationship of quantita-
tive restraints on foreign automobiles to the energy crisis is very important
and should not be overlooked. The fuel economy of most imports saves their
owners over $200 a year on the average. Care are driven 10,000 miles a-year
on the average In the United States Economy imports are estimated to get
between 20 and 80 miles per gallon, at 1970 conditions of fuel performance,
while average domestic standards are presently obtaining only 10 to 15 miles
per gallon at 1970 conditions of fuel performance. Based on a price of $,50 per
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gallon for gasoline, the cost of gasoline for the yearly, uiage of imports Wouldrange from ;166.50 to $250.00. The larger engined domestic standards, using
roughly twice the amount of fuel (or 666 to 1,000 gallons) would use a range
of from $M33 to $50 for gasoline. In terms of fuel consumption alone, then,
the smaller foreign imports save their purchasers, on the average, $208.25 per
year in gasoline costs. Quantitative restraints on foreign cars would deny many
putative purchasers the opportunity to obtain such fuel economies. This result
would, of course be an economic absurdity In the middle of an "energy crisis"
and ever-increasing prices for gasoline.

Another way of expressing the importance of the smaller foreign automobiles
Is to note that If ull of the small economy imported cars in operation in the
United States in 1972 had been standard size domestic automobiles instead,
U.S. imports of crude oil would have been approximately 90 million barrels
and cost $270 million more (at 1972 price leyels). In an era of scarce petroleum
supplies it would be short-sighted indeed to raise the fuel bill of the United
States still higher.

3. Cjompetftive Bencft.-The foreign automobile has brought many competi-
tive benefits to the economy of the United States. Lawrence J. White, in his
thorough study, The Automobilc Industry since 1945,s points out what many in
the industry have known for y.ears--the domestic manufacturers of automobiles
launched small car programs only when imports were en route to surpassing
10 percent of the total of U.S. sales. Without the influence of imported small
economy cari, it is unlikely that there would have ever been a domestic com-
pact or subcompact market in the United States. Removal of the spur of
foreign competition, as noted above, would again slow the impact of innovation
in the domestic automobile industry, and cost American workers needed jobs.

Apart from offering the size of automobiles desired by many Americans,
foreign automobile manufacturers have introduced many needed engineering
and safety features into the U.S. automobile market. Features pioneered byforeign manufacturers and now offered by domestic manufacturers include:
radial tires; disc brakes; three point seat belts; rack and pinion steering; and
impact absorbing front and rear compartments.

The question that the Senate Finance Committee must now consider is
whether or not it is sound public policy to remove the benefits of competition
and innovation from the U.S. automobile sector by imposing quantitative re,
straints on foreign automobiles. We believe that imported cars have a vital
role in the U.S. marketplace as a medium for new ideas, and that they should
not be excluded from our economy. -

4. Diversity of Ohole.-The key rationale for foreign trade Is that it offers
a wider range of choices for U.S. citizens than would Qtherwise be the case.
In no other segment of our import trade is this as true as it is in the automobile
industry. The choices that have been offered by imports are numerous. They
include the following:

Most imports are powered by four cylinder engines; only one four-cylinder
domestic model was available from 1961 to 1970;

Imports offer rear-engine placement, transverse front-engine mounting, and
mid-engine placement; after 1969 all domestic models were of front-engine
design. (Corvair was rear-engine);

A substantial number of imports offer front-wheel drive; virtually all current
domestic models bave rear-wheel drive;

With the exeption of the Chevrolet Corvette, imports represent all of the
sports care gold in tbe American market;

Imports offer a choice among gasoline, diesel, and rotary power plants;
Bucket seats, sun roofs, four-speed transmissions, and four-wheel independent

suspension were all common items in imports long before they became available
as standard or optional items for Oomestic automobiles;

Van-type station wagons were introduced by Volkswagen but were not
duplicated and extensively promoted by domestic manufacturers until the late
19O0's; and

Imports offer the only air-cooled engine.
Quantitative restraints on foreign automobiles -would remove many of the

choices listed above from the U.S. marketplace, and, as a result, place a
serious burden on the consumers of the United States.

Lawrence J. White rho Automobile nd#stry el Oe 1945. (Cavubrldge, Mass.; HarvardUniversity Press, 197).
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5. Windfall Profte.--,conomists have long criticized quotas as inefficient.
But quotas are obnoxious on moral grounds as well-it is simply unfair to
further bolster the income of one segment of the economy through windfall
profits while driving another sector out of business through government regula-
tion. The demand for smaller cars is so great today that domestic dealers
handling Pintos, Vegas, and other small domestic makes, are realizing gross
profit margins on these cars as great or greater than they are able to make
on the far more expensive larger cars on their showroom floors To further
reduce the availability of small cars by eliminating many imports would
aggravate the situation and make these small cars so scarce that windfall
profits would flow to some dealers handling domestic small cars, resulting in
inflationary higher prices for the consumer.

6. The International Legal Obligatione of the United State.-a. Quotas on
Automob les and the GATT. The proposal of the United Automobile Workers
to impose quotas on foreign automobiles would violate the international legal
obligations of the United States under the GATT. Under the GAT quotas are
generally prohibited:

"No prohibitions or restrictions other than duties, taxes or other charges,
whether made effective through quotas, import or export licenses or other
measures, shall be instituted or maintained by.any contracting party on the
importation of any product of the territory of any other contracting party.
(Article XI).

There are four exceptions in the GATT to the general admonition against
the use of quotas, but none of them fit the case of automobile imports into the
United States.' The only arguable exception to the general GAT prohibition
against import quotas applicable to the present situation, the balance of pay-
ments exception, loses its force when it is realized that the United States last
year-after a serious balance of payments deficit year in 1972-ran a $1.677
billion balance of trade atrpluaI It Is too early in 1974 to know whether or
not the increased prices of oil Imports will cancel out the expected U.S. trade
surplus this year, but the United States Government has gone on record before
this Comwittee as expecting a rough sort of equilibrium in our trade position
this year, because of the benefits of two devaluations and several foreign
revaluations within the last two years. The United Automobile Workers have
not tried to justify quotas on balance of payments grounds, which is to their
credit-they are overtly attacking the fine fabric of International trade law
with no pretense of rationalizing their position with any of the exceptions In
the GAT . We should recognize the UAW call for quotas, then, for what it Is-
blatant protectionism that would totally violate the provisions of the GATT.

The second aspect of the UAW demand for quotas that would violate the
GATT is that their formula would exempt imports from Canada, and violate
the Most-Favored-Nation principle of the GATT'. Article XIII of the GATT
applies the Most-Favored-Nation principle of Article I of the GATT to the
quantitative restraint provisions of the treaty:

"No prohibition or restriction shall be applied by any contracting party on
the importation of any product of the territory of any other contracting party
or on the exportation of any product destined for the territory of any other
contracting party, unless the importation of the like product of all third coun-
tries is similarly prohibited or restricted."

We have already bent the OAT in a dangerous fashion iy maintaining a
discriminatory tariff on automobile imports from all nations except Canada,
which is permitted to export automobiles and parts to this country on a duty-
free basis,

$The four permissible areas for Import quotas in the GATT are as follows: (1) Food
and other shortaps: Tn order to quality under Article X1, paragraph 2 a). the exportrestrictions must be temporary; applied to "prevent or relieve critical shortages of
"foodatffe" or "other products essential to the exporting contracting party." () Restrlc-4one for Grading and Classification: The second exception is for quantitative restraints
"necessary to the application of standards or ielations for the classification, gradingmarketing of commodities in International trdeo." (8) Agricultural and fisheriesprodoets:
Quantitative restraints are allowed under certain condition. on agricultural and fisheries
products : and (4) Balance of Payments: Quotas are allowed to safeguard the balance of

pamnts Position of a signatory:() to forestall the Imminent threat of, or to stop, a serious decline in its monetary
reserve, or

(b) In the cape of a contracting party with very low monetary reserves, to achieve a
reasonable rate of Increase o in its res
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As a direct result of this controversial agreement, Canada Is the largest
source of Imported cars entering this country. Almost one million automobiles
per year enter the United States from Canada and are marketed in this
country as "domestic" models. Indeed, one manufacturer even advertises his
Canadian imports as "made in North America by UAW workers" I

It would be the supreme irony for the United States to enter trade negotia-
tions within the GATT to bolster the treaty of the organization, after having
undermined it by imposing quantitative restraints on automobile imports. Our
trading neighbors could be excused if they feared that the past might be
prologue, and failed to negotiate with us in a serious manner in the GATT.

C Indeed, the United States would be exposed to retaliation from its trading
partners, who would demand "compensation" for the Import-limiting policies
of the United States.

b. The United Automobile Workers' Proposal for Quotas and the United
States-Canadian Automobile Products Agreemen.-As noted above, a key ele-
Ment of the UAW proposal Is Its exemption of automobile Imports from Canada.
The reason for this aspect of the UAW proposal is not difficult to flid-the
UAW has a large component of its membership in Canada, and wishes to
protect Its Canadian union members as well as its union members in the United
States. The Senate Finance Committee should, however, consider the UAW
proposal in light bf an earlier international agreement, the United States-
Canadian Automotive Products Agreement of 1965. Under this Agreement, the
United States removed Its duties on specified new and used Canadian motor
vehicles and original equipment automotive parts. Canada, for its part, accorded
duty-free treatment to specified new motor vehicles and original equipment
parts imported by Canadian manufacturers.

At the time the United States-Canadian Automotive Products Agreement was
negotiated, it was widely recognized that the Agreement, by providing different
tariff treatment for the automobile products of different countries, violated the
Most-Favored-Nation principle in Article I of the GATT. Accordingly, the
United States sought, and received, a waiver from the Contracting Parties of
the GATT under Article XXV (5). The Contracting Parties, after serious
misgivings, finally granted the waiver on December 20, 1965. It was granted
on the condition that there would be no significant diversion of trade In
automobiles away from the historical patterns of the world automobile market.
The waiver states:

"In the event the parties to consultation in accordance with paragraph 2
above agree there has been a significant diversion or is an Imminent threat of
diversion of trade, the waiver shall terminate in accordance with paragraph 6,
with respect to the automotive product or products in question. If the parties
to consulation fail to reach agreement, either may refer the question whether
there has been-a significant diversion or is an imminent threat of diversion of
trade to the CONTRACTING PARTIES. If the OONTRAOTING PARTIES
decide that the requesting country has a substantial interest and that there
has been a t ¢gnito diversion or is an imminent threat of diversion of tr%;de
the waiver shall terminate in accordance with paragraph 6, with respect to
the automotive product or products in question." (emphasis supplied)

By exempting Canada from quota coverage, the United Automobile Workers
would "open up" the Agreement to a revocation of the GATT waiver by other
contracting parties such as Japan and West Germany, who would Justifiably
feel that a "substantial diversion of trade" would result from the U.S. applica-
tion of quotas in a discriminatory manner. Moreover, the waiver, by its own
terms, would be ended whenever there is "a significant diversion or Is an
imminent threat of diversion of trade" in automobiles and parts.'

If the UAW proposal for quotas were adopted exempting Canada, the United
States would probably, then, "lose" the GATT waiver in support of the United

'The position of the United States at the time of the negotiation of the waiver wltb
the GAT was that the waiver should be terminated whenever there was substantial
diversion away from the historeal patterns of the world automobile market:

(The representative of te United States said that) the United states was now willing
to condition It waiver on the absence of trade diversion. This type of waiver offered themost effective n of time-limit--one keyed to the trad facts and not to some arbitrarydate. This willingness to assure that the purpose of a rticle I-the prevention of dI-1
criminatlon detrimental to the economic interests of third countrise-was not under.
mined was the bas of the United States belief that the waiver would permit only a
technical violation of the general &rreement.

(Report of the OAT? WorBn& Fart,, Basio Instruments and Selected Documents,
Fourteenth Supplement 181-190,U "AI"-1).
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States-Canadian Automotive Products Agreement. We realize that many have
criticized the Agreement, and that some would like to see It eliminated in any
case. We also believe that the Agreement could be Improved, and that its
continuation should be given a full-dress review by the Congress. The adoption
of the UAW proposal, however, would make the Agreement unlawful under
the GATT, and could force a "back-door" revocation of the Agreement. This
would deny the United States the opportunity to Improve the Agreement by
instituting reforms under it.

The'ultlmatA irony, of course, would be if the UAW quota proposal exempting
Canada were adopted, and the United States-Canadian Automotive Products
Agreement were eliminated, thus putting many UAW workers in Canada out
of work. The UAW proposal, in short, is not only a dagger aimed at the heart
of the U.S. economy, but a boomerang that could decapitate the UAW itself.
0. Unemployment in the U.S. Automobile Industry: What I to Be Done?

If quotas on foreign-automobiles are not an appropriate remedy for workers
in the U.S. automobile industry, what is to be done? AIAI)A believes that
American automobile workers, as well as American imported automollle dealers,
should not be penalized for shortsighted management and circumstances beyond
their control. Accordingly, we recommend prompt enactment by the Congress of
effective energy-related assistance for workers who have exhausted unemploy-
ment benefits or who are not normally covered by oUter assistance programs.
This is especially important for workers In the American automobile Industry,
where it Is frequently true that "the last hired Is the first fired", and those
fired do not qualify for supplemental unemployment benefits (SUB) due to
lack of the length of emrployment required for such benefits.

ATADA endorses the objectives of S. 8267, Introduced by Senator Henry
Jackson (D.-Wash.), which would authorize such an energy-related assistance
program. It would base eligibility for assistance on the individual's loss for
specified energy-related reasons. Assistanre would be available for persons who
have exhausted other unemployment benefits or for those who are not normally
covered by any unemployment assistance program. The legislation would expire
on June 30, 1975, as would the authorization for the supplemental unemploy-
ment assistance program.

AIAD& believes that the dislocations in the automobile industry are as
serious as those that existed In the railroad industry when Amtrak was
established with a substantial adjustment assistance program, or, indeed, as
serious as thost, qualifying for adjustment assistance under the Trade Expan.
slon Act of 1962. The proper solution for the automobile workers of the United
States is a well-conceived program of supplemental assistance for their difficult
transition period, not quotas on foreign automobiles, which would penalize
them and the entire American economy.

Ill. THE TRADE REFORM ACT OF 1T3

The American Imported Automobile Dealers Association supports the Trade
Reform Act of 1978 (TRA),1 at passed by the House of Representatives on
December 11, 1978. We endorse the provisions of the trade bill that are trade-
expanding, ouch as the delegation of authority to the President to reduce tariff
and nontariff barriers through meaningful trade negotiations, thQ establishment
of adjustment assistance ae the preferred form of Import relief, and the con-
sideration now required for consumer interests in the decision-making process
regarding import restrictions. We believe, however, that the TRA would be
improved by revisions in Its provisions dealing with tariff authorities in trade
negotiations, balance of payments authorities for the President, "safeguards"
for relief from fairly-priced foreign imports, adjustment assistance, and counter.
vailing duties. Merst, we recommend that the President be permitted to increase
tariffs to no more than 100 percent of present duty levels, or ten percent ad
Valorem on non-dutiable items. Second, we recommend that the President be
directed by the Congress to reduce tariff and nontarff barriers In trade
negotiations, to the maximum degree feasible, on products that possess a high
fuel-saving potential. Third, we recommend that balance of payment authorities

9 KR. 10710.
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be eliminated from the TRA. If the balance of payments 'auth1ties are liot
eliminated, we propose that such authorities be:

Based on the Most-Favored:Nation principle;
Assure equality of treatment for products presently being imported in whole

or in part under discriminatory trade agreements;
Used tb counter payments deficits due in major part to imbalances on the

trade account;
Limited in terms of tariff increases to five percent (instead of the fifteen

percent presently provided) ; and
Permit guaranteed access of supplies for the United States.
Fourth, we recommend that the safeguard system contain:
A fair hearings process for complainants and respondents in Tariff Commis-

sion proceedings under the adjudicatory provisions of the Administrative
Procedure Act.;

Revised eligibility criteria that would require that: (a) "national: industries,
and not only parts thereof, be harmed by foreign imports prior to the granting
of import relief; t.d (b) the foreign imports be the "primary" cause of the
complaining Industry's distress; and -

A limitation on tariff duty relief to 100 percent of present dutj levels if
such an increase will not reduce Imports tO less than the quantity or value of
such articles Imported Into the United States during the most recent, repre-
sentative period.

Fifth, we believe that adjustment assistance should be made available for
employees in import-dependent industries harmed by decreases In imports due
to Executive actions under the "safeguard" system. Finally, the President
should be permitted for at least four years to not Impose contervalling duties
on any product If It i determined that the imposition of such duties would"
undermine trade negotiations In progress. The rationale of these revisions is
explained in more detail, below. Adoption of these revisions, we believe, will
Improve the Trade Reform Act of 1078 and facilitate trade negotiations
pursuant to the legislation.
A. Title I-Negotiating and Other AuthoritV Tariff-Raiing Authoritiee

The President originally requested unlimited authority to raise customs duties
pursuant to International tradd agreements over a period of five years. The
House bill "narrowed" this request somewhat, authorizing an increase in the
rate of duty to the higher of the following:

(a) a fifty percent increase above the rate existing on July 1, 1984; or
(b) a rate which is twenty percent ad valorem above the current rate. These

limitations would not apply In the case of a conversion by the United States
of a nontariff trade barrier into a substantially equivalent rate of duty.'

ATADA supports the authorities that would permit the President to conclude
trade agreements with foreign countries, and remove tariff and nontarff bar-
riers to trade In order to encourage an open world economy. We believe, how-
ever, that the TRA's tariff-raising authorities- are a de facto delegation of
authority to raise tariffs without limit This is because the 1984 tatiff levels
are those of the infamous Smoot-Hawley tariff, which were the highest tariffs
in the nation's history.. Moreover, the twenty percent ad valorem alternative
which is designed to deal with zero-tariff situations is unnecessarily high.
AIADA, therefore, recommends that the President be permitted to increase
fariffs to no more than 100 percent of present duty levels, or ten percent ad
valorem on non-dutiable items.

Additional limitations are required on the President's authority to raise
tariffs for three reasons. First, the fundamentals of the world supply and
demand situation have altered sharply since the TRA was proposed. The
problem then was access to foreign markets for U.S. exporters; the overriding
trade problem for Americans now Is access to foreign supplies. The amendments
offered by Senator Mondale (D.-Minn.) that would direct the President to
negotiate international rules on assurance of access th foreign supplies are a
partial answer to the short-supply problems we presently face. It wolild seem
Inconsistent with our need for foreign supplies to delegate to the President
the de faeto authority to eliminate them.

*'adeReform Act of 19T8, section 101(e)(1).Sl, eton 10 (e) (2).
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Second, assuming arguendo that some tariff-raising authorities may be
required, the TRA's formula would permit unacceptably high tariffs to be
negotiated pursuant to trade agreements, and should be scaled down. It would
permit the President, for example, to increase tariffs on steel sheets, from
-eight percent, the present duty rate, to forty-five percent An example from
the imported automobile Industry demonstrates the import-limiting effect of
the TRA's tariff-raising formula. In 1968, in retaliation against higher European
,Common Market duties on U.S. poultry, the United States raised its duty on
Imported trucks from eight percent to twenty-five percent. This had the effect
of eliminating the importation of unitized foreign trucks into the United States.
-fHtariffs were raised on foreign automobiles from the present three percent
level to the twenty-three percent level permitted by the TRA, imports of foreign
cars into the United States would virtually cease.

The third argument against the TRA's "non-limitation" is its unpredictable
usage for "harmonization" or other purposes without Congressional oversight.
The House Report on the TRA is hardly reassuring. It states:

"Your committee understands that the authority to increase tariffs which
has always been granted the President, subject to limitation, would not be
used to raise tariffs across the board. Rather their authority is necessary for
possible use in specific cases; for example, where tariff relationships among
countries on-particular products or in particular product sectors might warrant
the harmonization of duty rates among countries. This process could involve
some tariff increases as well as decreases." 0

The principle of "harmonization" of duty rates is questionable. Why should
the United States "harmonize" its tariff rates on, for example, Imported auto.
mobiles with those of other nations, many of whom have pursued an irrational
high-tariff policy of Import substitution in order to establish a national auto-
mobile industry? To emulate the poor example of other countries would be
counter-productive. Moreover, the "problem" of harmonization of trade barriers
Is already provided for In the TRA, In the grant of authority to the President
to convert U.S. nontariff trade barriers into substantially equivalent rates of
duty, thus "harmonizing" overall levels of protection.

Mandate to Reduce Tariff* and Nontariff Trade Barriers on Fuel-onservlng
Produrto.-The energy crisis, which is part of the general short-supply problem,
could be alleviated by tariff cuts on products that possess a high fuel-saving po-
tential. Foreign trucks, for example, have a lower horsepower, and better fuel
utilization (ten miles per gallon or better) than U.S. trucks. Since the average
truck Is on the road much longer than the average car, the gasoline costs of using
high horsepower gas-guzzling trucks are prohibitive. Yet, as noted above, foreign
trucks are "embargoed" by twenty-five percent tariff (raised from four percent
in 1968). AIADA proposes that the President be directed by the Oongress to
reduce tariff and nontariff barriers in trade negotiations, to the maximum
degree feasible, on products that possess a high fuel-saving potential. Such a
mandate would be consistent with the stated objective of the Federal Govern-
ment to reduce fuel consumption in the United States through measures such
as lower speed limits and the closing of filling stations on Sundays.

Balanoe of Payment* Authortfe#.--The balance of payments authority sought
in the House version of the TRA is-despite Administration disclaimers--a strik-
ing departure from prior U.S. experience. We believe such balance of payments
authorlties are unnecessary, and may even have perverse effects. The recent cur-
rency realignments have demonstrated that the Executive already posseeade-.
qunte tools to counter any balance of-payments disequilibria. The recent turn-
around on the U.S. trade account would appear to prove this point" Assuming
argfwndo that authority is to be granted to the President to correct U.S. trade
problems, Its relation to the law of international trade (notably General Agree-
nent on Tariffs and Trade obligations), and International economic effiency

should be closely examined.

See Proclamation No. 8564. Dec. 4, 1968. 28 Fed. Reg. 13,247 (1968).
'Reort of the Committee on Ways and Means on the Trade Reform Act of 1978,

ER. 71 98 Cong., lot se"., October 10, 1978, at . 2o.
3# The nhie States ran a blince f trade 4wrolu. of 1.1.67 bllion In 1978. This Mre-

plus was In sharp contrast to the 10.864 billion defiit of 1TS, and I$ particularly
remarkable In view of Increased oil imports into the Unitel States. The quantym InJye-
ment-t- the U.S. balance of trade was largely due to two devaluations or the aotr
by the United States since 1971. The United States devalued the dollar araint oVt
currencies by 7.89 percent In December 1971, and by another 10 percent in Fenruary lgs.
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- In general, AIADA recommends that any Import restraints under the balance
of payments authority be based on the Most-Favored-Nation principle, used to
counter payments deficits due in major part to imbalances on the trade account,
assure equal treatment for products presently being Imported under discrimina-
tory trade agreements ,and contain Improvements in remedies provided for
balance-of-payments deficit&

The Balance of Payments Authority in the Trade Reform Actgf 197.-The
Trade Reform Act of 1973 would authorize the proclamation of an Import
surcharge not to exceed fifteen percent ad valorem or the imposition of im-
port quotas (if the problem can not be dealt with effectively by a surcharge)
for a period not to exceed 150 days in order to deal with a "large and seri-
ous" balance-of-payments deficit, to prevent an "imminent and significant" de-
preciation of the dollar abroad, or to cooperate with other countries in correcting
an international balance-of-payments disequilibrium.'

Several restrictions on this authority are Imposed. Actions under the authority
must be applied "consistently with the principle of nondiscriminatory treatment"
unless the President determines that foreign exchange stability would be
furthered by the application of the action against certain specified countries."
They must be of broad and uniform application unless the President determines
that the needs of the U.S. economy require exempting certain articles. 3 Also,
this authority must be employed in conformity with "Internationally agreed"
balance-of-payments procedures, when such procedures come into effect.' Finally,
any quota imposed under this section must not reduce the level of Imports
below the level during the most recent "representative period." "

The Committee did not attempt to define specifically either 'large and serious
United States balance-of-payments deficit" or "large and persistent United States
balance-of-payments surplus". It did state in its report, however, that it intended
the term to Include "substantial" deficits or surpluses, which in the President's
judgment, would continue unless "corrective actions" were taken.w

Some Revtiions for the Balance of Payments Authority in the Trade Reform
Act of 1973.

The Most-Favored-National Pritnelpt.-The Most-Favored-Nation principle is
the cornerstone of the law of international trade. It simply applies whatever
tariff treatment is granted to nation A to all other nations. The evolution of
the Most-Favored-Nation (MFN) principle was based on a political imperative-
the contrary policy encouraged retaliation and foreign trade wars. The MEN
principle is expressed In the General Agreement on Tariffs and Trade (GATT)
in Article I, and Article XIII (1) expressly provides that balance of payments
remedies must be non-discriminatory in nature..

It can be seen that the Trade Reform Act of 1978 deviates from the MFN
principle in Its balance of payments authorities by permitting the President
to impose tariffs and/or quotas on a discriminatory basic. Thus, if there were
a serious balance-of-payments deficit, the President could single out one or
two countries for quota or tariff restraints. To merely state the authority this
bill would give the Executive casts into bold relief the ruinous possibilities for
foreign trade wars it would create. Would not Japan, for example, feel unfairly
discriminated against if it were only one of ten equally great tappliers of the
foreign product in question, and retaliate against U.S. wares entering its
markets? The MFN principle insulates the trading community from discrinna-
tory treatment, and tends to facilitate the free flow of goods and international
relations. It should be retained as the sole basis for Executive action under any
balance of payments authority granted to the Executive.
Standards for the Balance of Payments Authorities

Oriteria for the Application of the Balance of Payments Authorities.-Apart
from the equity and legality involved In discriminating among nations, the
question of economic efficiency must be considered. The core of the problem Is
that the bill would empower the President to attempt to correct balance of
payments disequilibria through the inordinately crude Instrument of Import

'3Trade Reform Act of 1978, Section 122(a)."Se., ection 122() (!)M (2).t Id., Sectlon 122d.
Htd., section 122 (8).
tId., Sectlon 122 Ce (1).
" ee "Report", #sra note 4, at p. 28.
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restraints. The balance of payments disequilibria-considered on a global or
a national basi8-may well, however, be due to imbalances on other accounts,
such as services (non-military), government (military and foreign aid), and
private long term capital. The imposition of an import surcharge may, then,
be an inappropriate solution for a payments imbalance situation. It is, there.
fore, proposed that import restraints for balance of payments purposes be
unavailable unless the net trade account is, in major part the cause of the
imbalance of the basic U.S. balance of payments. "In major lwrt" should be
interpreted to mean the deficit, if any, In the trade account muot. be -at least
fifty percent of the deficit in the U.S. basic balance. An example should help
to clarify the point. In 1972 the U.S. deficit In the basic balance was $9.2
billion, and the U.S. deficit on the trade account was 6.8 billion. Since the
trade deficit was more than 50 percent of the deficit of the U.S. basic balance,
billion, and the U.S. deficit on the trade account was $6.8 billion. Since the
an import surcharge would be permissible under our proposal. In 1971, on the
other hand, the U.S. deficit in the basic balance was $9.8 billion; the deficit on
the trade account was $2.7 billion, or les than fifty percent of the deficit In the
basic balance. Accordingly, an import restraint for balance of payments reasons
would not have been permissible In 1971. The same criteria would apply to
Import surcharges and quotas imposed on single countries, if the balance of
payments authority is made on a non-MFN basis.

It is true that our proposal would limit the application of the import restraint
mechanisms in the balance of payments authorities. But this would be a healthy
lovelopment, as it Is well known that Import restraints are a relatively ineffec-
live mechanism for dealing with any possible balance of payments problems.
This is because they are a policy tool that Impacts only on Import of merchan-
dise, and do not deal with exports of merchandise, services, or capital flows.
The relative inefficiency of Import restraints can be seen when it is realized
that a thirty percent surcharge would be required to get the same effect as
a ten percent devaluation."

Apart from the relative inefficiency of an import surcharge in aiding the U.S.
trade balance, the possibility that import restraints would have a perverse
effect on the trade balance should also be considered. Perverse effects from
import restraints would be likely to arise from at least three sources. First,
import restraints would probably result in a somewhat greater amount of
inflation In the U.S. economy. The prices of many domestic goods are con-
strained fairly closely by the landed cost of comparable foreign products." If the
prices of foreign goods are raised considerably there would inevitably be "slack"
in which domestic prices would be run up before imports could again come In."
The higher U.S. prices could only make U.S. goods less competitive in the
world marketplace, and thus diminish the strength of the balance of trade.
Secondly, the application of an Import surcharge would have the perverse effect
of raising production costs (for U.S. manufacturers using foreign materials and
parts) and thereby discourage exports, again weakening the U.S. balance of
trade. Finally, the possibility that foreigners would retaliate and thereby seal
off markets for U.S. exporters around the world should not be ruled out. Import
restraints should, then, be used only when the balance-of-payments problems is
trade-related, and, even then, in sparing amounts.

Treatnont of Products under DIscriminatory Trade Agreements.-Any Import
restraint applied under the balance of payments authorities should also apply
in cases where there are discriminatory trade agreements in force for all or a
part of the commodities in question. There should be equality of Import treat-
ment for products moving into the United States, if all or part of such products
enter under discriminatory trading arrangements.

Improvements in Remedies Undcr the Balawe of Payments Authorfties.-In
the case of a balance-of-payment surplus, or to prevent a significant apprecia-
tion of the dollar abroad, the President may reduce customs duties by five
percent ad valorem or proclaim a temporary relaxation of suspension of quan-
titative import limitations for a period not to exceed 150 days.* AIADA believes

i See statement of lawrence Krause before the Joint Economic Committee hearings
on the 1973 Economic Report, February 22, 1978, at p. 5."See Bell, "Some Domestic Price Implications of U.S. Protective Measures," 10
Williams Commassion Report (1971).

N See Bell "Analysis of Alternative Protective Measures In Williams Commlssion
Repwrt (197,.ATrade Reform Act of 1978, Secton 122(d).
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the authority for a fifteen percent Increase In tariff duties to counter a balance.
of-payments deficit, and a five percent decrease In tariff duties to counter a
lmlance-of-payments surplus, Is Illogical and gives the TRA an impact-limIting
bias. Accordingly, we-recommend that the authority to Increase duties under
the balance-of-payments authority be limited to five percent as well.

Another flaw In the balance of payments remedies is the mandate to permit
the Importation of a quantity or valhe not les than the quantity or value of
articles covered by balance-of-payment quotas during the most recent repre-
sentative period,3 while no such mandate is given when tariffs--the most fre-
quently-used remedy--are imposed. AIADA proposes that the same restraint
be placed on the imposition of tariffs as quotas in order to permit a constant
flow of gbods into the U.S. marketplace.
B. Title l--Relief from Injury Oauaed by Import (7ompetfltion

Two forms of Import relief from fairly-priced foreign competition are pro-
vided by the TRA-Import limitations and adjustment assistance.

Import-limlitng Aotions.-Industries may be certified as being eligible for
Import-limiting actions on the basis of an affirmative determination by the
Tariff Commission that Increased imports are a substantial cause of serious
injury, or threat thereof, to producers of like or directly competitive articles."
For this purpose, "substantial cause" means a cause which is Important and
not less than any other cause.1 If the President decides to provide relief to
an industry, the following import restraints are available, in descending order
of preference: (1) an Increase in, or the imposition of duties; (2) tariff rate
quotas; (8) quantitative restrictions; and (4) orderly marketing agreements."
The term of import relief, including any combination of the foregoing, may not
exceed five years, but may be extended for an additional two-year period.*
Significantly, if tariff relief is granted, tariffs may lie Increased to a rate which
Is fifty percent ad valorem above the rate existing at the time of Presidential
action." Quantitative restrictions must be limited to the quantity or value of
the article imported during tile 'most recent representative period"." The
President would be required to notify persons adversely affected by the imposi-
tion of import relief and hold a public hearing on the proposed action.0

We are troubled by the "safeguard" system in the TRA. Unfortunately, it Is
structured in a way that may be unduly import-limiting. Accordingly, we submit
for your consideration improvements in the areas of hearings rights, standards,
and re edles for the "safeguard" system.
Safe irde for Oomplainants and Respondents

TI. Right to a Fair Hearing in Safeguard Case.-The TRA gives only
minimal hearings rights to complainants and respondents in "safeguard" pro.
ceedings in the Tariff Commission. The Commission is obligated only to give
reasonable notice of a hearing, hold public hearings, permit evidence to be
presented, and permit parties to be heard at hearings." There Is no provision
for the right to submit rebuttal evidence, to conduct cross-examination as
required for the full disclosure of the facts, or to have the hearings at the
Commission, coupled with the documents submitted, constitute the full report
for the determination of the agency. The net result of the. Act's provisions is
that millions of dollars' worth of goods can be excluded through a hearings
process in which an Importer is given five minutes to make an oral or written
statement. We submit that this is too rough a form of Justice for parties who
are moving fairly priced goods Into the United Statos. The proper solution
would seem to be that complainants and respondents should C granted the
adjudicatory safeguards of the Administrative Procelure Act (APA) In any
"safeguard" proceedings. There are several reasons why the Tariff Commission's
determination of injury should be considered adjudication. First, an important
property right is involved-importers and consumers have a substantial financial
interest in the level of customs duties or quotas that should not be decided

a Id., Section 122(e).,d., Section 201(b) (1)
ft 14., Section 20t(b)(I).SId., Section 203(a).
"Id., Section 208(b), and () (8).

Id., Section 2081 )
-Id., Section 203(u
aI., Section 208 (si f ).
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upon without a full adjudicatory hearing.8 Secondly, the facts involved In
"safeguard" proceedings appear to be adjudicative rather than legislative In
nature, since they concern parties and their activities, businesses and proper-
ties.5 Finally, the Tariff Commission's actions in "safeguard" cases more nearly
conforms to the APA's definition of adjudication than a rule.

As noted above, parties presently have only the following rights under the
"safeguard" system: 1. Right to notice of a hearing; 2. public hearings;
8. permit evidence to be presented; 4. permit parties to be heard at hearings.

A move to adjudicative status at the Tariff Commission level would place
all "safeguard" proceedings there under the following APA procedures: 1. right
to notice of a hearing; 2. separation of functions--i.e., the fact-finder in the
case Is separate from the decision-maker; S. no ar parts consultations with
parties or other persons unless there is an opportunity for all parties to
participate; 4. right to appear by counsel or qualified representative; 5. right
to a presiding officer who will not be biased; 6. right to: a. present case by
oral or documentary evidence; b. submit rebuttal evidence; c. conduct such
cross-examination as necessary: and 7. right to have the record, together with
all documents submitted, constitute the exclusive record for decision.

Finally, placing "safeguard" cases under the adjudicative provisions of the
APA would remove the glaring inconsistency in hearings rights which presently
exists under the Act. The House Ways and Means Committee report on the
TRA states that hearings under Section 337, which is designed to protect
United States industry against unfair foreign competition," must be adjudica-
tive in nature,8 while no similar protection is given to complainants and
respondents in "safeguard" cases. It Is incongruous to permit greater hearings
rights for parties Involved in unfair foreign competition than for parties
Involved in fair foreign competition, whose only "wrong" is to be too successful
in the U.S. marketplace.
Legislative Standards

The core of any 'safeguard" system would be the legislative standards that
would guide the Tariff Commission and the President in the imposition of
corrective imechanisms. We believe that there should lie a clearly defined set of
legislative standards, with respect to injury, industry, and causation. These
legislative criteria are considered below.
Injury

The "serious injury" test for actual harm to a domestic industry-presently
in the Trade Expansion Act of 1962 for escape clause actions-is quite properly
retained in the proposed TRA.0 AIADA contends, however, that a domestic
industry should have to show serious injury before it can be entitled to pro-
tection, and, therefore, recommends that import relief not be available when
there Is only a threat of harm from foreign imports.

The TRA requires only that there be "serious" injury to a "domestic
Industry." " By later stating thit such industry could be considered as eligible
for relief if "a significant number of firms" are unable "to operate at a reason-
able level of profit"" the Act makes clear that such Industries need not be
national In scope. For example, if the automobile industry in the St. Louis
area were in distress, the Act would apparently permit the national industry
to obtain "safeguard" relief. We submit that such segmentation has no place
in the "safeguard" system :or two reason& First, in practically every Industry
it would not be difficult to find unprofitable segments; In 190, for example, the
Internal Revenue Service reported that 38.2 percent of all manufacturing cor-
porations reported no profit. Secondly, segmentation permits the penalties to
be imposed on those importing goods Into the country to be Incommensurat,
with the injury, as quotas and tariffs are applied on a national basis.

mSee Reich, "The New Property." ?8 Vale L.J. 738 (1m64).
5 K. Davis, Administrative LAw Text 115 116 (1959).

Under Section 88? of the Tarif Act of 1930, the Tarit Commission Is authorized to
Investigate allegations that unfair methods of competition or unfair acts are being com-
mitted in the importation of articles Into the U.S., or In their domesne sale. If unfair
acts or methods are found by the Tari Commisslon, the President may order that the
goods in question be excluded from the United states.

IesRport, epm. note 4, at p. 1S. nTRA, Section 201(b)(1).
IM, Section 201b) (2) (A).
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The TRA has a confusing causation test that tilts the balance n favor of
restraints on imports. Under the Act the question Is whether the foreign goods
are being Imported Into the United States In such Increased quantities as to
be a "substantial cause" of serious injury, or threat thereof." The Act later
defines "substantial cause" as a cause which Is both "Important" and "not less
than any other cause."m As In the original Administration proposal, the bill
would eliminate the requirement In the present law of showing a causal con-
nection between Injury and prior trade agreement concessions

The extent of the change that the TRA would effect In the present "escape
clause" cannot be fully appreciated without a look back at the Trade Expansion
Act of 1962. That Act provided that for causation It had to be determined that
Increased Imports were due "in major part" to trade agreement concessions, and
were the "major factor" In causing or threatening serious Injury. A twofold
change has been effected by the TRA In the escape clause causation criteria.
First, the link to the prior tariff concession of the Increased Imports has been
cut. Secondly, the Increased Imports formerly had to be the "major factor,"
which was often Interpreted as the cause greater than all the others combined.
As noted above, "substantial cause" In the TRA Is a cause which Is both "Impor-
tant" and "not less than any other cause." It can be seen that the changes tend
to bias "'safeguard" proceedings In the direction of more injury determinations

Which of the changes are justified? Cutting the link to prior tariff concessions
would appear to be Justified, as it is inordinately difficult to separate out the
reason for an increase In foreign Imports. Also, It was never clear whether it
was equitable to cumulate very old tariff concessions, or merely to look at the
most recent set of tariff concessions The degree to which the prior tariff con-
cessions have been a stumbling block under the "escape clause" can be appre.
ciated when it is realized that eighteen of the twenty-five escape clause decisions
since the Trade Expansion Act of 1962 have been decided negatively on the
basis of this principle. It should, then, be clear that cutting the link to prior
tariff concessions should adequately "open up" the "safeguard" system in justi-
fled cases, and that additional changes In the causation criteria need not be
made. Accordingly, the substitution of "substantial" for "major" cause would
appear to be unjustified. There may be a situation, for example, in which there
are five approximately even causes of an Industry's distress--one of which Is
foreign Imports. Such a cause might be considered as "Important" by the Com.
mission and would not be less than any other cause. Would It then be fair to
let the President Impose quotas or tariffs on the foreign product? Should we not
Insist that the foreign imports be at least a greater cause than all the other
causes combined? In considering whether the latter test Is more appropriate, it
should be remembered that we are here dealing with fairly priced foreign im-
ports whose only "wrong" is to be too successful In the U.S. marketplace. In this
situation, If there Is to be normative bias in the "safeguard" system at all, It
should be on the side of permitting competitively-priced goods to enter the U.S.
market. Such goods not only satisfy the needs of U.S. consumers, but provide a
badly-needed stimulus to U.S. Industry. Accordingly, the causation test should
simply be whether the foreign Imports are the cause In major part (i.e., greater
than all other causes combined), of the serious injury to a domestic Industry.
Rumedie8

As noted above, If the President decides to provide import relief, lie must
choose from a list of measures which are stated In order of Congressional pref.
erence: (1) increases in, or imposition of, duties; (2) tariff-rate quotas; (8)
quantitative restrictions; and (4) orderly marketing agreements. Duties may
be increased to a rate of duty which Is up to fifty percent ad valorem above the
rate (if any) existing at the time of the proclamation, and quantitative restric-
tions are to be limited to the quantity or value of the article imported during
the "most recent representative period." For example, it automobile Imports
were deemed to be a "substantial" cause of the complaining domestic Industry's
"serious" injury, tariffs under the "safeguard" system could be Increased from
three percent, the present duty level, to fifty-three percent ad talorem. More.
over, there Is no requirement that automobile Imports are not to be dimiulshed

oId., Section 201(b) 1).myld., Section 2I01(b)(4).

30-220--74-pt. -28
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to a level lower than was Imported during the most recent representative period.
Foreign car imports could, therefore, be reduced from a fifteen percent market
share to ten percent under the "safeguard" system.

Two Improvements are required In the tariff remedy of the "safeguard" sys-.
tern. First, the duty level permitted should be no more than 100 percent of the
present duty on the product Involved, or ten percent ad valorem, If the product
Is non-dutiable. Secondly, a requirement should be Inserted for tariffs, as It Is
presently for quotas, that there should be permitted the Importation of a quan-
tity or value of the article Involved which Is not less than the quantity or value
of such imports into the United States during the most recent representative
period.
Duty Level Limitation

The argument advanced by the Nixon Administration Is that extraordinarily
high tariff levels should be permitted under the "safeguard" system, because
tariffs are customarily a less Import-limiting measure than quantitative restric-
tions. While it Is generally conceded that, ceicris paribus, tariffs are preferable
to quotas, it Is also true that tariffs may be structured in such a manner as to
make them more lnlnort.limiting than quotas. This appears to be tMe case In
the TRA-as the average U.S. duty level Is 8.7 percent, the average remedy per-
missible under the "safeguard" system is a duty of 58.7 percent. AIADA
believes that the delegation of this vast amount of power to future Presidents
whose policies cannot now be foreseen Is Irresponsible. Congress should instead
limit duty increases to 100 percent of present duty levels, or ten percent ad
valorerm, If the product Involved is non-dutiable.
Access to Supplies Guarantee

The TRA provides an access to supplies guarantee when quotas are Imposed
under the "safeguard" system. The TRA states:"Any quantitative restriction proclaimed pursuant to mbsection (b) and any
orderly marketing agreement negotiated pursuant to such isubsectlon shall er-
mit the Importation of a quantity or value of the article which is not less than
the quantity or value of such article Imported Into the United States during
the most recent period which the President determines Is representative of
Imports of such article." n

AIAI)A believes that in an era when access to short supplies Is an Increas-
Ingly Imlrtant problem, it Is Imperative to asnure that a constant flow of i-
ports be permitted to enter the U.S. market. Accordingly, we recommend that
a correlative access to supplies guarantee be added to the TRA to apply when
tariffs are imposed under the "safeguard" system.
Adjustrnct AsiTstanee

AIADA supports the concept of adjustment assistance for employees harmed
by incrmses In foreign Imports. We recommend, however, that adjustment
assistance also be made available for employees in Import-dependent industries
harmed by decreases In foreign Imports due to Executive actions under the
"safeguard" system. Adjustment assistance has generally been seen as a mech-
anism to recompense "victims" of Governmental trade liberalization by dis-
trliuting part of the gains from trade to them. There Is an equal claim in equity
for the 1%A to 2 million workers in Import-dependent Industries who are the
"victims" of Governmental Import-limiting actions under the "safeguard" sys-
tem. The other rationale for adjustment assistance is that It spreads the losses
fron governmentl actios. That would hold true for those harmed by decreaees
In foreign Imports as well as increases in foreign Imports. Adjustments due to
1rade dislocations for those In Import-dependent Industries should, thel,, he
financed through our progressive tax system, as other expenditures considered
nILestiary by the Federal Government are financed.
C. Title Ill-Relicf From Unlair Trade Practioe# Countervailing Duties

AIADA supports, In general, the revisions In the countervailing duty law of
the TRA. We are, however, troubled by the provision denying the Secretary of
the Treasury discretion, one year after enactment of the TRA, to retrain from
impot.ng countervailing duties to avert possible serious jeopardization of trade
negotiations on all merchandise produced by facilities owned or controlled by

* Trade Reform Act of 197$. Section 203(d) (2).
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the government of a developed country when the Investment in or operation of.
such facilities Is subsi4lzed." (On all other merchandise, the Secretary of the
Treasury Is given a four-year period of discretion following the date of the
TRA's enactment.) We believe that one year Is simply too short a period In
which to complete an international -countervallng duty code. After this year
his passed, however, the Secretary of the Treaspry would be mandated to Im-
pose countervailing duties on governmentrelated operations that are arguably
subsidized. Moreover, It can be seen that the application of the porvision may be.
quite broad-as government ownership or control is nowhere defined. Accord-
ingly, AIADA recommends that the one-year discretionary period be deleted,
thereby extending the four-year period to all merchandise.
D. C'osolufone

In summary, AIADA supports those provisions of the TRA that are oriented
towards expanding the ambit of trade among nations-namely, the authorities
that would permit the President to conclude trade agreements with other coun-
tries, grant greater amounts of adjustment assistance, and expand U.S. trade
with the developing countries. We believe that the Congress, however, should
revise those portions of the TRA that may contract commerce among nations-
namely, the provisions dealing with unlimited upwards tariff adjustments in
trade negotiations, balance of payments authorities for the President, "safe-
guards" for relief from fairly priced foreign imports, and mandated use of
countervailing duties. Above all, AIADA asks the Congress to consider how
conditions have changed since the trade bill was first Introduced. The United
States now faces an energy crisis, stands in need of foreign supplies, and has
turned around Its balance of payments to a surplus situation. The TRA, accord-
ingly, should be fashioned to maximize the amounts of imports that U.S. citizens
will require In the years ahead. AIADA stands ready to assist the Congress in
Its quest to fashion such a trade bill for the United States.

IV. BEYOND THE TRADE REFORM AcT or 1978: TRADE NEGOTIATIONS JN THE9
AUTOMODILR SECTOR WITHIN TIUB OAT?

A. Trade Ncootfatilons on Auatomtoi#
AIADA recognizes that there Is a lack of true competitive equivalence In

some segments of the world automobile economy. For example, the U.S. tariff
on cars is 3 percent, while the tariff in the European Economic Community Is
11 percent. In addition, there is a series of taxes that are levied on all automo-
biles, domestic and imported, in Japan, France, Great Britain, Sweden, and
several other countries. Given the U.S. desire to assure competitive equivalence
In the major industrialized markets, and given the desire expressed by many
to negotiate within product sectors to the maximum degree feasible, what should
be the posture of the U.S. negotiators In Geneva with respect to trade negotia-
tions on automobiles?

AIADA believes that the objective of the United States In the automobile
sector negotiations in (eneva should be to attempt to generalize tile experience
of the United States-Canadian Automotive Products Agreement of J9 5 into a
worldwide common market in automobiles In the industrialized countrie& With
respect to the United States, this would mean elimination of its 8 percent duty
on automobiles. This would merely continue the policy already begun by the
United States when it negotiated Its accord In the automobile sector with
Canada In 1908. At that time the U.S. delegate to the GATT stated that "Mie
United States would later be willing to consider the further reduction or elimi-
nation of United States duties on automotive products and that neither a uni.
lateral nor a multilateral approach could now be ruled out." (Basic Instruments
and Selected Documents, Thirteenth Supplement 112-125, OATT/1965-2.)
AIADA feels that it is-ow time for the United States to honor its pledge made
to Its trading partners in 1905 to further liberalize the automobile sector of the
world economy.

AIADA cannot stress too strongly its belief that an attempt to assure com-
petitive equivalene by raising the U.S. tariff on automobiles to match the
barriers of other countries would be a serious policy mistake for the United
States. A higher tariff on automobiles moving Into the United States would

40 Trade Reform Act of 1973. Section 3:1.
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raise the prices of badly needed small foreign cars to U.S. consumers, be a rela.
tively inefficient technique of obtaining competitive equivalence, and result In
a greater amount of inflation in the U.S. economy.

The effect of raising the tariff on imported automobiles is demonstrated by
the 10 percent import surcharge of 1971, which cost 8,000 employees of Imported
car dealerships their jobs. An Import-limiting solution for the United States,
then, would not only be the wrong policy tool to get the desired results, but

-would be Inequitable as well, since-it would discriminate against consumers of
foreign goods and Import-dependent Industries.
B. Trade Negotiationt on Trucks

As noted-above, the United States, In 19683, in retaliation against higher Euro.
pean Common Market duties on U.S. poultry, raised its duty on imported trucks
from eight-percent to twenty-five percent. This had the effect of nearly eliminat-
ing all Imports of unitized foreign trucks into the United States. ATADA be-
lieves that in the middle of an energy crisis it is dysfunctional to continue the
de factor embargo of the United States on fuel-conserving unitized foreign trucks.
ATADA recommends, accordingly, that the present "temporary" surcharge on
commercial vehicles be repealed, permitting the importation of finished com-
mercial vehicles under the 4 percent ad valorem duty currently charged on
truck chassis entering the United States.

ATADA believes that the trade negotiations of the United States should relate
to the domestic problems faced by our country. Most would agree that current
national scarcity of fuels must rank high on the agenda of national problems
and priorities. Yet; despite much attention that has been paid to various tech-
niques to ease the energy crisis, there has been practically no discussion of the
role of the commercial vehicle in this country as a major fuel consumer. The
necessity of ensuring more efficient fuel usage by commercial vehicles is demon-
strated by the following facts:

Commercial vehicles use nearly one-third of all the fuel consumed on te na-
tion's highways;

Roughly 20 percent of nil vehicles in use in the United States are commercial
vehicles;

In 1972, there were 9,884,295 passenger cars sold in the United States and
2,410,530 commercial vehicles;

The average combination truck is driven five times as many miles in a year
as the average passenger car; and

The truck population is increasing at a much faster rate, proportionately,
than the passenger car population-at present rates of growth, in another ten
years, the truck population could reach 40 million units and use as much as 50
percent of all highway fuel.

Easing the tariff on imported trucks could assist the United States in solving
the energy crisis because such trucks are much more fuel-conserving than their
U.S. counterparts. The reason for the superior fuel utilization of foreign trucks
is that many foreign manufacturers produce trucks with four-cylinder engines,
and some with a horsepower as low as 62 hp. Others are powered by economical,
four-cylinder diesel engines. With respect to U.S. trucks, however, the smallest
engine available, even among light pick-up trucks, is a 100 hp six cylinder en-
gine. Options in these models range up to 250 hp and the majority of sales are
in the higher horsepower ranges.

The efficiency of the low-horsepower, lightweight foreign truck engines Is
demonstrated by the fact that a Mercedes-Benz diesel-engined truck, of 25.000
pounds gross vehicle weight, Is powered by an engine that delivers from nine
to eleven miles per gallon of diesel fuel. The equivalent U.S..manufactured truck
of 25,000 pounds gross vehicle weight would deliver only three to five miles per
gallon.

ATADA believes that it would be in the national interest of the United States
to permit its citizens to import reasonably priced fuel-conserving foreign trucks.
This should be a primary goal of the forthcoming round of trade negotiations.
It should be noted, however, that the additional tariff imposed on trucks in
1968 was achieved via a suspension of trade concessions, and could be eliminated
by a proclamation of the President at any time. AIADA urges the President to
act as soon as possible to remove this unnecessary restraint on the flow of goods
in international commerce.
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V. 0ONCLUSION8

In summary, AIADA urges the Senate Finance Committee to reject proposals
to impose quantitative restraints on the Imports of automobiles. We believe
that the eveldence Indicates that quotas on automobiles would be counterpro-
ductive In terms of employment, fuel economy, and competitive benefits for the
U.S. economy.

AIADA supports the Trade Reform Act of 1978, and urges the Committee to
promptly report the bill out for action by the full Senate. We believe, however,
that the'bill can be improved by revisions in its provisions dealing with-tariff

c authorities in trade negotiations, balance of payments authorities for the Presi.
dent, "safeguards" for relief froin fairly-priced foreign Imports, adjustment
assistance, and countervailing duties.

Finally, AXADA recommends that the President Immediately remove the high
tariff on unitized foreign trucks of 25 percent in order to ease the "energy
crisis" in the United States, and attempt in the forthcoming round of trade
negotiations to move towards a world-wide common market in automobiles.

PRPARIA STATEMENT Or THE AuToMOBinx IMPOaTza8 Or AMunoA

Summary
1. The UAW proposal calling for new import restrictions on imports of non-

Canadian cars Is:
a. Without justification, since such imports are expected to increase only

about 15%--from about 1,770,000 cars in 1978 to about 2,040,000 cars in 1974.
b. In violation of Article XIX of the GATT, since it clearly fails to satisfy

the injury criteria of that article, and since the exclusion of Caq.adan imports
would violate the most-favored-nation principle embodied in that article.

c. Contrary to all the efforts being made to avoid a return to mercantilism
and to encourage a cooperative approach among countries In dealing with trade
and monetary issues.

2. The Trade Reform Act of 1978 as passed by the House of Representatives
is seriously deficient in three respects:

a. The escape clause (section 201) is too permissive and should require
the Tariff Commission to consider whether the actual increase in Imports is the
major cause of truly serious injury, or the threat of truly serious Injury, to all
the domestic plants concerned.

b. The retaliatory provision (section 801) lacks needed standards and
should Impose quantitative limits upon any new Import restrictions and should
require consistency with our International obligationL

e. The balance-of-payments provision (section 122) is dangerous and should
require prior notice to the public and should not permit discriminatory action,
which would violate our international obligations.

STATEMENT

This statement sets forth the position of the Automobile Importers of Amer-
ica (AIA) with respect to (1) the proposal made to this Conmittee by Mr.
Leonard Woodcock, President of the United Automobile, Aerosrace & Agricul-

iC tural Implement Workers of America ("UAW"), and (2) three provision of the
Trade Reform Act of 1978 as passed by the House of Representatives ("bll")-
the escape clause, the retaliatory authority, and the balance-of-payments provi-
sion.

AIA i an organisation of companies Importing cars Into the United States.
The members of AIA are listed In the attachment to this statement. Setting
aside the so-called captive Imports made by American subsidiaries abroad, these
members represent most of the automobiles Imported into the United States.

AIA's primary purpose Is to keep its members currently informed with respect
to Federal and State laws and regulations dealing with automotive safety,
emissions, and other matters affecting the imported car industry. On occasion,
AlA also comes before regulatory or legislative bodies In brder to ensure that
the views of the Imported car industry are heard on important issues.
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UAW PROPOSAL

In analyzing the UAW proposal, it is important, first to distinguish what it
is not saying from what it is saying. As AIA understands it, the UAW is not
even suggesting that the present unemployment and under-employment of Ameri-
can automobile workers are due to imports. The UAW acknowledges that they
have been caused by the energy crisis and the consequent demand for smaller,
more economical cars.

On the other hand, the UAW is saying that future unemployment will be
caused by imports, for the following reasons. There will continue to be a strong
demand for smaller cars. Until September of 1975, that is, the beginning of the
1976 model year, the American manufacturers will not be able to satisfy this
demand while they are converting their plants to the manufacture of smaller
cars. Accordingly, foreign manufacturers will export greatly increased quanti-
ties of cars to the United States and will take over as much as 80 percent of
the market. Since their share will remain at that level in subsequent years,
many automobile workers who are now employed will be rendered permanently
unemployed because of these imports. On this theory, the UAW is calling for
a temporary quota that will prevent a great increase in imports and thereby
avoid further unemployment in the automobile industry.

It is clear that the UAW's proposal rests upon one fundamental contention-
that we will see a dramatic increase in imports over the next eighteen months.
Interestingly enough, neither Mr. Woodcock nor any other UAW official has
provided any concrete data to support this contention. In his statement before
this Committee, for example, he simply makes the prediction and leaves it at
that.

The position taken by the Motor Vehicle Manufacturers Association (MVMA)
raises serious doubts about the validity of the UAW's contention and the justifi-
cation for its proposal. In the statement issued on February 14, 1974, MYMA
unequivocally rejected the UAW proposal and said the following:

"MVMA is deeply concerned about layoffs in the automobile industry. The
unemployment which both manufacturers and the union fear Is not caused by
imports, however, nor is there any indication that It is aggravated by imports.
Regulating imports will not solve the unemployment problem."

The MVMA statement is particularly significant since the unemployment of
automobile workers necessarily hurts the manufacturers as well as the union.
Each time a plant is closed down, the company and workers both suffer. In
other words, this problem is not one of mere academic interest to the manufac-
turers, and they can be expected to e just as Interested as the UAW in iden-
tifying its true cause. The fact that the Big Three are multinational companies
does not mean, as Mr. Woodcock has suggested, that they can treat this matter
with nonchalance. Their economic stake is still primarily in their investment
and sales in the U.S. market. The conclusion of MVMA that "Unemployment
will not be relieved by the imposition of quotas" must therefore be given con-
siderable weight.

In fact, ArA is satisfied that there is no basis for the UAW's fear. On the
contrary, all available evidence demonstrates that the number of imports of
cars, that is, passenger vehicles, made by foreign manufacturers, excluding
those in Canada, will increase only modestly in 1974. AlA has polled all of its
members, and their imports, together with those of Volkswagen and Mercedes-
Benz, who are not members of A TA, are expected to total about 1,796,000 ears
in 1974.

A for the foreign subsidiaries of the American companies, their imports into
the United States from all foreign countries, excluding Canada, were about
224,000 in 1978 and, assuming a 10% increase, they would amount to about
245000 in 1974. In short, in contrast to total non-Canadian imports of about
1,770,000 in 197$, -the current beat estimate is that the figure for 1974 will be
about 2,040,000. This is about 270,000 more than In 1978-an increase of 15%.
There is therefore no objective support whatsoever for the UAW's fears.

In his statement, Mr. Wood'nck nuikes much of the fact ti'at Article XTX
of the GA'T permits the imposition of new import restrictions in certain cir-
cumstances. Ironically, however, the UAW proposal would violate Article XIX
in two fundamental respects. First, the very language of Article XIX requires
a showing that a product is being imported in such increased quantities and
under such conditions as to cause or threaten serious injury to domestic pro-
ducers. The data provided above simply does not permit such a showing. Appre-
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hensions or fears, however sincere, are no substitute for hard facts, and there
are no hard facts pointing to an either present or imminently threatened injury
caused by Imports of cars.

Moreover, the UAW proposal would exclude all cars imported from Canada.
From the time that the GATT -entered Into force in 1948, Article XIX has been
consistently construed and applied in a manner consistent with the most-
favored-nation principle. Indeed, by virtue of Article I of the GATT, which
establishes that principle, Article XIX would have to contain an express
waiver of that principle to be applied. on a discriminatory basis. And there is
no such waiver. Accordingly, the failure to apply any quota to Canadian cars
would compound the violation of Article XIX.

Given the fact that the UAW proposal is totally without economic Justifica-
tion and clearly in violation of Article XIX of the GATT, the enactment of
that proposal would be certain to have very unfortunate consequences for the
foreign trade policy of the United States. For the many reasons well known to
this Committee, the efforts to launch a new multilateral round of trade negotia-
tions art Jn a precarious condition. The energy crisis has led countries to
abandon a cooperative approach to economic problems and go their oVii way.
Indeed, there is a very real risk today of a general return to mercantilism,
which could affect both access to Important markets an( access to needed
supplies. The UAW proposal, if enacted, could greatly encourage such a move,
and the United States would have thereby hurt its own economic position
without any offsetting advantages whatsoever.

In particular, the enactment of the UAW proposal could well lead to retalia-
tion by the countries affected. Such retaliation could be either overt or covert.
Overt retaliation would take the form of direct reprisals against U.S. exports.
Covert retaliation, on the other haaid, could consist of a number of governmental
measures that would quietly but effectively make it harder for U.S. companies
to export. The proliferation of such non-tariff barrierq is again directly con-
trary to our objectives in the new trade negotiations.

Finally, aside from what could be Its very unfortunate international con-
sequences, the UAW proposal would have a number of deleterious domestic
effects. These will be described by other witnesses on this panel.

These comments have been directed to the proposal that Mr. Woodcock has
formally made in writing before various audiences, including this Committee.
In fairness to him and the UAW, however, AlA would like to discuss briefly
the points relevant to new import restrictions that Mr. Woodcock made orally
to this Committee on March 22, 1974.

AIA Is pleased-to see that, consistent with the data that are supplied above,
Mr. Woodcock now acknowledges that the "problem Is not that great". lie told
this Committee:

"In fact, the imports, with a few exceptions in the minor numbers, have also
fallen considerably in this market as against a year ago-the total for all of
the imports in January was down 22.5 percent and in February it was down
25.8 percent. Ho they have increased their share of the smaller market to about
17 to 18 percent. The numbers are down and their penetration is up a bit,"

"Obviously, that does not represent any great danger point.. .". (Uncorrected
transcript p. 578)

We believe that Mr. Woodcock's statement will prove to characterize not only
the first two months but all twelve months of 1974.

Mr. Woodcock nevertheless still holds to the view that imports are likely to
take over as much as 25 to 30 percent of the market. Concerned, therefore, with
what he clls "potential injury rather than actual injury", Mr. Woodcock urges
that the President be given a standby authority to curtail non-Canadian Imports
at the point where they begin to cause "grave and serious injury". The major
difficulty of this proposal lies in its assumption that the President either could
or should act virtually overnight to prevent such injury. For this totally dis-
regards the fundamental need for sound criteria to judge whether increased
Imports are In fact causing or threatening serious injury, for a responsible and
professional agency to make the determination before the President can finally
decide whether to act. and for interested persons to be given an opportunity
to speak to the relevant issues before that agency.

Mr. Woodcock now Puggests that any new import restrictions on imported
cars take the form of either quotas or higher tariffs. There Is a suggestion Ilk
his testimony that quotas would violate the OATT hut not higher tariffs
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In fact, however, either form of import restriction may be imposed under
Article XIX of the GATT. It is not the form that counts, but rather the
justification for, and the application of, the import restrictions, and on these
two grounds Mr. Woodcock's new suggestion is just as vulnerable as the pre.
vious one. In particular, Mr. Woodcock continues to take the position that
Canadian cars should be excluded from the new import restrictions, and this
would be a flagrant violation of the OATT.

In short, Mr. Woodcock's new proposal has all of the serious deficiencies of
the earlier one, and both should be rejected by this Committee.

Three Proviione of Trade Bill

In addition to its strong opposition to the UAW proposal, AIA urges the
amendment of three key provisions of the bill-the escape clause (section 201),
the retaliatory authority (section 301), and the balance-of-payments provision
(section 122). As now written in the bill, these provisions pose unnecessary
and unjustifiable threats to importers.

The criteria for escape-clause action contained in the bill are far less demand-
ing than thosein the existing law-section 801 of the Trade Expansion Act of
1962. AIA has no objection to the omission of tariff concessions as the cause of
increased imports. It believes that the proper focus of the escape clause should
be upon two basic questions--have imports Increased and, if so, are they causing
or threatening serious injury to a domestic industry?

However, this makes it all the more important that five concepts be carefully
and properly articulated, i.e., Increased Imports, causation, serious injury,
threat of serious Injury, and domestic Industry. Otherwise, the escape clause
will become a protectionist device, as opposed to a measure affording import
relief to those Industries that deserve it. How does the bill deal with these five
critical concepts?

First, the definition of increased imports is deficient, since it permits i'n
Increase to be determined when it Is either actual or relative to domestic
production. If Imports and domestic production are both declining, but domestic
production is declining more rapidly, there is no justification for import relief.
This concept was deliberately discarded by the Congress when it enacted the
Trade Expansion Act of. 1962. The fact of a decline Iiboth imports and domestic
production clearly indicates that economic forces other than Imports are the
principal cause of any injury to the domestic industry.

Second, the bill provides that Increased imports must be a "substantial cause"
of serious Injury or the threat thereof, and defines "substantial cause" to mean
a cause which Is important and not less than any other cause. This is a danger-
ous definition, indeed. On the one hand, the objective element--"not less than
any other cause"-is the most minimal and undemanding test that could possibly
be devised. On the other hand, the subjective element--"mportant"--is so vague
as to permit anyone to justify a conclusion that increased Imports are injuring
a domestic industry. In short, the critical element of causation is dangerously
lax and permissive. AIA believes that the proper concept should be one of
"major, cause", that is, the cause greater than all other causes combined.
If increased imports are not the major cause of serious injury, then some relief
other than Import restrictions should be used.

Third, in considering whether there is "serious injury", the bill requires the
Tariff Commission to take into account such factors as the significant idling of
productive facilities In the industry, the inability of a significant number of
firms to operate at a reasonable level of profit, and significant unemployment
or underemployment within the industry. AIA is pleased that the concept of
"serious injury" has been retained, and the enumerated factors seem consistent
with the concept of serious injury.

Fourth, in puzzling contrast to the treatment of the concept of "serious
Injury", the bill seems to establish less demanding criteria with respect to the
"threat of serious injutr)". In this regard, the bill simply enumerates such
factors as a decline In sales, a higher and growing inventory, and a downward
trend in production, profits, wages, or employment in the domestic industry
concerned. But the question remains-bow great, rapid, or severe a decline in
sales or Increase in inventory? The lack of qualifying words suggests a seriously
diluted notion of threat, whereas the criteria of the threat of injury should be
just as demanding-if not more so-than those of injury.



Fifth, In Its treatment of the concept of domestic Industry, the bill revives
another concept that was properly discarded by the Trade Expansion Act of
1962. That Is, If a domestic Industry consists of producers with more than one
product line, the industry may be defined as the aggregate of Just those linp,
making the product that competes with the imported article. This would

etrmit escape-clause relief in cases where the product lines in question are
.2tby imports but the plants as a whole-and their workers-are faring well

because other product lines are flourishing. In other words, the definition of
domestic industry would allow escape clause relief where It Is clearly unneces-
sary for the producers and workers concerned, and Indeed harmful to consumers

AIA therefore urges that the new escape clause require the Tariff Commission
to consider, in substance, whether the actual increase in Imports Is the major
cauee of truly *erous iJry, or the threat of truiy serious injur, and not a
lesser Injury, to all the plant* in the United States producing the product that
competes with the imported product.

One of the most potent authorities In the bill is section 801, which would
authorize the President to retaliate against foreign import restrictions and
export subsidies. AIA has two major criticisms of this provision In the bill.
First, It authorizes the President to Impose--without any limit-duties or other
import restrictions on the products of the offending country. This lack of
limitation Is without justification, particularly since other authorities like the
escape clause are circumscribed. Both the Congress as the delegating authority
and all those with a stake In international trade have a right to know the
limits of the President's powers under this section. AIA recommends that, as in
the case of the escape clause, any Increase in duty be no more than 50% above
the Smoot-Hawley rate, and any quota be no more restrictive than the average
level in the most recent representative period.

Second, AIA strongly objects to the fact that any retaliation under this
provision need not be consistent with our International obligations. This simply
invites actions by the United States that will be found by our trading partners
to violate our undertakings in the GATT and commercial treaties. The con-
sequence might well be retaliation by the affected countries. A system of inter-
national trade cannot prosper if countries can flaunt the rules of the games at
will. The exercise of this retaliatory authority should therefore be only In
accordance with our International obligations.

Finally, AIA is concerned about the new balance-of-payments authority for
two reasons. First, there is no provision for notice to Importers, consumers, and
others who would be affected by an increase In Import restrictions under this

rovison. While there might be cases when such advance notice would be
armful to the national Interest, the bill should at least establish a presumption

that affected persons would be reasonably forewarned. Otherwise, grave Injury
could be Inflicted upon many Americans without any offsetting advantage to
the country as a whole.

Second, the provision permits a discriminatory import surcharge or quota
against one or more selected countries having large or persistent balance-of.
payments surpluses. This authority is presumably not subject to any require-
ment that our international obligations be observed. Indeed, the bill makes this
clear by providing that the discriminatory authority shall be applied con-
sistently with eo rules that may be negotiated with other countries. Until that
time--if It ever occurs-the President could single out one country under this

C authority and impose new import restrictions upon its products. This could
lead not only to a dangerous confrontation with the country concerned but also
to a further erosion In any rational system of International trade. If the United
States cannot observe the rules of the game, who else will? AlA therefore urges
that this discriminatory authority be deleted from the bill.

Attachment:

AUOMonnx ImoTms or Aunxoa MsMuKs, Assouu Mumsms, LxD

- Alta Romeo, Inc.
Bayerische Motoren Werke A.O.
Bridgestone Tire Company of America, Inc.
British Leland Motors Inc.
Chambre syndicale des Constructeurs D'Automobiles (OS0A).
Citroen Cars Corp.
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'Van Doorne's Automobielfabrieken N.V. (DAF).
FIAT Motor Co., Inc.
American Honda Motor Co., Inc. (Honda).
Japan Automobile Manufacturers Association, Irk
Jensen Motors Ltd.
Lotus Cars Ltd.
Joseph Lucas North America, Inc.
Mazda Motors of America (N.W.) Inc.
Michelin Tire Corp.
Mitsubishi Motors Corp.
Nisonger Corp.
Nissan Motor Corp. in U.S.A.
Peugeot, Inc.
Pirelli Tire Corp.
Renault, Inc.
Rolls-Royce, Inc.
SAAB.SCANIA of America, Inc.
Satra Corp.
Semperit of America, Inc.
The Society of Motor Manufacturers and Traders
Subaur of America, Inc.
Toyo Tire (U.S.A.) Corp.
Toyota Motor Sales, U.S.A., Inc.
Volvo of America, Inc. -
The Yokohama Rubber Co., Ltd.

Lc. (JAMA).

Ltd. (SMMT).

PREPA ED STATEMENT OF THE NATIONAL AUTOMOBILE DEALERS
PRESENTED BY C. RICHARD HUGHES, CHAIRMAN OF THE NADA
CoM MITTEF

AssocmATIoN,
IMPORT CAm

Mr. Chairman and Members of the Committee, my name Is C. Richard Hughes,
a Toyota Dealer from Ventura, California, and Chairman of the National Auto-
mobile Dealers Association Import Car Cotamittee. NADA represents some
20,000 francished new car and truck dealers of which 10,697 handle imported
cars, either as a single line or In combination with another make. 'Thus approxi.
-Intel .3% of NADA's entire membership is directly affected by the Trade
Legislation under discussion herb today. Attached to the statement and marked
Exhibit A is a statistical analysis of all import franchises In the U.S. as of
January 1, 1974.

.... - NADA POLICY REOARDINO TRADE LEGISLATION IN GENERAL

Let me state at the outset Mr. Chairman that NADA supports a trade policy
based upon a multilateral, nondiscriminatory, open world system of trade and.
payments. This has been the primary principle upon which trade negotiations
have been based since our disastrous experience with a protectionist trade policy
during the 1930's, and we feel that these basic policies encouraging free trade
should be continued In the future. NADA further believes that America's
balance of trade problems should concern each and every one oI ub. America
cannot afford the "perpetual luxury of being a debtor nation ;" and like the
individual, must also share the burden of "balancing the budgeL" There are
many well-intentioned citizens who think the way to help correct America's
balance of payments problem Is to buy nothing but American made products.
They believe that to do this would be to strengthen the economy by keeping
American dollars at home.

This outlook, while full of good intentions, falls far short of reality in today's
Interdependent world and in many ways would severely cripple certain seg.
ments of the U.S. economy. Needless to say, one such segment which would be
hurt would be that portion of the automotive industry dealing with Imported
cars. In light of the significant advantages over the long run of a free trade
policy, and the need for a sound balance of payments position any trade
legislation enacted should be designed to promote the development o an open,
non-discriminatory, and fair world economic system to stimulate t' economic
growth of the Unlte4 States.
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UAW PROPOSAL

In hearings before thi Committee on March 22, Leonard Woodcock, Presl-
ilent of the UAW, sugge~ed to this Comzittee that the Congress should institute
temporary quantitative restrictions limiting import of automobiles to the aver,
age percqntage share of the market Over the last three years. He went-on to
suggest that these "temporary" measures would Qnly be needed until the
introduction in September 1975 of the Model Year 976 autos. Mr. Woodcock
maintained in his statement that durIng the next year, when domestic pro-
duction Is shifted to meet the increased demand for small economical cars, the

C domestic manufacturers would need "protection in the form of quotas to insure
against a."sudden sharp upsurge in the share of foreign imports In the domestic
automobile market."

Many people including Mr. Woodcock are under the false impression that the
sale of import cars sharply increased due to the energy crisis. The facts, how-
ever, clearly show for the first quarter of 1974 that while domestic sales dropped
28%, sales of Import cars also dropped 20.3%. The shortage of gasoline decreased
sales of all new cars. When people have to wait in gas lines, or fear doing so,
they are reluctant to buy any new cars.

The UAW maintains that the expected upsurge will directly result In siguifi-
cant unemployment in the domestic automobUe industry. Aside from this highly
suspect contention, however, the UAW has totally failed to examine the
economic contributions, as well as the substantial economic role played, by the
Import automobile industry at the retail level in the U.S. NADA maintains that
if the UAW proposal were seriously considered by this Committee and incor-
porated Into IH.R. 10710, the total effect upon the American economy would be
far more detrimental and adverse than that which is currently being experi-
enced in the domestic automobile industry due to the energy crisis.

In support of this position, NADA's Import Car Committee compiled a rather
detailed study of the role played by import car dealers in the total American
economy. I would like to take this opportunity to cite some of the economic
facts of this study to illustrate this important economic role and how It would
be adversely affected by the UAW proposal. -

The import automobile industry can be classified without question as a
nation-wide industry, whose dollar volume to a significant extent not only
remains In America, but more importantly, right in the community in which the
Import car Is sold. In 1978 over 1,770,000 Import cars wen sold In America,
comprising roughly 155% of the total new car sales in this country. This total
unit sales figure amounted to over 7 billion dollars (this figure includes spare
parts and labor charges.) Most municipalities or states levy a substantial sales
tax-sometimes as much as 5%. Using an average of 4%, over $28 Lllion in
tax revenues were derived by those states and municipalities from the sales and
servicing of import cars alone. In addition to the local sale tax levied on
imports, the industry paid $280 million in other taxes in 1978.

Apart from substantial revenues derived from the import auto industry by
means of taxation, the import dealer also contributes substantially to the U.S.
economy in the areas of employment, advertising, and community relations.
In 1973, the import car dealer on $7 billion of sales, paid an average of
$160,000 in wages in each dealership. In 1978, the average advertising outlay
of an import dealer exceeded $22,000.00, which was distributed among the'
various media industries Including radio, television, newspapers and magazines.
Nationwide this figure exceeded $170 million. The import car dealer in 1978
also purchased over $72 million dollars worth of domestic accessories which
were installed in the import chr after having been reeved by the dealer In the
United States.

The Import car dealer, nOt unlike the dealer handling domestically produced
cars, also has'a sulistantial Investment in his business, Ofi the average In 1973,
this investment amounted to more than $200,000.00 per dealership.

In 1978 the Import cat dealer employed over 220,000 perons. This significant
figure alone shows the economic worth of the import auto dealer to the United
States, and the adverse impact which the UAW proposal would have on the
continued employment of these American workers.

In conclusion, based upon - thesw -significapt economic facts which relate
directly to the American economy, NADA strongly urges that this Committee
reject the UAW proposal on th grounds of the resulting economic harm and
significant unemployment of American workers that will inevitably result from
such an unwise course of action.
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I should also like to Mention at this point other nonmonetary contributions
by import dealers which can be summed up in the following words-enhance-
ment of competition, design and safety. The import car Industry began to
flourish In America In 1940. In 1978, over 1,770,000 Imports were sold and the
market expanded Into a total of thirty-two different makes offering more than
121 different models. This wide range of styles, models and prices gave a new
dimenidon to the choice available to the American consumer. With the rapid
rise of the Imported car, one-car families could afford to become two-car families.
The addition of the second car gave new meaning to the suburban life style
that boomed In America In the 1960's.

This introduction of a new element of competition from abroad spurred on
the American automobile industry as well. Faced with new competition from
smaller import cars, domestic makers reacted to meet this competition. Their
entry Into the compact and sub-compact market has boosted their sales and
given the consumer additional choices. And what caused It? The competition
offered by the imported car.

The Import car Industry was responsible for Introducing Into this country
radial tires, disc brakes and seat and harness belts to name a few safety
features.

In addition, the Introduction of the gas economy Import car was a major
factor In preventing more serious consequences of the recent gasoline shortages.
Also the presence of the import car as a competitor in the late 1960's forced the
domestic manufacturers to change over to smaller economy cars earlier than
usual, which now better enables the domestic manufacturers to meet the public
demand for gas economy cars.

NADA strongly believes any trade legislation designed to protect American
manufacturing-by means of Increasing tariffs and lowering quotas In an arbi-
trary fashion would seriously Impair the freedom of choice of the consumer-
a choice he can now make on the basis of his needs, his pocketbook, and his
personality.

0OMMEITS ON PROPOSED LEGISLATION

For the balance of our testimony we would like to comment specifically on
the two legislative proposals being considered by the Congress at present: the
Administration's Trade Reform Act of 1978 (H.R. 10710) and the Foreign Trade
and Investment Tax Act of 1978 introduced by Congressman Burke and Senator
Hartke.
A. Adminitraton Bill (H.R. 10710)

NADA recognizes the necessity of arming the President with adequate author-
ity to negotiate favorable trade agreements on behalf of the United States. In
our testimony before the House Ways and Means Committee last Spring, NADA
urged that provisions be added to Title I of the Administration's bill which
would properly and reasonably restrict the unfettered discretion of the President
to increase or decrease existing duties when the President found that such
modification was necessary and desirable. We note favorably the limitations
added to H.R. 10710, and urge this Committee to retain these limitations upon
the President's discretion under Title I.

NADA further urges that proper safeguards to insure adequate notice of full
fair public hearings be provided all parties affected by the President's use of
this authority under Title I. These Congressional safeguards will insure that
the final trade agreements are truly in the national interesL

NADA also recognizes the need to temporarily restrict Imports when they are
the major cause of Injury to a domestic Industry. We believe, however, that It
is important to allow the President to Impose such additional import restrictions
only when the Tariff CommissiQn finds that Increased imports are the major
cause of serious Injury to the domestic Industry Involved. Any such import
restrictions granted should be temporary in nature so that the domestic industry
will be stimulated to become more efficient and competitive by the time the
restriction Is terminated.

The provisions discussed above would establish a balanced and realistic U.S.
foreign trade policy for the 1970's.
B. Porelfs Trade and Diveatmet 2T At of 11978

Title I of the Burke-Hartke bill proposes comprehensive restraints on
imports by category and country to roll back Imports to the average level of
1005-1969.
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According to U.S. Department of Labor statistics, Title III, If enacted in its
present form, would reduce the gross dollar amount of imports by 17.1 billion
dollars or 87.6 per cent. This computation is figured oFWthe 1971 dollar level of
imports which represented 45.6 billion dollars whereas the 1965-1960 base
period average amounts to 28.5 billion dollars.

The average number of import cars sold between 1965-1960 was approximately
&9%. In 1978, 1,770,000 import ears, or 15.56% of the market, were sold In the
United States. The implementaUon of Title III of the Burke-Hartke bill would
be devastating because it would reduce the number of Imports sold by 48%.
This would reduce the import share of the market to 89%.

If Title III passed Congress and was enacted into law the overall results on
the import car dealer would be a drastically reduced number of Import cars
resulting in a severe loss in employment In the import car industry, increased
prices to the consumer due to a direct decrease in compettion, and the loss of
real Income to many elements of the community.

NADA urges this Committee to reject such an extreme approach to curb the
trade deficit presently suffered by the United States. We trust Mr. Chairman
that you and your Committee will adopt legislative reform In the trade area-
reform that will stabilize the U.S. balance of payments without destroying
competiUve markets.

This concludes my prepared statement. If the Committee so desires, NADA
would be more than willing to work with your Committee staff by providing
any appropriate additional information that may assist In implementing our
suggestions. If you have any questions, I would be most happy to answer them
at this time.

Thank you.

Senator I RFE. Our next witness is Norman Philion, senior vice
president, Government and public affairs, Air Transport Association

of America, accompanied by Gabe Phillips, vice president, Interna.
tional Services.

I might take note of the fact that Mr. Tom Bogg is here, the
son of the distinguished former Congressman. We are delighted to see
you.

Gentlemen, please proceed.

STATEMENT OF NORMAN 1. PHILION, SENIOR VICE PRESIDENT,
GOVERNMENT AND PUBLIC AFFAIRS, AIR TRANSPORT ASSOCIA.
TION OF AMERICA, ACCOMPANIED BY GABE PHILLIPS, VICE
PRESIDENT, INTERNATIONAL SERVICES, AND CHARLES BUTLER,
SPECIAL ADVISOR ON GOVERNMENT AND PUBLIC AFFAIRS

Mr. PHIMON. Thank you, Mr. Chairman.
My name is Norman Philion. I am with the Air Transort Asso-

ciation of America. I am accompanied this morning by Mr. Gabriel
Phillips, our vice president of International Services, and by Mr.
Charles Butler, our special adviser on Government and public affairs.

We appear on behalf of the scheduled airlines of the United States.
Mr. Chairman, 19 of our member carriers conduct and are engaged
in foreign commerce, and last year contributed about $1 billion to
our export earnings through -the sale of American air transport
services abroad. We do have an interest in policy discussions of
foreign trade and steps which we believe are necessary to assure fair
and equal opportunity in the foreign commerce of the United States.
We, therefore, endorse those objectives of H.R. 10710 which would
help assure competitive equality for American businesses in the
export of American goods and services. •
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Now, we compete, Mr. Chairman, with some 50 foreign air car-
riers operating to and from the United States in foreign air com-
merce. Most o- these foreign flag airlines are government owned or.
controlled. They enter the United States marketplace having free,
equal opportunity to complete with U.S. carriers.

The L.S.-flag airline industry, however, faces many discriminatory
practices and unfair competitive practices in providing air transport
services abroad. These discriminatory practices range, for example,
from restrictions on the currency a citizen of a foreign country may
take out of the country with him if he flies on an American carrier,
for example India. They include special restrictions on the travel of
Government-owned or mkjor corporations in foreign countries, Italy,.
France, Spain, Germany, and others. They include restrictions on.
ground handling services in foreign countries that American carriers
can use, Argentina, Belgium, Brazil, Chile, India, Switzerland, and
others. They include discriminatory practices with respect to the
payment of landing fees at foreign airports such as Italy. They include
currency restrictions and conversion delays with respect to the prac-
tices of Anmerican-flag carriers abroad, India, Chiile, Pakistan, and
others. They include prohibitions on the use of local currencies for
local ales in foreign countries in connection with the purchase of
air transportation on American-flag carriers, Korea, Pakistan, East-
ern Europe, and others. They include preferential treatment for-
foreign carriers with respect to airport facilities and handling pro-
cedures, Belgium Italy, Israel, Greece, and others. They include
exorbitant user charges imposed on American-flag carriers abroad
for operating into particular airports, charges which are imposed to-
underwrite the cost of maintaining airports which the American-
flag carriers do not use, Australia, Italy, Germanv, 1,nited Kingdom,
and others. And finally, they include such things as discriminatory
income taxes, Indonesia, Guatemala, Portugal, Singapore, So th
Africa, Venezuela, and others.

Mr. Chairman, most of these discriminatory practices and con-
straints on American-flag carrier operations are summarized very.
effectively in a survey recently completed by the Civil Aeronautics
Board. We understand the committee may have copies of these
reports. In any event, we have provided the committee with a sum-
mary cataloging these various practices.*

Now, we have noted with interest that the bill before the com-
mittee recognizes the importance of export services in our balance
of payments and we have noted that section 163, for example, would
r quire the President to report annually to the Congress on the extent
of these practices imposed on both our export products and our
export services.

Yet, that section of the bill which authorizes, em powers the Presi-
dent to take action to help remove these disni-hnlatory practices
does not extend to export services. We therefore recomnmend for your
considerat ion a broadening of the power which appears in paragraph
(B) of section 301(a) of title III to make clear that action taken to-
help relieve restrictive practices abroad be extended, be broadened to,
include export services.

'rhat covers our statement, Mr. Chairman. We will be glad to try-
to answer any questions.

*This document was made a part of the official file$ of the committ.
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Senator HA Rr. Is the CAB, with all its authority, unable to deal
with this problem effectively I

Is that a fair conclusion?
Mr. PHILiON. Well, we do have a regime of bilateral air transport

agreements, Mr. Chairman, and to the extent our present faws
empower specific action they do a reasonably good job. But we think
we need a policy statement by Congress in this connection, and with
that clear legislative language we think not only will our negoti-

o ators be able to negotiate &mie of these practices away, but where
they cannot be negotiated we think some retaliatory action is called
for.

Senator IHnRTKE. Do we need to modify this law, or should the
regulations concerning the CAB that need to be modified?

Should we give the authoritpor keep it in a separate category?
Mr. PiILION. Well, I think this would be the ideal place to do it,

in tado legislation. But the short answer is, it could be done in any
le islative action.

Senator HArKE. I think you raise a very valid point, and it is
just a question of how you are going to meet it.

Senator Dole?
Senator Doix. I agree with Senator Ilartke. It would take some

additional legislation, as I understand. The authority is not in the
trade bill now. It was not in the bill passed by the House, not in the
one before us, in other words. So it would take some additional
legislative language, is that correctI

Mr. Pmu.ioN. With all due respect, Senator l)ole, it is recognized
in the House bill. In fact, the I house report makes clear that when
we talk of foreign commerce we are talking about the export of both
products and services.

Senator DoLz. I know it is recognized, but-
Mr. Pimr;oN. The shortcoming is, that recognition was not ex-

tended to the action category of tihe bill. And I think it is important
when we talk of trade and trade policy that we all focus on the very
high degree of importance of export services, of which air trans-
portation is a major part. And I think it would be useful if we
could deal with this problem in trade legislation for that reason.

Senator Doix. Thank you.
Senator ,irmLic. The problem that I see in this legislation, and I

hope that all members of the committee would recognize it, is
whether you have the definition of services in the bill or you do not.

c If you give complete discretionary authority to the President. you
hre lost complete control of the whole trade issue. This is the basic
problem with this legislation. In effect, you would be better off not
to write any legislation. Just delegate the authority which Congress
now has to the President. Just say that the President hereby has
authority to negotiate any type of trade agreement which is in the
best interest of the United States, and is authorized to do whatever
is necessary to carry it out. That simplifies the problem.

Mr. PmLioN. May I respond Mr. Chairman ?
Senator HAwrr=. Paul Doug as in the early 1960's even pointed out

how the whole American industrial services and production werm
slipping away from us. Now, we are faced with tremendous prob,
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lems. These problems are so severe that two major carriers are pro-
posing that they receive Federal subsidies.

I am not against subsidies per se. I want to keep them in the
business so there is conversation. Pan Am and TWA want to merge
to eliminate costs and take advantage of scales of economy. I am
certainly not opposed to it on those grounds.

Senator HAWI. Senator DoleI
Senator DoLE. I have no questions.
Senator HAnrrT . Thank you, gentlemen, forlbing with us.
[The prepared statement of Mr. Philion follows:]

PREPARED STATEMENT OF NORMAN J. PHILON, SENIOR VICE PRESIDENT, GOVERNMENT
AND PUBLIC AFFAIrS, AIR TRANSPORT AssoouTiON OF AMiuwoA

My name is Norman J. Phillon. I am Senior Vice President--overnment and
Public Affairs of the Air Transport Association of America which represents
virtually all of the scheduled airlines of the United States. Our member airlines
are engaged extensively in international commerce and, therefore, are directly
affected by trade policies and practices relating to the sale of -American goods
and services abroad.

The bill now before this Committee, H.R. 10710, is designed to assist American
business in gaining competitive equality in the international marketplace. The
airline industry of the United States fully supports the achievement of that
objective. We believe that American business enterprises, including U.S. flag
airlines, should be able to enjoy in foreign markets competitive opportunities
and privileges equal to those available to foreign companies in this country.
Since our airlines do not now enjoy such reciprocal treatment, we suggest your
consideration of a moditcation to H.R. 10710 in order to assure that the basic
objective of the pending legislation is fully met with respect to the important
services element of our foreign trade account. To place our interest in perspec.
tive, America's scheduled airlines earned $1 billion in the export of air trans.
port services in 1978. They : Provided service to 186 points in 89 foreign coun-
tries: transported 10 million passengers on their international services in 1978;
carried about 700,000 tons of cargo (excluding mail) on these services in 1973;
realized $2.7 billion in total revenues from their international services in 1978.

These data are cited in order to indicate the substantial involvement of
America's scheduled airlines in our nation's foreign commerce.

There are 59 foreign scheduled airlines authorized to provide scheduled
service to 25 American cities. In 1978, they transported about 14 million
passengers to and from this country and carried about 675,000 tons of cargo
(excluding mail).

These foreign carriers doing business in the United States are given full com-
petitive equality with U.S. airlines in the American marketplace. Unfortunately,
thfiq treatment does not apply to our airlines in many countries throughout the
world. National laws, regulations and policies understandably may differ from
country to country. America's &,heduled airlines, however, frequently are faced
with preferential treatment being given to the national carrier of the country
concerned. For example, in one country, citizens are allowed to take out only
$8.00 in hard currency if they use a foreign (i.e. American) airline, but are
allowed $100 in hard currency if they use the national airline. In a number of
other countries where a substantial part of industry is government owned,
business travel for these corporations is required to be on the national carrier.
This would be somewhat like requiring the business travel of the "Fortune
500" to be on U.S. flag services. In some countries, U.S. air carriers are required
to use the ground handling services provided by the national air carrier, their
competitor, and are not free to independently contract for these services. In one
Western European country, the national air carrier is exempt from the pay-
ment of landing fees at the country's principal airport--not so for U.S. air
carriers.

While there are many other examples too numerous to catalog here, the
attention of the Committee is invited to a recent survey published by the Civil
Aeronautics Board entitled, "Restrictive Practices Used By Foreign Countries

a



2099

To Favor Their National Air Carriers." This survey Is an ln-depth analysis of
58 countries and the policies and practices that confront America's private
enterprise airlines In their effort to compete on an equal basis with their
foreign counterparts. Problems such as the government ownership of transporta-
tion entities, reservation of national corporate travel, currency conversion and
remittance, discriminating taxation, discriminatory fees and user charge, and
many other such practices are set forth In the survey. A copy of the Board's
published report is submitted for the Committee's information.

The bill now before the Committee recogniszs, to a certain extent, the
necessity of Including export eoee as well as export products within the
scope of the legislation. The report of the Ways and Means Committee (Page
86) makes clear Its Intent that the word "commerce" should be construed to
include services as well as goods. In addition, the legislation Itself, In Section
168 (Page 48) requires the President to submit reports concerning "... the
removal of foreign practices which discriminate against United States service
industries (including transportation and tourism) and investment.. .".

The present language of Title III, however, which empowers the President
to take action once he has found discrimination to exist, is less clear, and we
would suggest a modification of the language of Section 801(a) to insure
consistent Interpretation of the intent of Congress. On Page 107, line 5 of the
bill, paragraph (B) appears to be limited to "restrictions on products". To so
limit the power of the President to take specific actions is inconsistent with the
Intent expressed elsewhere, particularly the requirement for reports by the
President on actions taken to remove restrictions on services.

We respectfully suggest, therefore, that paragraph (B) be revised to read as
follows:

"(B)" may Impose duties, fee#, Import or other restrictions on the products
or uervicee of such foreign, country or Instrumentality for such time as he
deems appropriate." (italic Indicates added language)

This new authority with respect to services would add significantly to the
ability of our government to solve discriminatory practices Involving U.S. flag
airlines. It Is our hope, of course, that retaliation would not be required to
solve those problems. We earnestly believe that the improved negotiating posture
represented by this new authority would help eliminate many of these unfair
and anti-competitive practices

We believe that many of the restrictive practices now faced by our airlines
In their efforts to compete in foreign markets could be overcome or neutralized
through the full utilization of this legislation. It Is expected that negotiations
for the settlement of these problems would be through bilateral channels solely
within an aviation contextk0ATT negotiations would not be affected by initia-
tives seeking removal of thee discriminatory practices. In other words, imple-
mentation of this authority through toe existing framework of bilateral air
transport negotiations would avoid burdening the GATT and related trade
negotiation process contemplated by this legislation.

In the event that the bilateral air transport negotiations fall in this connec-
tion, the U.S. government would be in a position to take appropriate unilateral
action against those foreign airlines whose governments persist in restricting
the fair and equal opportunity of U.S. flag air carriers. For example, a special
U.S. government charge could be levied on a foreign carrier here In order to
compensate for excessive or discriminatory charges levied on airline operators
abroad. We would hope such measures would prove to be unnecessary since
such retaliatory action would merely equalize an unfair situation. We believe
this fact would, in most cases, be r by the country involved in the
negotiation.

We appreciate this opportunity to express our views on this Important legisla-
tion and stand prepared to answer any questions the Committee may have.

Senator H rx=. The next witness is Mr. Nelson A. Stitt, Director,
united States-Japan Trade Council, accompanied by Eugene J.
Kaplan, Chief Economist, and Allan D. -Schlosser, Legislative
Director.

Good morning, sir.

_-2-74--pt. 5---
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STATEMENT OF NELSON A. STITT DIRECTOR, UNITED STATES.
JAPAN TRADE COUNCIL ACCOMiANIED BY EUGENE J. A PLAN,
CHIEF ECONOMIST, AND ALLAN D. SCHLOSSZR, LEGISLATIVE
DIRECTOR

Mr. STrrr. Chairman Hartke and Senator Dole, I am Nelson
Stitt, Director of the United States-Japan Trade Council, and ac-
companying me are, on my left, Allan Schlosser, our legislative
director, and on my right, Eugene Kaplan, our chief economist.

We welcome this opportunity to testify before this distinguished
committee and I particularly take some pleasure in having the
opportunity to have a dialog with you, Senator Hartke.

Our entire statement clearly is too voluminous to be given here,
and I therefore request that it be reproduced in full in the record
of these proceedings.

The United States-Japan Tirade Council, a nonprofit association
incorporated in the District of Columbia, has a present membership
of approximately 1,000 firms and individuals, all based in this
coUntry and all engaged in doing business with Japan. Because a
substantial portion of our financing comes from Japan, we are regis-
tered under the provisions of the Foreign Agents registrationn Act,
and a copy of our most recent activities report to the Department. of
Justice has been submitted to your chief economist, Mr. Best.

For nearly 20 years now, Mr. Chairman, our council has tried to
be a source of authoritative information and analysis on bilateral
economic developments, and we therefore welcome this opportunity
to testify on such a far-reaching piece of trade legislation. However,
before I outline our position on the proposed Trade Reform Act, I
would like to make just a few brief observations on the current state
of U.S.-Japan trade relations.

First the U.S. trade deficit with Japan which in 197l2 exceeded
$4.1 billion was reduced to $1.3 billion last year. We believe that this
$3 billion improvement in the U.S. trade account with Japan
represents very substantial progress by any definition.

Second, Japan in 1973 firmly established itself as the American
farmer's best overseas market. Purchases of food and feedstuffs alone
amounted to more than $2.5 billion, and total agricultural exports to
Japan reached a record $3 billion, far exceeding even the most
optimistic -forecast by the Department of Agriculture and other
experts. - .

Senator Doiu. If I could interrupt, I might say that they have
been our best customer for years andtheir trade has been in dollars,
not soft currency.

Mr. STn. That is right, sir; very good pohit.
Third, while farm products and raw materials figured prominently

in the U.S. export performance, American businessmen registeredimportant new gains in sales of consumer goods and manufactures
to the steadily expanding Japanese market. Japan has now become
a mass market somewhat similar to that of the United States. These
two categories accounted for another $2 billion in exports to Japan.

Fourth Japan continued to make significant progress in the area
of trade liberalization. When I participated in the trade hearings

0
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before this committee 8h years ago, Japan maintained restrictions
on some 120 commodities, some of great importance to the United'
States in terms of potential export sales. But as Ambassador Eberle
noted in his testimony before you last month, Japan today has dis-
mantled all but 31 of these restrictions.

Moreover, the Japanese have announced that they will soon fully
liberalize the import of two industrial products of special interest

C to American businessmen. Integrated circuits are now scheduled to be
liberalized later this year, and digital computers and parts will be
liberalized in 1975. Ambassador Eberle also gave the Japanese credit
for easing quotas on certain agricultural commodities, reducing
tariffs and virtually eliminating its export incentives.

Fifth, Japan last year all but eliminated its restriction on foreign
investments :with a few exceptions. Nearly all Japanese industries
are today open to 100 percent foreign ownership.

We recognize, Mr.. Chairman, that the preoccupation with so-called
disruptive imports during the late sixties and early seventies has
shifted to concern about an entirely new set of international economic
problems, including worldwide inflation, access to oil and other raw
materials, and commodities in short supply. The United States' de-
cision last summer to impose export controls on soybeans, as well as
similar restraints on the export of logs and lumber and ferrous scrap,
demonstrates how central the twin problems of shortages and export
controls have become to the U.S.-Japan economic relationship.

In addition to these individual commodity problems, there is a
growing possibility that the world's producing nations, encouraged
by the Arab oil embargo, may resort to resource diplomacy, affecting
a wide range of primary materials. In our judgment, these and other
vexing problems underscore the need for this trade legislation and for
a new round of international trade talks.

We agree with Senators Mondale and Ribicoff that the House-
passed bill should be amended to make supply access a U.S.
negotiating objective and to strengthen the GATT to deal with these
kinds of issues. We believe that the problems of shortages and supply
access must be solved in a multilateral framework, and that in the
long run the United States, Japan, and indeed the rest of the world
will stand to gain from such internationally agreed upon rules of the
road.

The United States-Japan Trade Council believes that on balance
the trade bill before you is a constructive and necessary piece of
legislation. In general, it is a better bill than the one the administra-
tion submitted to the Congress over a year ago, particularly in its
prQvisions for more generous and accessible adjustment assistance,
and its carefully written limits on presidential authority.

With respect to the specific provisions of H.R. 10710, the Council
supports the tariff and nontariff negotiating authorities in title I, as
well as the Mondale-Ribicoff amendment I referred to earlier. We
recommend, however, that the sectoral negotiating requirement in
section 102 be eliminated on the grounds that such an equivalency
approach is unrealistic and unwor able.

While we welcome the expanded adjustment assistance program in
title II, we believe the escape clause section is deficient in two re
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aspect& First, the test for "threat of serious injury" should be no easier
to meet than that for "serious injury". Second, such increased duties
as may be imposed under the escape clause should not exceed 150
percent of the Smoot-Hawley rates. _

Senator DoLx. If I could interrupt on this threat of injury and
serious injury, you said they ought to be the same?

Mr. Srrr. They ought to be at least the same, sir, as the bill has
come out of the Ways and Means Committee, the tests for threat of
serious injury are easier to meet than the tests for serious injury
itself. And since the threat is something in the future, a potential, it
would seem to me if anything those tests should be more rigorous.

Senator DoLx. Thank you.
Mr. $,rrr. We propose that section 301 be amended to insure that

this authority be applied in accordance with this country's inter-
national obligations. Regarding section 321, we feel the Antidumping
Act should be amended to allow for differences in circumstances of
sale found to exist under accepted accounting priinciples, when com-
paring the home market price with the export price. With respect to
section 331, we support the administration's original proposal for
Treasury Department discretion in countervailing duty cases, and
would include a material injury test for dutiable as well as duty-free
imports. We favor total repeal of section 337 of the Tariff Act of
1930.

While the Trade Council has no direct interest in title IV, we
recognize that unless a satisfactory solution is found to this con-
troversal section, the entire trade bill, and indeed the GATT round
itself, will be in jeopardy. We therefore urge adoption of a mutually
acceptable compromise, one that promotes trade normalization and
fundamental human rights, and hopefully believe that such a com-
promise can be effected.

The Trade Council supports title V, which would establish a system
of tariff preferences for the developing countries. That concludes my
summary, Mr. Chairman. We appreciate this opportunity to present
our views and we all thank you very much.

Senator HARwKE. Thank you, Mr. Stitt. As you well know, you are
one of my good, personal friends, although we disagree on some
matters of trade policy. But reasonable men may disagree agreeably.

How do you react to the present foreign policy which declares
that this is the year of Europe? Is this a reflection on Japan? 1973
was the year of China and this year is the year of Europe. Do you

C think Japan will ever get a year for itself?
Mr. S-Tr. Sir, first let me say that the year of Europe has become

a little bit of a disaster as we are all aware. I think it ought to be a
year of the world, without picking out any particular geographic

ent&
&nator HArrK. I wish our Treasury Department would listen

to some of the Japanese financial experts. I frankly believe they have
quite a progressive financial system.

They have never believed in the doctrine of austerity. They believe
in the doctrine of expansion. Sometimes they are extremely aggres.
give in their expansive moves for example, when the bu lumber,
he buy lumber and when they buy scrap metal, they buy scrap

metal, and when they market, they market. -.
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I am not opposed to that type of enterprising operation. What I
am saying is maybe we could bike some lessons from the Japanese.

Mr. &r. Well, I hop Senator Hartke, we do not take lessons
from them in the area of inflation, because last year they suffered a
24 percent rate of inflation increase and we did a little better than
that.

Senator HAwrFK. Yes, I know, but I think Japan has moved right
along. I think I won't detain you any longer.

Mr. Srrr. Well that is unusual, sir.
Senator Hmnz. I know it, Nelson, I am getting mellow in my old

age. Thank you for coming.
Mr. STrrr. Thank you, indeed, sir.
[The f repared statement of Mr. Stitt follows. Hearing continues onp. 2114.]

PRWARED STATEMENT OF NELSoN A. STrrr, Dmi=oa, UNITED STATES-JAPAN TRADM
C OURC L

Chairman Long and Distinguished Members of the Committee:
My name is Nelson A. Stltt, and I am Director of the United States-Japan

Trade Council. The Council is a Washiugton based trade association with about
1000 members, largely American firms, which among them carry on most of
the trade between the two countries. Through economic and legislative research
and the holding of conferences and seminars throughout the country, the
Council attempts to keep our members and the general public informed about
significant issues in U.S.-Japan economic relations.

Our teRtimony today will be divided into two parts. Part I will be devoted
to the Council's specific views on the provisions of the Trade Reform Act of
1973. Part II will give a broad overview of current U.S.-Japan trade and
economic relations, with some projections into the future. Among the subjects
covered In Part 11 in some depth are the 1978 trade between the United States
and Japan, the state of the Japanese economy and the likely future shape of
the economic relations between the two countries.

PART 1. COMMENTS OF PROVISIONS OF TilE TRADE REFORM ACT OF 1973

Title I. Authority for Negotialions
In the year since the Administration originally proposed the Trade Reform

Act, events have focused greater attention on problems related to scarcity,
particularly the twin questions of export restrictions and access to supplies.
The oil embargo of last fall and winter brought this matter vividly to public
view, but the U.S. itself has Imposed export limitations on certain commodities,
notably soybeans, logs andlumber and ferrous scrap, and there has been con.
siderable pressure for such limitations on a broad range of other commodities.
In this context, the proposals put forward by Senators Mondale and Ribicoff
have provided a very useful and constructive basis for a reasoned analysis of
the overall problem of supply access. We believe that the proposals that would
make supply access one of the major U.S. goals in trade negotiations (Section
102) and-that would seek to strengthen or clarify GA'T rules on that subject
(Section 121) are particularly important We would only express the hope that
amendments to Section 121, dealing with GATT revision, not be so inflexible
as to hamper the President's ability to negotiate.

With respect to the remainder of Title I, Soction 0S urges and authorim
the President to negotiate international agreements providing, on a basis of
mutuality, for the reduction or elimination of non-tarif barriers to trade. We
wish to emphasize our belief that it is in the interests of the United States to
eliminate its own non-tariff barriers, and that it would be preferable in the
negotiations to avoid an emphasis on obtainig exact quid pro quo# from other
countries, particularly since non-tariff trade barriers do not lend themselves to
quantitative reciprocal treatment. In particular, we 'urge deletion of Section
102(o), which emphasizes a product sector negotiating approach. That tpeof
approach bears no relationship to either economic or negotlatlng reality.
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Title II. Relief from Fair Import Oompetitien
We endorse the expanded adjustment assistance program contained in Title

II. As advocates of more liberal trade, we recognize that adjustment burdens
are Inevitable as trade patterns change. Since liberal trade benefits the economy
as a whole and the average citizen as a consumer, It is only fair that those who
suffer from import competition be assisted in their adjustment to a new situation
through public expenditures.

There are a few points In the "escape clause" portion of Title II that we
would like to bring to your attention. First, we note that the Injury test in
Section 202, as passed by the House, Is drafted so that the standard for "threat
of serious injury" In paragraph (b)(2)(B) Is easier to meet than that for
"serious injury" in paragraph (b) (2) (A). Since a "threat" is-something that
has not yet taken place, the standards of proof for establishing it should,
if anything, be stricter. We urge that the Tariff Commission be directed to
consider at least a common set of standards for the two, as under the Trade
Expansion Act.

Section 201 of ELR. 10710 deletes the requirements in present law that
increased imports result from concessions granted under trade agreements: arid
substitutes "a substantial cause of serious Injury" for "the major factor". This
test is further defined; "'substantial cause' means a cause which Is important
and noL less than any other cause." It is not altogether clear whether this
change In wording of the relation between increased imports and injury creates
a change In the intent expressed by the Congress under the Trade Expansion
Act. If a cause Is Important and not less than any other, it would seemingly
be the most important one, e.g., the "major factor", except only where two or
more causes are equally important. We believe that in many cases in recent
years, at least one-half of the Tariff Commissioners participating have in fact
interpreted the present law to be as broad as Section 201. This is shown, for
instance, in the recent case of Brgk# Wind Musical Instruments and Parts
Thereof, TEA-I-25 (T.C. Publication 589) where one-half of the Commissioners
voting found (under the so-called "but for" test) that increased imports were
the major factor threatening serious injury, and the other Commissioners found
in the negative.

We uree therefore that the report of this Committee should make clear that
the new language does not necessarily call for affirmative findings, so far as
the relation between increased Imports and injury or threat of serious Injury Is
concerned, in situations where the Tariff Commission was unable to make such
findings under present law.

Section 203(d) limits any Increased duties imposed under the escape clause
to 50 percent ad valorem above the rate then existing. This is a substantial
change from the Trade Expansion Act, which permitted increases for dutiable
goods to 150 percent of the 1984 rates and for non-dutiable goods of 50 percent
ad valorem. For most dutiable goods, there is clearly a great difference between
an increase to 150 percent of the 1934 rates and an increase of 50 percentage
points. We believe that the limitations In the Trade Bxpansion Act are more
appropriate and should be substituted for those in H.L 10710.
Title Ill. Relief from Unfair Trade Practicee

Section 301 would grant the President power to respond to certain trade
practices that he determines to be unreasonable or unjustifiable. We trust that
this authority will be wielded with care and restraint, ss its predecessor in

C the Trade Expansion Act (Section 252) has been.
Nevertheless, there are three amendments that appear to be in order. First,

the authority in Section 801(a) should be limited to unjustiftable foreign actions,
and not also Include unreasonable actions. As defined in the legislative history
(House Report No. 98-571, p. 65), "unjustifiable" refers to "restrictions which
are illegal under international law or inconsistent with international commit-
ments," while "unreasonable" includes "restrictions which are not necessarily
illegal but which nullify or impair benefits accruing to the United States under
trade agreements or otherwise discriminate against or unfairly restrict or
burden U.S. commerce" We believe the above definition of "unjustifiable" is
broad enough to cover all foreign trade measures that the U.S. would be
legitimately entitled to retaliate against, Including many that would also fall
within -the definition of "unreasonable". Inclusion of the latter term adds a
degree of Indefiniteness that is undesirable in a grant of authority is broad as
that in Section.301.
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Section 801(b) should provide that the actions of the President shah be
consistent with the International obligations of the United States. We do not
consider it likely that any actual decisions will turn on the difference between
the word "consistent" and the word "consider", which is used In the House.
passed bill. We are confident that the authority will be exercised In accordance
with the International obligations of the United States. It Is exactly for this
reason that It seems unwise to alarm America's trading partners by granting
authority that suggests the President would go further.

Third, we see no basis for Including the provision In Section 301(a) (8) with
respect to foreign subsidies on exports to the U.S. That subject is already fully
dJealt with under the Countervailing Duty Law, which contains a remedy
specifically designed to deal with export subsidies. Section 801(c), by hedging
this authority with several conditions, only throws the subject into further
confusion. Actions to counter export subsidies should be left to the Counter-
vailing Duty Law.

We note that the House added to Section 801 a requirement that the President
provide an opportunity for the presentation of views, including public hearings
If requested, before taking any action under the Section. This requirement is
highly desirable because It helps safeguard the interests of American firms and
groups that may be affected by the President's actions. We do not agree with
tlk Administration's suggestion that the President be allowed to waive this
safeguard If he finds that expenditious action Is necessary. We cannot conceive
of situations where the need to retaliate immediately Is so urgent that it out-

* weighs the desirability of public hearings In advance of such action. Indeed,
prior public comment may actually reveal that "expeditious action" is against
overall U.S. Interests.

Section 321 would amend the Antidumping Act in several respects, most of
them technical and, we believe, appropriate. However, we urge that the Anti-
dumping Act also be amended to provide that In comparing the home market
price of the exporting country with the export price to the United States oll
differences In circumstances of sale which are found to exist, by applying
accepted accounting principles, should be taken into account whether or not
such differences are directly related to the sale under consideration. The neces-
sity for this amendment arises from the current Antidumping Regulations and
from the practice of the Treasury Department, which we believe are not con-
sistent with the law as written. The basic principle of the Antidumping Act Is
that the two prices, the home market price and the export price, must be
"netted back" to the factory price In order to make a fair comparison, taking out
those costs which are peculiar to the market under consideration. Nevertheless,
Treasury requires that, to be allowed, the difference must be "directly related
to the sales which, are under consideration." This requirement, which has no
justification in the purposes or in the language of the present law, works to
the disadvantage of exporters and importers. The most common situation in
which the so-called "purchase price" (that Is, the export price) is applied Is
where the sale is made at the water's edge In the exporting country, and all of
the costs of marketing are borne by the Importer In the United States. At the
same time, it Is quite common for the manufacturer to maintain a sales orga-
nization in the country of origin, but under the principles which are presently
applied by the Treasury Department, the expenses of that selling organization
In the home market are not allowable. Thus we think that the Treasury Depart.
meant has been obviously unfair in Its application of the Antidumping Act The
purpose of this proposed amendment is to make sure that this practice Is not
continued. The same unfairness, to a lesser degree, exists when "exporter's
sales price" Is used as the proper measure of the export price.

Sect ion 31 would amend the Countervailing Duty Law, Section 808 of the
Tariff Act of 1980. As we noted earlier, Japan has eliminated virtually all of
its export incentives about which complaint could have been made. Nevertheless,
we consider It unfortunate that the House has removed much of the discretion
that the Secretary of the Treasury would have had, under the Administration's
proposed bill, not to Impose countervailing duties in certain circumstances.
Under the House version, the Secretary could decide not to countervail against
a bounty or grant if the articles in question were subject to effective quantita-
tive restriction. In addition, for four years he could retrain from countervailing
In order to avoid serious jeopardy to the multilateral negotiations authorized
by Sections 101 and 102 of the bill. There Is a curious exception to this four-
year period-it is shortened to one year in the case of goods produced by

N
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subsidized facilities owned or controlled by a developed country. In addition,
a twelve-month time limit is established for decisions under the Law, and
negative determinations on the existence of a bounty or grant are made review.
able in the Customs Court at the behest of a U.S. complainant.

The House version fails to reckon with the fact that the Countervailing Duty
Law is concerned with conduct by foreign governments, not private citizens,
an area of considerable sensitivity and with great potential significance to U.S.
foreign relations, particularly in a world where trade and economics are becom-
ing increasingly politicized. We submit that the House amendments will turn
the Countervailing Duty Law into a dangerous weapon which would permit
any individual complainant to interfere with U.S. Interests. The fact that there
is no injury test in the law only increases the possibility of its use for harmful
ends with no compensating benefits to U.S. interests.

The U.S. itself subsidizes its exports through several measures, including
income tax deferral (the DISC), price support programs, Bximbank activities,
preferential freight rates, and subsidized research and development. The U.S.
would make itself appear ridiculous and invite damaging retaliation if it were
to countervail against any of those types of measure-. Yet, under the House
version, there is only the four-year period during which that result could be
avoided. Unless international agreement is reached within that period on the
complete range of export subsidies, it could not be avoided thereafter. Other

-1l1M or possible results of the House version would be countervailing against
export subsidies that the U.S. has encouraged developing countries to adopt;
countervailing against a country with whom we are seeking cooperation in
other areas, thereby risking the loss of that cooperation; and countervailing
against a country that supplies the U.S. with a vital commodity, thereby risking
the cut-off of that commodity. None of these results would be in the Interests of
the U.S., yet the Secretary of the Treasury would be powerless to avoid them.
We urge the Senate to adopt the Administration's original proposal on counter-
vailing duties, together with an Injury test for dutiable articles as well as
nondutlable articles.

Recii341 of the House bill would amend Section 837 of the Tariff Act of
1930, which concerns unfair import practices, by providing special treatment
for cases involving allegations of patent Infringement. In our view, Section 887
should be repealed altogether or, If not repealed, more far reaching changes
are required.

Under H.R. 10710 patent cases, which have been the great majority of those
brought under Section 887, would be decided by the Tariff Commission rather
than, as now, by the President. Interested persons would have the opportunity
to present legal defenses, presumably including patent invalidity and misuse.
We do not believe that Section 887 provides any remedies for which need has
been shown beyond those already available under the patent and antitrust laws.
The statute Is onerous because, as now applied, it precludes consideration of
defenses available In patent suits; because it makes preliminary relief against
imports possible even though the patent has never been held valid, whereas
the courts do not provide relief in such circumstances; and because it subjects
importers to legal attack in two forums for the same alleged acts. Further, the
resources of the Tariff Commission, a fact-finding body with six Commissioners
and a large staff, should be devoted to issues of public Importance and not to
the resolution of private controversies.

If Section 887 is not repealed, It should be amended to ameliorate its most
serious defects. First,* It should be made clear that In patent cases the Tariff
Commission shall consider and decide all defenses available to a defendant in
a patent Infringement suit in the federal courts. Second, the relationship
between Section 887 and patent suits should be clarified by requiring the Tariff
Commission to suspend proceedings under Section 837 when the patent issues
raised in such proceedings are before a federal court, and to defer to the
decision of the court on those issue& Third, temporary relief should not be
made available In situations where it would not be available in a court, i.e.,
where the patent's validity has never been adjudicated and upheld. Finally,
the bond under which goods may be entered during a temporary exclusion order
should be in the amount of a reasonable royalty, not In the amount of the
goods! value. We are *lad to note that the Administration has made a proposal
that would fix the amount of the bond at twelve percent of the value of the
goods, but we are Inclined to tbnk that there should be flexibility rather thdb
a fixed amount.
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Title IV. Trdew th the Non-Market Boonotlee
Titlt IV of the proposed Trade Reform Act would grant the Executive

authority to extend most favored nation (MFN) tariff treatment to the Soviet
Union and other non-market economies. As approved by the House, however,
H.R. 10710 would condition MFN status and Eximbank financing upon the
right of Soviet citizens to emigrate. While the Trade Council has no direct
interest-in this section of the bill, we recognize that as a practical matter there
can be no trade legislation without k compromise solution to this vexing problem.
We therefore share the hope expressed earlier In the hearings by Secretary
Kissnger and other witnesses that a viable compromise will be reached, one
that both promotes fundamental human rights and moves this country toward
the goal of normalized trade relations with the Soviet Union and other centrally
planned economieL
Title V. eneralzed Sytem of Tarif Prefe-ewo for Developin ountrieo

We support the generalized system of preferences provided in Title V. This
-idea has been agreed upon among the major non-Communist countries of the
world, and has already been put into effect, with variations from country to
country, by Japan and the E3.-
Title VI. G*ral Provisions

There has been little public discussion of Section 606, which would empower
the President to embargo trade and investment with any country whose govern-
ment he determines has failed to take adequate steps to prevent narcotic drugs
and other controlled substances from entering the U.S., directly or indirectly,
from that country. This is a remarkably broad and vague grant of authority,
with no procedural safeguards. It Is surprising to find It In a bill that is other-
wise so careful to circumscribe grants of authority and to provide adequate
procedural safeguards. While we do not underestimate the gravity of the inter-
national drug traffic and Its effects in the U.S., we submit that careful con-
sideration should be given to the weapons that should be placed in the Presi-
dent's hands in order to deal with it. Unfortunately, Section 606 does not appear
to be the result of such consideration. We hope the Committee will delete it
from this bill.

PART IL U.S.-JAPAN TRAD RELATIONS: PRESENT AND FUTURE

U.S.-Japan-Trade in Better Balance in 1973
The conventional wisdom still far too often pictures Japan as a difficult and

largely closed market for U.S. exports. The facts of America's export trade
continue to belie this entirely erroneous Impression. This was especially the
case in 1978.

Last year, the U.S. trade deficit with Japan Was cut by nearly $3 billion.
This development helped considerably to turn around the overall U.S. balance
of trade into the first surplus In three years. The major reason behind the
Improvement In the U.S..Japan bilateral trade balance in 1978 was that the

. value of American exports to Japan grew over 10 times as fast as U.S. imports
of Japanese goods. Thus, shipments to Japan climbed to $8.8 billion while
Ameriban' Imports from that country totaled $9.6 billion. The balance of trade
between the two countries was therefore $1.8 billion In Japan's favor in 1978,
Instead of the record deficit of $4.1 billion of the year before.

Japan continued to be the second best customer, after Canada, of the United
States and Its largest overseas market. The 1978 trade results also showed that:

Japan Is, more than ever, the major foreign market for the American farmer.
At the beginning of 1978, the U.S. Department of Agriculture was predicting
that exports of farm products to Japan would reach a record $2 billion In
that year. It turned out, however, that shipments of food and feedstuffs alone
earned U.S. agricultural exporters more than $2.6 billion in the Japanese
market. Total agricultural exports, Including hides, cotton, tobacco and tallow
as well as food and feed categories, amounted to nearly $8 billion.

Another major and traditional category of U.S. exports to Japan, industrial
raw materials or Intermediate goods, yielded $8.5 billion, a sum more than
% greater than the 1972 total. Particularly begun of higher prices, logs and
lumber and ferrous scrap between them accouited for more than $1 billion of
VAL earnings in this category. Japanese purchases of these two commodities
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would have been even greater except -for developments in the second half of
the year. Controls were initiated on the export of scrap, while buyers of U.S.
logs agreed to limit their purchases. A sharp ncrease was also registered In
sales of U.S.-made chemical elements and compounds, and textile yarns and
fabrics.

Last year also saw a substantial expansion in the export of U.S. manufac.
tured products to Japan. Sales of machinery were particularly buoyant. The
Japanese purchased a wide range of capital goods, such as broadcast and
communications equipment, generators, transformers and accessories, business
machines (including $9 million of computers and peripheral equipment and
parts), measuring and testing equipment, specialized Industrial machinery,
machine tools and service industry equipment. These purchases earned another
$1.0 billion for American exporters.

Another Interesting feature of U.S. export trade with Japan last year was
the growth In sales of Amerlean consumer goods to a total of $465 million, more
than 80 percent higher than in 1972. There was only one exception to the
general upward trend In shipments of these products to Japan. Sales of toys
and sporting goods fell off with the end of the bowling alley boom In Japan,
which had created a rapidly expanding market for Amei'lean-made automatic
pinsetters and other bowling equipment On the other hand, the..Japanese
bought a considerably higher value of such well-established consumer products
as pharmaceuticals. Japanese purchases of American household electrical
appliances, many of them new to that market, also expanded rapidly. Japan's
increasingly affluent and inflation-ridden society bought a substantially higher
value of gem stones, Jewelry, antiques, clocks and watches from the United
States. American exports of automobiles, some $55 million worth last year,
represented an increase of nearly 2.5 times over the value of such shipments
to Japan in 1972.

Some brief comments on the highlights of last year's imports from Japan:
The marked slowdown in the rate of growth In U.S. Imports from Japan

was due mainly to a drop in American purchases of Japanese consumer goods.
A number of growth Items in previous years were caught up In this trend.
For example, fewer motorcycles, television sets, transistor radios, tape players
and tape recorders were imported. Where volume dropped, the loss In sales
was partially compensated for by a rise In prices. Purchases of clothing from
Japan declined significantly, while imports of toys and sporting goods were
also off.

Automobiles and steel, In that order, were the two major dollar earners
from Japan, yielding $2.8 billion from sales to the U.S. market. The value
of steel Imports slipped mainly because of the heavy demand for Japanese
steel at home and in other world markets. Imports of passenger cars were
nearly 10 percent higher in value, but a smaller number were brought in
than In 1972 because of supply difficulties in Japan.

Greater imports of machinery accounted for most of the rise In capital goods
imports from Japan in 1978, which totaled $3.2 billion. There were stepped-up
purchases of such Japanese-made equipment as electronic calculators, electronic,
tubes and semi-conductor devices, specialized Industrial machinery, ball and
roller bearings, scientific equipment, mechanical handling equipment and
machine tools.
Japanese Goverment Hifed This Better Balatioe Come About

The phenomenal growth of U.S. exports to Japan In 1978 resulted from a
number of factors. It is important to recognize In this regard that the re-
alignment of major world currencies and the commodity price "boom were
among the most Influential of these economic forces.

The currency adjustments made In the first quarter of 1978, together with
the realignments negotiated previously, brought about a new yen-dollar exchange
rate that further Increased the competitive position of American products
In the Japanese market. By the same token, successive devaluations of the
dollar And the upward float of the yen also discouraged U.S. imports of many
Japanese manufactures, which were already higher priced because of rising
costs, by making, them even more expensive for American buyers.

there was little need, however, to promote the export of most American
commodities through the realignment of exthang rates In the face of a world
wide growth In demand for food and raw materials. This demand was fed
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by Japan's raging Inflation as well as Its, high rate of real economic growth,
Moreover, even as demand soared, the supply of a number of these commodities,
especially grains, oil seeds and other rich sources of protein was affected b7
adverse natural phenomena and, In some cases, man-made bottlenecks as welL
The Japanese, who have to import over one half of their food and feed, sought,
as did many other nations, Increasing amounts of these commodities from their
traditionally most important source, the United States.

An unhappy result of this Increasing demand pressure on limited supplies
was the unexpected Imposition at mid-yeaF'by the United States of controls
on expert of soybeans, a staple food for the Japanese. The new yen-dollar
rate which helped to produce this "soybean shoku" by providing more dollars
for their yen to Japanese buyers thus proved a mixed blessing in this Instance.
Nevertheless, the more favorable rate was helpful to American exporters of
other agricultural products. It did help Introduce and expand the market In
Japan for certain more expensive American farm f1poducts like meats, fruits,
vegetables and other processed foods.

Japan's overheated economy also boosted domestic demand last year for the
products of Japanese industry. This demand not only left fewer goods for
export, but affected the Incentive of exporters. Bottlenecks in the production of
some Japanese manufactures due to raw material shortages also affected the
supply of these items available for export. rhe U.S. market also became less
attractive to Japanese industry as the price freeze here made it-difficult for
their American distributors and dealers to raise their prices.

In addition to these developments, 1918 saw the Japanese Government take
a number of other more direct measures to help bring U.S.-Japan trade Into
better balance. A substantial reduction of the U.S. trade deficit with Japan
has been a major objective of the Japanese as well as the American Government.
Accordingly, Japan took the following steps:

As Ambassador Eberle pointed out In his testimony before this Committee
further and significant progress was made last year in the dismantling oi
Japan's Import controls, a process that had been proceeding at an accelerating
rate since 1969. These liberalization measures leave only 81 Items under restric-
tion. Restriction, I should point out, does not necessarily mean an embargo on
the import of the Items still subject to control. Quotas, large enough in some
Instances to enable a substantial penetration of the Japanese market for the
Item In question, are provided in all cases Most of the remaining quotas on
agricultural products have been Increased substantially In recent years. More-
over, the Japanese authorities also undertook in 198 fully to liberalize in the
next two years the Import of the two industrial Items of principal interest to
U.S. exporters which are still subject to import control. Digital computers and
parts are now scheduled to be liberalized In 1975, and integrated circuits some-
time this year.

Ambassador Eberle also noted In his statement to this Committee that Japan'
has virtually eliminated Its export Incentives.

Unilateral reductions were made on a number of Japanese tariff Items.
Restrictions were eased-on Investment in retailing by foreigners In order to

permit American firms to establish retail outlets and processing and warehous-
ngfacilities which would provide more direct access to the Japanese consumer.

For a period of twelve months ending August 1978, the Japanese Government
set global limits on the export of some of Japan's most popular products. This
and other government efforts to discourage exports, for the reasons we men.
tioned previously, appeared to have been most effective with respect to the U.S.
market. These measures were In addition to the implementation of various
agreements and arrangements, negotiated earlier bilaterally and in the GATT
to limit the export of Japanese textiles, steel and other products to the United
States.

JETRO, the quasi-governmental Japanese organization charged with trade
promotion, actively promoted U.S. exports to Japan by supplying advice, publi.
cations and other Information on the Japanese market to American traders
through its network of trade centers In the United States.
The Rmerpit Shape of U.S.J.pan Neosnoso, Relation

For many years prior to 1978, much of the discussion between the two gov.
ernments-and between representatives of the business communities of each
country was devoted to the liberalization of Japan's trade and Investment
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restrictions. Although Japan had made considerable progress In this regard by
190, U.S. requests for further llberalisation became more urgent as America's
balance of trade and payments deteriorated in the first three years of this
decade. The better balance in the bilateral trade account which became evident
early last year, and Japan's continued elimination of its trade and Investment
controls, provided a now setting which not only Improved but also helped change
the shape of U.S.-Japan economic relations In 1978.

These relations have, in fact, always been close and constructive. There has
been Increasing recognition on both sides of the growing economic interdepend-
ence of the two countries. Some bilateral issues still remain. Both countries
stll maintain some Import controls and other trade barriers. Last summer's
export ftntrols on s6ybeans and the growing demand in some sectors for
restraints on such other Important exports to Japan as logs, steel scrap, cotton,
wheat and coming coal have made the Japanese understandably uneasy about
the continued availability of these items from the United States In the volume
they require. Should the worldwide commodity pinch become more intense, this
issue will certainly occupy center stage In U.S.-Japan economic relations.

However, Increasingly the economic dialogue between the two countries relates
to problems that can only be dealt with internationally. Accie to the world's
Increasingly Inadequate supply of food and raw materials is a worldwide prob.
lem. The resort by producing nations to resource diplomacy, of which the current
energy situation may be only a forerunner, further complicates this problem.
Other multilateral issues which occupy both countries include the reform of the
International monetary regime and of the world trading system.

The Japanese have demonstrated their willingness to participate construe-
tively In International efforts to find satisfactory solutions for these multilateral
problems. They played a helpful role in the proceedings of the Washington
energy conference last February. They hosted the GATT meeting last Septem.
ber which resulted In the Tokyo Declaration, launching the latest round of
multilateral tariff negotiations.
Recent Developm I fta the Japa#e 30R0omb

Three major economic problems currently confront the Japanese economy:
energy, inflation and Japan's terms of trade. They are all Interrelated, and do
not lend themselves to easy solution.

Rnergy--The full impact of the drastic changes In crude oil prices and pro-
duction since last October has yet to be felt-in Japan, and may take a long time
to surface. The nature of Japan's energy problem has changed. Initially, there
was concern that Japan would be unable to obtain adequate supplies of crude
oil, virtually all of which must be imported. Although the supply situation
remains somewhat clouded, Arab oil exporters appear to have lifted their restric-
tions on shipments to Japan, even as they and the other members of OPUO
doubled their prices at the beginning of 1974. The chilling fear that cuts in
their supply of crude oil would reduce the output of the Japanese economy to
unacceptably low levels has given way to vexing uncertainties about Japan's
ability to maintain Its considerable economic momentum and to pay its way in
the world in view of what has amounted to a quadrupling of oil prices over the
past year.

Because such a large portion of its power plants burn oil, Japan is more de-
pendent on this fuel for its electric power than any other country. Moreover,
many of Its major industries are energy-Intensive 'or, like petrochemicals and
synthetic fibers, depend even more directly on petroleum feedstocks. Japan uses
a larger portion of its energy, and oil, in industry and less f6r transportation
.and space beating than most other countries. As a result, there is much less
leeway in the Japanese economy than In the U.S. and other nations for saving
energy and oil through conservation measures.

The painful process of adjustment to these new conditions is already under
---wa In Japan. The Japanese are now more determined than ever to accelerate

thir search for new methods of maintaining their economic growth, which will
also recognize the need to improve the national quality of life. This will involve
a restructuring of Japanese industry so that it demands less energy and other
imports, the development of alternative sources and substitutes for theme Im-
ports, and the discovery of ways to conserve available supplies of energy and
other resources and to maximize their use.
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I These adjustments will take time and, in the meanwhile, Japan must deal
with the problem of how to assure adequate energy supplies and to meet the
larger import bill brought about by steeply rising oil costs. These tremendous
boosts in the price of crude oil and petroleum products will make apaneso
manufactures more costly and less competitive on world markets, and add
anywhere from $88 billion to Japan's import bill this year.

There appear to be two key courses of action In current Japanese strategy
for dealing with its balance of payments problem. Steps are being taken to
stem the outflow of funds for Japanese investment abroad and for other capital
transactions. This outflow contributed heavily to the turnaround of Japan's
overall balance of payments in 1978 to a deficit of $10 billion (replacing pay.
ments surpluses of $4.7 billion in 1978 and $7.7 billion in 1972), and the conse-
quent rapid running down of its reserves. Efforts are also being made to stimu.
late the inflow of-capital into Japan in order to improve the capital account of
the balance of payments. The fight against inflation, which remains Japan's
pivotal economic problem, has also been accelerated.

ImAimon-Japan was seized by a raging Inflation, the worst among the world's
Industrialized countrIes, even before the rise in crude oil prices. The wholesale
price index in January 1974 Jumped 5.5 percent over the previous month. Com.
pared with the price level at the beginning of 1978, wholesale prices In Japan
were up 84 percent, and consumer prices 20 percent. In March 1974, the Japanese
authorities, under threat of production cuts by oil refiners if such action was
not taken, permitted them to pass on to consumers a much larger share of the
greatly increased cost of their crude oil imports. To meet the inflationary im-
pact of this move, price controls on certain household necessities and some key
industrial materials were Introduced at the end of March. These are intended
to supplement the monetary and fiscal measures, including a boost in the Bank
of Japan's official discount rate to 9 percent, the highest in Japan's financial
history, that traditionally have been used to dampen demand. Further price
Increases are in prospect if Japan's labor unions get the 2-80 percent wage
increases they have been negotiating for In this spring's labor offensive, and as
the price of electric power and petroleum feedstocks continues to rise, as they
will.

Terms of Trade--The energy situation has accentuated Japan's extreme vul.
nerability and dependence on outside sources of supply for basic raw materials,
fuels, and food and feed. OPE(Ys success has raised the specter of similar ae-
tions by producers of other commodities Japan must import. In any case, Japan,
like other industrial countries, can no longer count on the availability of cheap
raw materials from abroad.

The terms of trade have turned dramatically against Japan in the past three
years, and the commodity boom shows every sign of continuing into 1974 and
beyond. Commodity prices have risen much more steeply than the prices of
Japanese manufactures. As of October 1978, before the oil squeeze began, Japa-
nese export prices were up 12.5 percent from the 1970 base period while import
prices rose by 22 percent in the same period. By the end of 1978, export prices
were up 20.7 percent and import prices 864 percent. In the two-year period
from January 1, 197 to December 81, 1978, the price of Jipan's wheat Imports
Increased by- 80 percent, meat prices were 2.5 times higher, as were feedgrains,
cotton, and lop and lumber, and soybean prices doubled.

9 Prospets for U.SL-Japas Trvide -
It has been reported that economic conditions and balance of payments difi-

eultieq in Japan are leading to a Japanese export offensive reminiscent of the
1900's that will hit particularly hard at the U.A. market It is quite likely that
there will be a rise in the value of-Japan's exports this year, both globally and
to the United States. Such an Increase, however, would be the result of economic
forces at work In Japan and in the world economy rather than of Japanese
government action to promote exports.

This important distinction must be made for proper perspective on the devel.
opment of Japan's export trade. There is little evidence that Japanese authori-
ties have made, or intend to make, any concerted effort to resurrect the export
incentives finally dismantled in 1978. In our view, moreover, Japan's import
liberalization Is irreversible. Aside from political considerations, import restrie.
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tons have become less effective, as well as less necessary, In today's world of
floating exchange rates.

Recent developments in the Japanese economy are forcing businessmen there
to focus more of their attention on foreign markets. Many firms are looking to
exports to take up the slack in domestic sales, as the government's efforts to
dampen demand create a softer market in Japan. The American market has
long proven highly receptive to Japanese goods. The quality and design of
Japanese products, as well as the effective way In which American techniques
have been adapted to market them In the United States, are as responsible as
attractive prices for the widespread demand for Imports from Japan. This con.
tinuing consumer preference, and the existence here of an established distribu.
tion system for many Japanese products, provides a base for expansion of
Japan's exports to the United States.

Those, however, who predict a "flood" or "deluge," words too often used to
describe any kind of an increase In Imports from Japan, fail to take Into
account the changed circumstances acting to moderate the anticipated expan-
sion of exports. The fact Is that Japan's traders will find the going In the
United States, as In other foreign markets, much tougher than before for the
following reasons:

An Increasing number of Japanese products are losing their competitive edge
as they become more expensive due to continually rising costs of raw materials
and labor in Japan. Manufacturing costs will Increase even further as the full
impact of the crude oil price rise surfaces and the huge wage hikes expected
this year take their bite. About 80 percent of Japan's exports to the United
States, ranging from machinery to cameras, are price sensitive.

A growing number of Japanese exports, particularly such labor-intensive ones
as textiles and consumer electronic products, are losing their established mar-
kets in the United States and elsewhere to producers In Korea, Taiwan, Hong
Koug, Singapore and other Southeast Asian countries with lower manufacturing
costs. Many Japanese exporters will therefore have to develop markets for new
lines and a wider range of products over a period of time If their overseas
business is to expand..

U.S. Industry Is fast learning how to beat Japanese competition at its own
game. The growth in sales here of American-made electronic hand-held and desk
calculators, a market actually created by the Japanese, is one such example.
The energy situation, as we know, has greatly Increased the U.S. demand for
small cars. It would appear that Japanese auto makers should be In good posi-
tion to supply this market. Thus far, however, Japanese exports have not yet
increased their share of U.S. ,.-ar sales. Rather, purchases of Japanese autos,
whose price has risen by 20 percent, appear to be caught In the general, slump
currently affecting car sales. What does seem likely is that, as American sub.
compacts are turned out In much greater number and the price of Japanese
autos continues to rise, the U.S. motor Industry will command an increasing
share of the small car market here.
* The exchange rate of the yen to the dollar has fluctuated widely since the
beginning of this year, dropping as low as 800. The present rate, however, Is
still considerably below the rate of 360 to the dollar under which Japan recorded _
its greatest successes in the American--arket of the 190's.--.

Other developments may also limit the expansion of Japanese exports to the
United States:

Last year saw some change in the direction of Japan's export trade. The U.S.
took only 25.6 percent of total Japanese exports In 1978 as compared with over
80 percent, on average, over the past decade. This diversification of overseas
markets has created demand for Japanese goods in Western Europe and South-
east Asia which will put less pressure on exporting to the United States.

Scarcities and bottlenecks caused by raw material shortages and other pro-
duction difficulties continue to plague Japanese Industry. These will shrink the
availability of some Japanese products for sale to the United States and else-
where.

An Increasing number of Japanese manufacturers have lately changed their
marketing strategy, preferring to establish or Initiate production in a modest
way in the United Atates through a subsidiary, Joint venture or licensee Instead
of exporting here.

The state of the U.S. economy will, of course, be a-most important determi-
nant of the level of imports from Japan and elsewhere. Japanese exports are
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particularly vulnerablejin this respect, lnce they consist of so many Itemsboth
consumer and capital goods, the denand for which Is likely to fall off in an
economic downturn.

These influences, it should again be noted, will act to moderate rather than
prevent the expansion of Japanese exports to the Upited States. Part of their
moderating effect, however, Is likely to be offset by certain other factors, espe.
clally Inflation here, which i almost as peat and persistent as the Japanese
variety. Soaring prices for many American manufactures cancel out an Increas--
Ingly larger proportion of their competitive advantage over comparable Japa-
nese products gained through international currency realignments and the even

Ic greater rate of Inflation In Japan.
The value of U.S. imports from Japan, as well as of total Imports, is there-

fore likely to increase in 1974, but much more moderately than has been pre-
dicted In some sensational newspaper accounts. The Increase In tha value of
U.S. Imports from Japan will, we expect, be attributable mainly to rises In
import prices.

As we have previously mentioned, Japan's Import bill for some years to come
will be swollen by the huge increase in the price of Imported crude oil and
petroleum products. The Japanese hope to cope with this problem, in pK, by

holding down domestic demand in Japan, which should also affect the demand
for imports. The composition of Japan's Imports from the United States, and
the prospect of continuing high commodity prices and shortages,. assure, how-
ever, that the value of American exports to Japan will not decrease in 1974. As
long as the current slowdown in Japan continues, there will be some decrease
in demand for certain industrial materials and capital goods usually imported
from the United States. But Japan's requirements for food and feed from
abroad continue to rise, and the demand for American wheat and feed grains
will stay high. So will the prices of these and other U.S. commodity exports to
Japan for several years to come. As a result, the value of U.S. commodity ex.
ports to Japan will remain at a high level.

Demand for many types of capital goods required for industrial expansion
may have tapered off during the current slowdown in Japan. Japanese Industry,
however, remains a prime customer for American equipment incorporating the
latest advanced technology. Thus, shipments of such high unit value items as
nuclear power generators and enriched uranium, communications satellites, and
measuring and testing devices will continue to add to the value of U.S. exports
to Japan, despite the present downturn in economic activity there. In addition,
the Japanese are expected to take delivery during 1974 of more American Jumbo
Jets, another major U.S. export, and that will also help boost the total. Further.
more, the recent sharp rise of consumer goods imports from the United States is
expected to continue, albeit at a modest rate. American refrigerators and other
household electrical appliances, processed foods, sporting goods and high fash-
ions, to name a few, are still selling well on the Japanese market.

On balance then, U.S. imports from Japan are expected to increase, while
American exports to Japan in 1974 will continue at a record high level. The
U.S. bilateral trade deficit with Japan is expected to widen somewhat, but much
of the improvement in the trade balance recorded in 1978 will remain. In the
meanwhile, the difficulties of projecting the trade balance for 1974 are illus-
trated by the fact that for the first two months of this year, obviously too brief
a period to indicate a trend, the United States ran a surplus in its trade with
Japan.

Mr. Chairman, I have concentrated on bilateral trade developments because
of the need to place this trade in better perspective. Other witnesses before this
Committee have stressed the importance of continuing the progress already
made In strengthening and updating the world's monetary and trading system.
The present OATT round of multilateral tariff negotiations, which the pa e
of the Trade Reform-Act will make effective, is one Important step in
reaction. The U.S.-Japan Trade Council favors the passage of this bill for this
reason and not because of any special advantages that might accrue to Japan.
The Council's members have a stake in both ends of this mutually beneficial
two-way trade. Moreover, Japan's interests In the new OATT round are parallel,'
in many respects, to those of the United States, and for similar reasons.

Senator HAwTKZ. Now our last witness this morning is Mr. Charles
R. Carlisle, chairman of Lead-Zinc Producers Committee.
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STATEMENT OP CHARLI & AEL5E OMhIEMAN,. LEAD-ZINC
PRODUCER COMMTTE; ACCOMPANIED BY YOSEIM SEVCH
VICE PRESENT, ST, 10 I S CORP; AND HARVEY APPLE.
BAUM, ESQ., LEGAL COUNL, OOVINGTON & BURLING

Mr. CAmaLz. Good morning, Mr. Chairman.
Mr. Chairman, I am Charles Carlisle, chairman of the Lead-Zinc

Producers-Committee on whose behalf I speak. With me today on my
right is Mr. Joseph Sevick, vice president of the St. Joe Minerals
Corp., one of our member corporations, and our legal counsel, Mr.
Harvey Applebaum of Covington and Burling.

Our prepared statement, sir, lists our member companies, and I
shall proc ed to summarize the statement.

First, we recommend the passage of the Trade Reform Act in
essentially its present form. We believe that the bill is better now
than when it was submitted to the Congress, but we also believe that
some amendments are in order.

First, we suggest that the act be amended to require the President,-
ordinarily, to carry out a Tariff Commission recommendation that
import relief be granted in an escape clause proceeding.

We also suggest that the Secretary of the Treasury be required to
impose countervailing duties, right from the very beginning, as under
current law.

But we also think, Mr. Chairman, that the Trade Reform Act
will-not really get the job done in the case of our own two industries
where substantial new investment in domestic facilities is long over-
due.
I Why I First of all we think it will take a number of years before
the trade reforms contemplated by the act are carried out. And, until
then, American companies will not really know where they stand.

Second, the investments which our companies should make in
domestic facilities will require hiingreds of millions of dollars, a
substantial part borrowed. To make investments of that magnitude,
they need -to know what the rules are, and they need strong assur-
ances that domestic markets will not be subjected to large import
surges as they have in the past.

We think that a generalized trade bill is unlikely, whatever its
merits, to bring about lead and zinc investment on a sufficient scale
or to bring it about soon enough.

I would like to say just a word about our two industries which are
basic industries. Zinc is the fourth most important metal in the
United States, ranking after steel, aluminum and copper, and lead is
fifth.

We have major mines, smelters and refineries in 18 States, which
are shown on the ma in attachment 1.' Fortunately this country
has good reserves of Goth lead and zinc, yet despite those large re-
serves? despite large home markets and riing roductivity, our two
basic industries are confronting some very real difficulties, I would
like first to turn to the critical zinc situation.

8" p. 2123.
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It is doubtful that in recent years any basic industry has gone
through a more severe wringing out than our zinc industry. There is
a critical need to encourage substantial new investment in domestic
zinc smelting and refining facilities. Seven of our 14 smelters have
been closed down in the past 4 years.

Zinc metal production has declined from about 1.1 million tons to
less than 600,000 tons last year. Meanwhile, production in the rest of
the world has risen. Now, admittedly, we have closed down some
obsolete plants. So have foreign producers. But the difference is that
they have more than replaced their own smelters with new capacity
while our producers have not.

And the decline in US. production is the principal cause of the
worldwide shortage of zinc metal and the shortage in the United
States has been very severe for 2 years.

The U.S. industry has been unable to meet the strong domestic
demand for zinc and imports and stockpile releases have only par-
tially filled the gap.

Imports now account for over 50 percent of our market. These
imports have risen from a bit over 300,000 tons in 1969, to almost
600,000 tons last year. During the last 5 years, we have sold almost
500,000 tons of stockpiled zinc metal and during this year and next,
another close-to-400,000 tons will be sold, to help meet the demand.

But, when that stockpiled zinc is gone or sold, there will be no
more. Our strategic stockpile will then be down to about the equiva-
lent of 7 weeks of consumption.

Now two American companies have announced that they are con-
sidering the construction '6 'new large smelters, but no firm decisions
have been taken. All that we can count on is a 15-percent expansion
of one smelter and the modernization of a smaller plant.

Meanwhile, Japan, Western Europe and de veloping countries are
constructing new smelters and the question is why? We say there are
severe reasons.

First of all, some-not all of these--countries give high tariff pro-
tection to their zinc metal producers. Our effective rate here in this
country is about 2 percent right now. Australia's general tariff is
over 15 percent. Peru's is 42 percent; Mexico's is 22 percent. Even
Canadt has a rate of duty three times ours.

Also, foreign governments give their producers stibsidies and tax
breaks not available in the United States. Also, state-owned com-
panies are constructing new facilities abroad.

Second, this is the only industrial country to impose a duty on
zinc contained in ores and concentrates. This puts U.S. zinc metal
producers, who must, compete for part of their raw material supplies
abroad, at a competitive disadvantage.

And then, third, we had price controls which weii lifted last
December and of course the U.S. environmental protection measures
are very stringent.

If I may turn to lead, briefly, here we have the case of an industry
falling well short of its potential. In fact, we believe that the United
States might become self-sufficient in lead considering the abundance
of our good-quality reserves.

But, in fact, imports are taking about 20.percent of the market.

30-229 0 - 24 - 25
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Two out of eight smelters have closed. Old ones, admittedly, but no
new smelters are.projected to take their place.

We are importing large quantities of lead metal and unfortunately
we are exporting substantial quantities of lower-priced ores and
concentrates. If we continue down the present path, we are probably
going to have a stagnant, or at best, a slowly growing lead industry
and a continued erosion of our zinc industry.

We just do not think that that is in our national interest. There is
the balance of payments, of course. We have spent over $3 billion in
the past 15 years for lead and zinc imports. And, conservatively, we
estimate over $7 billion in the next 15 years unless something is done.

There are, of course, lost job opportunities.
And finally, and prhaps most important, Mr. Chairman, there is

a problem of imperiling t e national and industrial security. We do
not think that the United States can count on imp orts to meet our
needs. We believe that American industry is going to encounter
increasing difficulty in getting from foreign sources the metal it
requires in the forms that it requires.
"Turning to price for just a moment, dealers are now selling im-
ported zinc in this market at approximately twice domestic pro-
ducers' prices.

Turning to the last section of my statement, there are two tariff
bills, lea and zinc tariff bills, now before the Congress, sir, which
we believe would give badly needed encouragement to new investment
in American lead and zinc production facilities.

One bill would suspend the duty on zinc contained in ores and
concentrates and thus it would put American zinc metal producers
on a more equal footing with their foreign competitors in obtaining
feed for their smelters. This bill has been reported out favorably by
the Ways and Means Committee. Similar legislation was introduced
last year in the Senate and we urge the Congress to pass or enact this
simple but important legislation in the coming weeks.

The second bill is a flexible tariff bill necessarry to offset the
advantages conferred on foreign producers bygovernmental subsidies
and other assistance, and by state ownership. Basically, it would allow
large quantities of lead ores and lead and zinc metal to enter the
U.S. at the present duty rates, but excessive imports would be sub-
jected to higher duties.

I want to make just three quick points about this bill. The bill is
not intended to protect something old, but to encourage investment
in this country in something new. It would encourage new investment
because it would curtail damaging import surges.

And, third, it would increase supplies to American consumers, not
reduce them, because it would encourage new investment here.

Now, the Committee on Ways and Means heard testimony on this
bill last May. We strongly urge that favorable action be taken on
this bill during this session of Congress.

In summary, Mr. Chairman, we support the passage, with some
amendments, of the Trade Reform Act, but we think that additional
legislation will be needed if the American lead and zinc industries
are to be revitalized.
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We think that the time to begin on this revitalization is now. Mr.
Chairman, we very much appreciate this opportunity to present our
views. Thank you very much.

Senator H~iaws. Mr. Carlisle, it is very interesting to have a
former State Department official come in here and argue in favor of
protecting an American industry.

Mr. CAmasIL. There is nothing like a converted sinner.
Senator HAiRmr. When you get out in the real world, it makes-a

difference, does it not?
Mr. CAiLuix. That is right.
Senator HAiRz. Based on your foreignpolicy experience, I gather,

you do not feel that your pro l would in any way alienate our-
trading partners? Is that rightit _ _

Mr. C'rM sLrz. They will not like it, Senator. But I think it is a
manageable problem.

Senator HAirr-In. fact, they may gain a little more respect for us
if we started to stand u for ourselves, is that not right?

Mr. CARLISL. Well, think that is quite true. And I would just
like to point out, you know, that we are sometimes accused of pro-
tectionism, when we advocate measures along these lines, but we find
them when we look at the tariff situation abroad.

Senator HAIRTKE. You are so right. I am glad you are here. The
problem as we see it, is continual decline in the American industry.

There has been a steady decline of American investment in the
United States in spite of the fact that we still have the 7-percent
investment tax credit which is of some benefit. And I might point out
that there is only one Member of the Congress who has been con-
sistently for the 7-percent investment credit since 1962 and you are
looking at that Member right now.

No one else in the Congress has had that consistent position. I will
take a look at these other two bills. I am submitting to the Congress
this year a bill which would create a reinvestment depreciation al-
lowance. It would be originally more expensive for the Government,
but it would absolutely revitalize much of the American industry.

You do not want to be a protectionist, but you do want to make
sure that the industry keeps going.

I thank you for your testimony. We are going to recess these hear-
ings until 9 o'clock tomorrow morning.

Mr. CArtmLz. Thank you very much, Mr. Chairman.
[The prepared statement of Mr. Carlisle follows:]

PRWiJAu STATEMENT BY CnAaizs X. CAaUSl, OCHAZIMAN, LEAD-Zwo PmawOUcZ
CoMurrrm

Mr. Chairman and members of the Committee, I am Charles R. Carlisle,
Chairman of the Lead-Zinc Producers Committee, on whose behalf I speak.
With me today are Mr. Joseph Sevick, Vice President of the St. Joe Minerals
Corporation, one of our member companies, and our legal counsel, Mr. Harvey
Applebaum of Covington and Burling.

The Lead-Zinc Producers Committee Is composed of seven companies: Ameri-
can Metal Climax, Inc., the American Smelting and Refining Company, the
Anaconda Company, the Bunker Hill Company, the National Zinc Company,
the New Jersey Zinc Company, and the St. Joe Minerals Corporation. Together,
these seven companies produce most of the lead and sine ore mined in the
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United States and virtually all of the primary lead and zinc metal, two of the
most Important basic metals.

THE TRADE REFORM ACT OF 1973

Paaaage recommended
The Lead-Zinc Producers Committee recommends the passage of H.R. 10710,

the Trade Reform Act of 1978, In essentially its present form.
It believes that the bill is considerably better now than when It was submitted

to the Congress and that it Is now basically balanced. The Trade Reform Act
would encourage the expansion of trade, but It also would offer domestic indus-
try Homewhat Increased protection against damaging Import surges and unfair
competitive practices.

Foreign governments and industry use many devices to distort trade and in-
vestment patterns to their advantage. These devices include subsidies, low-
interest loans, special tax write-offs and the operation of government owned or
controlled corporations at lower-than-normal profits or at a loss.

It is unlikely that many of these devices can be eliminated but it may be
possible to establish international ground rules for their use. Even that will be
difficult and may take years of negotiating. The results probably will be mod-
est at best. Nonetheless, a serious attempt should be made. Enactment of the.-
Trade Reform Act would encourage that attempt.
Some amendments suggested

While the Lead-Zinc Committee generally endorses H.R. 10710, It also be-
lieves that some amendments are in-order. In particular, It urges the Finance
Committee to review the import relief and countervailing duty -provisions with
a view to providing domestic Industry more certain relief against occasional
imports gluts and unfair trade practices.
Import relief

The Lead-Zinc Committee suggests.Aat H.R. 10710 be amended to require
the President ordinarily to carry out a Tariff Commission recommendation that
Import relief be granted In an "escape-clause" proceeding. It also suggests that
the Congress retain the authority it has under present law to override a Presi-
dential determination not to provide import relief in the face of an affirmative
recommendation by the Tariff Commission.
Oountervailing duties

The Trade Reform Act as passed by the House gives the Secretary of the
Treasury discretion for up to four years not to Impose countervailing duties In
order to avoid Jeopardizing the trade negotiations contemplated by the Act.
The Lead-Zinc Committee believes that if this discretion Is given to the Secre-
tary, countervailing duties will rarely, It ever, be imposed during the four-year
period. It suggests, therefore, that the Secretary be required to impose counter-
vailing duties, as under current law.
Trade Reform Act lnoicient for U.S. lead and zinc producers

The Lead-Zinc Committee believes that the United States should move in the
direction of liberalizing trade where possible. But It also urges that this coun-
try move promptly to maintain and strengthen basic industries.

Substantial new investment in domestic lead and zinc production facilities is
long overdue; the need is urgent in the case of zinc. But passage of the Trade
Reform Act probably will not get the job done.

Why?
First, It will take a number of years before the trade reforms contemplated

by the Act are carried out. The Kennedy Round took four years. New trade
negotiations promise to be thornier than the Kennedy Round; viewed realistl-
cally, they probably will not be completed before mid-1978. Until then American
companies will not really know where they stand.

Second, the investments which should be made in domestic lead and zinc pro-
duction facilities will require hundreds of millions of dollars, a substantial part

_ borrowed. To make Investments of that magnitude American companies need
to know what the rules are, and they need strong assurances that domestic
markets will not be subjected to massive import surges, as they have been in
the past.
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A generalized trade bill is unlikely-whatever its merits-to bring about lead
and zinc investment on a sufficient scale, or to bring it about soon enough.

PROBLEMS CONFRONTING THE AMERICAN LEAD AND ZINC INDUSTRIES

The American lead and zinc ind-,stries are basic Industries. The U.S. econ-
omy consumed about 1.8 million tons of zinc last year, about 1.5 million tons
of lead. In tonnage terms, zinc is the fourth most important metal, ranking after
steel, aluminum and copper. Lead Is fifth.

The American lead and zinc industries have major mines, smelters and refin-
eries in 18 states (see Attachment 1). Fortunately, this country has good
reserves of both lead and zinc. According to the U.S. Interior Department, the
United States has 35% of the world's lead reserves, amounting to 60 years'
output at current production rates. U.S. zinc reserves also amount to 60 years'
output, and constitute over 20% of acknowledged world reserves. American
ore bodies are not as rich as some of those In other countries, but they are well
located.

Over 20,000 jobs depend directly, an estimated 60,000 indirectly, on American
lead and zinc production. Altogether, perhaps 800,000 Americans rely on lead
and zinc production for their livelihood.

Today, despite large home markets, vast reserves, and rising productivity,
these two basic Industries are confronting difficulties. Imports account for over
50% of primary zinc metal consumption, for about 20% of lead metal consump-
tion. Both figures would be higher except for large-scale stockpile releases.

And unlike other industrial countries, the United States now Imports most
of Its zinc in the form of metal (75% in 1973) rather than as ores and concen-
trates. In 1969 metal accounted for only 35% of total zinc imports. Had the
United States been able to maintain the 1969 percentage, this country would
have reduced last year's substantial zinc import bill by over $75 million.
The critical zinc situation

There is a critical and urgent need to encourage substantial new Investment
in zinc production facilities in this country, particularly in zinc smelting and
refining facilities.

During the past four years seven out of 14 U.S. zinc smelters have closed; an
eighth is scheduled to close in mid-1975. Attachment 2 shows the steady decline
in U.S. zinc metal production: from 1.1 million tons in 190 to 575,000 tons last
year if reprocessed stockpile metal is excluded from the production figures.

Meanwhile, production in the rest of the world (excluding the ComninIst
countries) has risen from about 8.4 million tons in 1969 to approximately 4.0
million tons in 1978. American producers have closed obsolescent smelters con-
fronted by environmental protection problems and frequently no longer well
located geographically. Foreign producers also have closed obsolescent smelters
But they have more than replaced their old smelters with new capacity while
U.S. producers have not.

The decline in U.S. production has been the principal cause of a world-wide
shortage of zinc metal. The shortage in the United States has been severe for
two years.

The diminished U.S. industry has been unable to meet the strong domestic de-
mand for zinc. Imports and stockpile releases have only partially filled the gap.

U.S. imports of slab zinc (metal) increased from 825,000 tons in 1969 to
590,000 tons last year. Almost 470,000 tons of zinc metal were shipped from
Government stockpiles In 1972 and 1978; another 875,000 tons or so will be
sold this year and next. But when that stockpile zinc is sold there will no more.
Our strategic stockpile will then be down to the equivalent of about seven
weeks' consumption.

How serious is the situation? Over the past two years, American consuming
industries often have been desperate for zinc. The "American Metal Market"
In its issue of March 25, 1974 said this in an article about zinc galvanizers
(galvanizing is a principal use of zinc) : "Most galvanizers said that they are
depending so much on GSA releases that when those releases end in 1976 they,
the galvanizers, will be forced to g out of business if they don't get new
sources of supply." Further in the article: "The Canadian producers have not
been able to fill the gap left by their American counterparts, according to the
galvanizers." (Canada Is the major supplier of imported zinc metal to this
country.)
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Foreign producers have more than replaced the smelters which they closed;
U.S. producers have not. Foreign producers are constructing and expanding
smelters; U.S. producers are not.

Two -American companies have announced that they are considering the
construction of new, large smelters, but no firm decisions have yet been taken.
All that can be counted on Is a 15-percent expansion of one smelter and the
modernization of a smaller plant. Attachment 8 shows projected smelter and
refinery construction In the United States lagging behind that In other countries
during the next several years.

Why are Japan, Western Europe and the developing countries less richly
endowed with zinc deposits than the United States, constructing new smelters
while this country Is not? There are several reasons:

A number of countries provide high tariff protection for their zinc metal
producers. While the U.S. rate Is now about 2c, Australla's general tariff,
as noted In Attachment 6, is over 15%1, Peru's 42% and Mexico's 22%. Even
Canada's duty Is three times that of this country. -

Foreign governments give their producers subsidies and tax breaks not avail-
able in the United States. Also, state-owned companiess are constructing new
facilities abroad. Attachment 7 summarizes readily available Information on
foreign government actions aR# policies.

This country Is the only industrial country to Iipose a duty on zinc con-
tained in-ores and concentrates. This puts U.S. zinc metal producers, who must
compete for part of their raw material supplies abroad, at a competitive
disadvantage.

The U.S. zinc market may attract imports at unprofitable price levels during
periods of world oversupply.

From August 1971 until last December U.S. price controls Impaired the
profitability and financial strength of Americau producers.

U.S. environmental protection measures are among the most stringent in the
world.
Lead prodvcion fallng short of potential

Considering the abundance of good-quality lead ore reserves In this country,
the U.S. lead Industry is falling well short of its potential. In fact, the United
States might become self-sufficient In lead.

Attachment 4 shows that American mine production has increased modestly
In the last five years; metal production has increased very little If reprocessed
stockpile metal is excluded. Production Increases would have been greater had
Investment conditions been better, especially for lead smelting.

During the last four years two out of eight U.S. lead smelters have closed.
No new lead smelters and refineries are planned for the United States (see
Attachment 5). Yet, this country Is Importing large quantities of lead metal,
about 180,000 tons last year. At the same time it Is exporting substantial
quantities of lead concentrates, an estimated 50,000 tons In 1978. It Is not In
the national interest for the United States to Import large quantities of high-
priced lead metal, while It i simultaneously exporting lower-priced concentrates.

TH*-NATIONAL INTU MT

The United States Is unnecessarily dependent, overly dependent on foreign
sources for lead and zinc--dangerously so in the case of zinc.

The stockpiles are being sold to meet present shortages, The new stockpile
objectives are equivalent to about two weeks' consumption of lead, about seven
weeks' consumption of zinc.

This country can continue down the present path. That means a stagnant or,
at best, slowly growing lead Industry with Imports accounting for perhaps
20-25% of consumption. That also means a probable continued, gradual erosion
of the domestic sine producing industry, leaving the United States dependent
on imports for over 60% of Its sine.

Continuing down the present path Is simply not In the national interest.
The baoasce of payments

Last year the United States spent over $450 million on lead and sine Imports.
Over the past 15 years $3 billion have been spent, and over the next 15 years a
conservatively estimated $7 billion will be spent on lead and sine Imports unless
something Is done to reverse present trends.
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Jobs
Opportunities to create new jobs should not be overlooked with unemployment

running over 5%. Lead and zinc mining and metals production are not labor
intensive, but new mines, smelters and refineries do create Jobs, frequently in
depressed areas.
National and industrial security

The United States cannot count on imports to meet Its needs. During the
past two years zinc metal Imports have been insufficient. Last year, with
American consuming industries neding zinc as badly as they ever needed it,
metal shipments from Europe and Latin America were down about 20% from
1972. Mexico temporarily embargoed exports of zinc metal because of shortages
In its domestic market. Japanese suppliers cut back zinc metal deliveries to this
country for the same reason.

Other developments can be expected. Foreign governments already are dis-
couraging the exportation of ores and concentrates In favor of basic metal. The
next logical step-to obtain still more value added-will be to discourage the
selling of basic metal in favor of fabricated products. Industries consuming lead
and zinc metal are likely to encounter increasing difficulty In getting from
foreign sources the metal they need In the forms required.

What about price? During the past two years foreign zinc producers have
been selling their metal In the United States at substantially higher prices than
those charged by U.S. producers. Today, with price controls removed, zinc
from Peru, Finland and ZaTre is being sold for 3-4 cents a pound more than
the highest prices being charged by U.S. producers. Dealers are continuing to
sell imported zinc at approximately twice domestic producers' prices.

A foreign producers' cartel probably could not charge unrealistically high
lead and zinc prices over a long period of time. Lead and zinc ores are widely
distributed and new facilities probably would come into production.

But other countries, acting in concert, may be successful In raising prices for
at least limited periods of time. A UN resolution passed In late 1978, "Recognizes
that one of the most effective ways in which the developing countries can
protect their natural resources Is to promote or strengthen machinery for
cooperation among them having as its main purpose to concert pricing policies,
't Improve conditions of access to markets, to coordinate production" policies
and, thus, to guarantee the full exercise of sovereignty by developing countries
over their natural resources." (emphasis added)

It is one thing to pass resolutions, another to carry them out. But it would
be unwise to dismiss these aspirations out of hand.

TWO LEA AND ZINC TARIFF BLLAs BADLY NZZDZD

The passage of two lead and zinc tariff bills now before the Congress would
give badly needed encouragement to new investment in American lead and zinc
production facilities. The bills are summarized In the last attachment; a brief
description suffices here.
H.A. 6191 (S. 3184), zhno ore duly-.upemon. bill

This bill would suspend the duty on zinc contained in. ores and concentrates.
Thus, it would put American zinc metal producers on a more equal footing with

C their foreign competitors in obtaining feed for their smelters.
No group has opposed this bill, which was reported favorably by the House

Ways and Means Committee on March 26. Similar leislation was Introduced
last year in the Senate by Senator Stevenson. The Lead-Zinc Committee urges
the Congress to enact this simple, but Important, legislation in the coming weeks.
H.A. 6487, $esble-tariff bill

The second bill is more complex. Basically, it would allow large quantities
of lead ores and concentrates and lead and zinc metals to enter the United
States at the present low-duty rates. Excessive Imports would be subject to
higher duties, but the higher duties would be applied only to the excessive
amounts. Moreover, the quantities of lead and zinc metals which could be
imported at low-duty rates would be increased as consumption of lead and zinc
metals increases.

Five brief points about this bill:
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1. The bill is not intended to protect something old but to encourage invest-
ment-in this country-in something new.

2. It would encourage new investment because it would curtail damaging
import surges. It is not, however, a quota bill.

8. Because it would encourage new investment it would increase supplies to
American consumers, not reduce them.

4. The bill is necessary to offset the advantages conferred on foreign pro-
ducers by governmental subsidies and other assistance, and by state ownership.

5. The bill's underlying philosophy is that the U.S. economy should have
access to the world market for the lead and zinc materials it needs. Unrestricted
access should be avoided, however, because it is a damper on investment in
domestic facilities.

The Committee on Ways and Means heard testimony on this bill last May.
Our member companies strongly urge that favorable action be taken on it
during this session of Congress.

In summary, the Lead-Zinc Producers Committee supports passage, with some
amendments, of the Trade Reform Act. But additional legislation will be needed
if the American lead and zinc industries are to be revitalized. That revitaliza-
tion becomes more difficult with every day that passes. The time to begin is now.

Mr. Chairman, the Lead-Zinc Producers Committee appreciates this oppor-
tunity to present its views. Thank you very much.
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ATTACHMENT 2.-U.S. ZINC SATTISTICS

flin srt totQl

196 1,70 1971 1972 1973

1. Mine output(itcotee recover) 55.. , 000 534,000 53000 47800 476,000
2. Slab zinc (metal) odcton ................. 1,111000 955000 847,000 707.000 66,000. I orta content) ......... 602000 56000 OCO 2K 000 19 ,0004. p- ofslatint 3, 2..700.... ,000 5,000 589,000
6. Eotsof slab zinc (metat........... 9.000 1eg gble 13,000 4.000 15,000

SGSAsp)le s.o..s.......s) 16,000 1,000 24000 115000 27200
7. Est ted sm 1 (c n. . ,36,000 IV. 000 1,4,000 1,41,000 1148900
6. Estnamad cot oI ic orts Of

doa) ...................................... 164 141 149 230 385

1 Slab zinc producon Includes some GSA motal which is reaflted snd reild. In 1972,8 00 tons o the 195,000 tos of
GSA ml released were reproces d In this maer durins 1973 1 3,0I tons of tM rolaed GSA metal were proc-
send.

I Ores, ceWdates and modcd m tdl.
Sowe: U.S. Baeu of Mines, the General Service Administratio and thO Amercn Bure of Metal Statistic

ATTACHMENT 3.-PLANNED EXPANSION AND CONSTRUCTION OF NEW ZINC SMELTERS AND REFINERIES, 1174-77

Replament of Expansions of
coon"s existing plants axiting plants New plants Totals

Belgalum ........................... ..1................................. IFlbo ............................................. I ......... ...i". . ....".. ... .IfI .................................................

troe ................................................. ..................
Netherlands .......................... ... .1................1
Iol a* ........ 1..................I
i,,= .. " ...........................................

JA l . ... ................................................... ..... .......S"t Alr ..................................... ..................
Bra .......................................... 1 4
Pero ....................... 1::.........Yi

ladle ....................... ................ 'I ,n1 3
Id i ........................................ 2 .................. 2
loawia.........................................2 ..........
RlwniteiWs........................I..................... 2

Taoal ........................ 4 13 4 21

stewned or eon.
comps ..................................................

Nete-Tbe tota tonnag prqWete abov would be abou 1.200000 tons; of this, U.S. Plants wull account for only 90AN0
ton.

Soome: Internatonal Lead and Zinc Study Granp; pms

ATTACHMNT 4.-U. LEAD STATiSTICS
1114 *mt bonl

Im 1973196 1170 i171 1972 L-P m.)

1. MIne Ou recovera)........ Ilif 000 57 6900 60002Remedod prdutotitndud masp)... 13 70 ,00 09, 701,00 7O
& Import of concentrates cotet) ......... 09 It2s 6% 102,em. ofP00 1,000 1, 1000 24-4.Im -a sod'"' ................ ,00,0, 1 000. Expors of len m W(r"ecra) .....

n"!rP ds~m Ue ... I,~ J*013 - 3; 0 1.4840
dar) .................................... 9 a 62 84 71

I Rened Ieedpoductiee Includes smm GSA mW whic Is remelted OWd reined In 1972,15 000 tee of VWe 60000
ls of mW resd we repo med In ths moew; dodon 1173, 61.000 im o $ie roasted GSA meW were
ra Ooad noofeice*d moal.

Souresm: US. Buro of Mins, e on Sore Admidrto & America Bura of MoW Statst
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ATTACHMENT 5.--PANNED EXPANSION AND CONSTRUCTION OF NEW LEAD SMELTERS AND R.F1NEIES, 1974-77

COMy oxMlng plamb aspab MW Pab Totls

Spin ......... ...................................... 2 .................. 1Spai . ...................................... 2|

PZ,.................................................1 2p . ................................................... ........... i

Td ......................................... 6 1 7

Tuto*med or MoT = ~~~~ ~ -OP d ... .......... ...........__ ............ .... .. __ .............

Note.-h tot l om bve a Iwd be ot l00 tn; me of th wMN be sahid for by US. pbat.
Soures: Ioterntl l Lad and Zinc Study Cp; press.

T~m oNr MwAL Impomre IN PImOIP&L LL& Am Zmo NPOT Oouwr

NoTr.--T e following information is frozE official tariff schedules obtained from
the U.S. Commerce Department and from the International Lead and Zinc Study
Group (with respect to the EM~O).

(1 Australian dollar=US$1.49). ---
(1 Kilopram=2.2 pounds).

Iron and cast Iron in pigs, blocks, etc.: A$&9W per ton. plus TAM,
ap 2i W

Untwrought copper: Free.
Unwrought nickel: 15%, and A4.98 per ton.
Unwrought aluminum: .6%.
Lead metal: Free.
Zinc metal: 15% and A$4&98 per ton.
Tin: 26250% and 4.8 cents Australian per kilogram.
Noi=--Mhe duties shown above apply to imports from the United States In

some cases Australia grants lower, preferential duties to imports from Com-
monwealth countries. These preferential duties have, of couM a discriminatory
effect on U.S. exports

OANADA
(1 Canadian dollar-USLOB).
Pig Iron: 10 cents Canadian per pound.
Unwrought copper: 1.5 cents Canadian per pound.
Nickel alloy containing more than O0% nickel: 0$2.50 per short ton.
Unwrought aluminum: 5 cents Canadian per pound.
Lead metal : I cent Canadian per pound.
Zinc metal: 2 cents Canadian per pound.
Tin: Free.
No.--The duties-shown above apply to Imports from the United States. In

some cases Canada grants lower, preferential duties to imports from Oommon-
wealth countries. These preferential duties have, of course, a discriminatory
effect on U.S. exports

UMPBAN DWOONOMe COMMUNITY
(1 Unit of Account (UA) =U$1.21).
(1 Kllogram=2.2 pounds).
Steel: slabs and rolled : 4%.
Unwrought copper: Free.
Unwrought nickel: Free
Unwrought aluminum: 7%.
Lead metal: EEO common tariff: 4.5% with maximum ot 182 UA per 100

kilogram.
However: The EDC countries have individual duty-free quotas which are set

periodically. The duty-free quotas will be decreased annually until 1978 wben
the external EEO tariff will apply to all imports.
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Apart from the quotas described above, certain EEC countries maintain sep-
arate quotas for imports from Eastern European countries.

Zinc metal: As described for lead metal.
Unwrought tin: Free.

JAPAN
,(1 US$=275 Yen).
Pig Iron: 4%
Iron and steel slabs: 10%
Unwrought copper: Free.
Unwrought nickel: 18%.
Unwrought aluminum: 100.
Lead metal: V105,000 and up per ton, c.i.f., duty-free; between V105,000 and

97,000 per ton, c.l.f., the difference; below ¥97,000 per ton, c.V.f., ¥8,000 per ton.
- Zinc metal: V115,000 and up per ton, ci.f., duty-free; between V115,000 and
-107,O00 per ton, c.i.f., the difference; below V107,000 per ton, c.l.f., V8,000 per ton.

MEXIO0

Nom 1.-Nothing produced on a satisfactory level In Mexico can be imported.
NoT 2.-A surtax of 3% is applied to nearly all commercial shipments.
Noz .- Mexico levies an ad valorem tariff on the invoice value or Mexican

official valuation, whichetr is higher.
(1 US$=12.5 Mexican nesos).
,(1 Kilogram=2.2 pounds).
Steel: Official valuation: 0.6 pesos per gross kilogram, 12%.
Unwrought copper: Official valuation: 16.25 pesos per gross kilogram, 0.1 pesos

per gross kilogram, and 18%.
Unwrought nickel: Official valuation: 20.20 pesos per gross kilogram 10%.
Unwrought aluminum: Official valuation: 7.0 pesos per gross kilogram, 0.5

pesos per gross kilogram, and 5%.
Lead metal: Official valuation: 4.75 pesos per gross kilogram, 0.02 pesos per

gross kilogram, and 4%.
Zinc metal: Official valuation: 840 pesos per gross kilogram, 0.05 pesos per

gross kilogram, and 22%.
Tin: Official valuation: 30.0 pesos per gross kilogram, 0.15 pesos per gross

kilogram, and 18%. --

(1 US$=42.7 Peruvian soles),
(1 Kilogram=2.2 pounds),
Steel: 0.10 soles per gross kilogram, and 192%.
Refined copper: 1.0 soles pergross kilogram, and 42%.
Unwrought nickel: 4.0 soles per gross kilogram, and 42%.
Unwrought aluminum: 1.0 soles per gross kilogram, and 42%.
Lead metal: 0.6 soles per gross kilogram, and 42%.
Zinc metal: 1.0 soles per gross kilogram, and 42%.
Tin: 2.0 soles per gross kilogram, and 42%.

Steel: 10% "fiscal" duty.
Unwrought copper: 5% customs duty, and 10% fiscal duty.
Unwrought nickel: 5% customs duty, and 10% fiscal duty.
Unwrought aluminum: 5% customs duty, and 10% fiscal duty.
Lead metal: 10% fiscal duty.
Zinc metal: 10% customs duty, and 25% fiscal duty.
Tin: 10% customs duty, and 25% fiscal duty.

-- FoREoi GovNMINT Acnoxs AND PouoMs

AUSTRALTA

There have been -two broad developments on the Australian mining scene
during the past year.
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First, the Government has eliminated a number of tax concessions which the
industry previously enjoyed. Second, the Government has taken or Is planning
actions which will give it a much larger role than previously In exploration,
production, processing and exportation. According to the press, these actions
include:

The planned establishment of a governmental authority to grant some US$75
million annually for minerals exploration and development

The planned channeling of Australian capital through a governmental cor-
poration Into approved mining ventures. Institutional lenders may be obliged to
invest in the corporation.

The planned establishment of another authority to explore for, develop, trans-
port, process and sell Australian petroleum and minerals.

The placing of all minerals, whether in raw or semi-processed form, under
export control. Apparently, this control has been little used to date, but the
Government has said, "Australia seeks a greater processing of Australia's min-
eral exports.. " and "Where shortages exist, Australia will, at all times, give
preference in supplies to our longstanding major trading partners, and oil not
refuse assistance where praotcable. We will export as much as Is possible after
full onsideration of Australia's requirements." (emphasis added)

Australia Is a member of the newly formed International Bauxite Association.
Also, Australia attended a recent meeting-of iron ore exporting nations as an
observer. Another Iron ore meeting at ministerial level is scheduled in a few
months' timo.

CANAD

For ovwir 80 years new Canadian mines were exempted from taxes for-the first
three years after production began. This exemption, which ended last year, made
a major contribution to the strong growth of the Canadian mining Industry.

Meanwhile, a regional economic expansion program continues. It provides for
grants ranging from 10% of capital cost, plus up to C$2,000 for each job created,
to a maximum of 25% of capital cost, plus up to C$5,000 for each job created. The
program also provides for loan guarantees. It excludes the production of mineral
ores and concentrates, but includes the production of metals and fabricated
products

From 1960 through November, 1978, the Government made Ineentive grants
totaling C$895 million (averaging 20% of eligible capital costs) to Canadian
companies. Over C$21 million were given to metals producing companies, In-
eluding C$8 million for a zinc metal plant

Two provinces, Quebec and Manitoba, have established official exploration
and development organizations to work with private companies. These organiza-
tions are capable of large-scale efforts; the Quebec organization Is capitalized
at C4 million.

Further, a number of Canadian provinces have enacted laws prohibiting or
discouraging the export of ores and concentrates from Canada, thereby encourag-
ing the establishment of smelting and refining facilities in places where they
might not otherwise be established.

Canada also attended the meeting of Iron ore exporting nations as an observer.

BUROIAN ECONOMIO COMMUNITY

All of the EN)C nations have granted industry various forms of assistance-
government loans and guarantees, capital grants and tax concessions-In eco-
nomically troubled regions

Italy has a major incentive program. To firms establishing plants In southern
Italy the Government gives: grants of up to 809 of capital expenditure, low-
Interest loans, lower freight rates and special tax concessions. Other, more mod-
est incentives are given to firms establishing elsewhere In Italy.

An Italian state-owned minerals group supplies 85% of Italy's lead and 55%
of Its zinc. This group plans to spend $640 million within the next five years to
Increase-its mining and metallurgical operations in Italy.

In 1972 the UnIted Kingdom began a very large assistance program. The pro-
gram provides for a one-year write-off on Investment in machinery and plant and
grants of 20-22% for investments made throughout a large part of Britain.
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A 0anadan company may build a new zinc smelter and refinery in England
It it does, it may qualify for a grant worth about $18 million.

In addition, the Government has started a $12 million minerals exploration
programL

Who Federal Repblio ol Gertanay, the Net eriw d, Belgum and France have
programs to asist economically depressed areas. Duing the past six years five
new zinc smelters and refineries have been constructed in Germany, the Nether-
lands, Belgium and Italy; all five located in areas where they could receive
governmental assistance. A new zinc plant in the Netherlands, for example, re-
ceived a subsidy of over $6 million.

In Ireland a 1967 act permitted full corporate and income tax exemption for
20-years for production (begun before 196) of lead, zinc, copper and barite. This
act greatly stimulated Irish minerals development.

The Government iq ending the tax exemption In April, 1974. According to the
press, mine operators will now receive liberalized write-offs for prospecting, ex-
ploratIon andc plant cxpendlture .-

Ireland also grants negotiated packages of incentives for large, capital in-
tensive projects, guarantees loans and subsidizes Interest payments.

Negotiations on an EBE regional tund are still underway. The fund Is likely
to be at least $1 billion, to be distributed over a three-year period.

INDIA

,India has two zinc smelters, one state-owned. Government plans call for doub-
ln" e output of these two smelters and for establishing a third state-owned
smelter. Consideration also is being given to constructing another government-
owned plant which will produce both lead and zinc.

JAPA

The Japanese Government follows a well-defined policy of assisting Its natural
resource industries; Japanese companies work closely with each other and with
their Government

Major prJects are government approved, qualifying them for low-interest
loans through the Government banking system. It also appears that the Gov-
ernment has given significant subsidies to the nonferrous metals Industry.

One major result of this close cooperation Is that Japanese mining and metals
companies carry much heavier debt loads than American companies carry; their
debt-equity ratios are about 10 times those of comparable U.S. firm& In effect,
the Japanese companies have expansion capital which is denied their U.S.
competitors

Ore supplies are crucial to Japanese companies. The Governnent has made
special funds available to the companies to assist in the Importation-of ores.
Also, a Government agency helps the firms to find and develop overseas ore
bodies. Japanese companies have been particularly successful In tying- up the
production of foreign mines.

PWI

A state organization owns much of Peru's lead and zinc production facilities
This organization plans to construct two new lead and zin plants.

WFAIN

A state agency contrvjs some Spanish lead and zinc companies and participates
In the ownership of others Another state agency is spending over $50 million on
minerals exploration In Spain during the 19T2-75 period. -

Also, the Spanish Government gives tax concessions and Investment grants
of up to 20 percent to firms Investing In certain underdeveloped areas.

Zaire's principal mining company is state owned. It was announced recently
that all mining companies in ZaTre must offer the Government 50% of their
equity.
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ATTACHMENT .-.ZINC PRICE DATA
I. U.S. PRIME WESTERN ZINC PRICES. CURRENT AND I18 DOLLARS

ICents per pound, all on a dellod bsls

Current cents

150 ............
1151 ............
1962 ............
195 ............95 ............
1195 ............
1958 ............

1950.........
1960........
1991..........
1962..........

1958 cents

14.4
ILS
18.7
11.4
11.2
12.3
14.0
11.9
10.8
11.9
13.4
12.0
12.1

17.3
20.1
18.6
12.6
32.3
13.8
14.4
11.1
10.8
11.7
33.2
11.8
11.9

196 ............
1964 ............
196 ............
1966 ............
167 ............
1968 ............
1969 ............
970 ............

1971 ............
1972.........
1973 ............
Apr1 1974(etmt) ..

II. U.S. AND FOREIGN PRICES, MARCH 29-30. 1974
IU.S. cents per pound; U.S. Prime Western or equivalent

Cents per pound Cents per pound

Uni d St t .............................. 35.0 JPAnese price ............................. 7. 9
European producers' pri c ................... 3.9 1 London Metal Exczage ..................... 77.3

Note: Prices conveted to 1958 cnb on the basls of fh U.S. Government's induvsil commodity price Index.
Sources: Am icon Bureau of Metal Statistics Yerbooks; InternaUtionl Lod and Zinc Study Group Statisical Bulletn;

"American Meal Market"; "Japan Metel Journa."

ATTACHMENT 9.-LEAD PRICE DATA
I. U.S. LEAD PRICES, CURRENT AND I18-DOLLARS

KCents per pound, 1V0-71: delivered New York; 1972-73: delIvroed United Statesl

Current cet

1950 ............
1951..........
192 ............

53............
114............3 ..4.......
.ii. ......

I o~.e~,o

195 ceb

13.3
17.53.5
13.5
14.1
35.3
3.0
14.7
12.1
!1.2
i1.l
10.9
9.6

1.01.0
18.4

15.5

12.3

10.10.

Current ent

1963 ............
196 ............
196 ............
1967 ............
197 ............

1Ile ............
no7 ............
it7 ............1968... ....
1973..........
April 1974

1958 cent

31.1
16.0

15.1
14.0
13.2
14.9IS.1
181.4
16.5

1.0
13.4
35.5
14.4

I
I1

II. U.s. AND FOREIGN PRICES, MARCH 29-30, 1974

lU.S. cet p povd

Cens e

United ................................................................................ 21.6
32.8

Current cents 1958 ceab

I1.S
14.1
15.0
15.0
14.3
14.0
15.1
15.3
18.1
17.7
20.5
35.0

32.413.19
14.9
14.3
13.412.8
13.3
13.4
13.2
14.0
I.I

21.9

No: Pric conveod to IU cents on te beals of the U.S. Gow met's indutrl commodity price index.
Sowces: American Burean of MeW Statistics Yerbook; Intrnatioal Lead and Zinc Studb Group Std c Sdetla

"Amercan MeW Market"; "Japan Meto Journal'
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ArTACHMENT 10.---SUMMARY OF PROPOSED LEGISLATION

The two bills are complementary, one long-term and designed to address funda-
mental problems, the second short-term and intended to meet an immediate
situation.

THIS FLEXIBLE TARIF BLL (H. 643?)

The flexible-tariff bill would establish no limits on imports of the Items covered.
Instead, the bill provides that, with the exception of zinc ore, present rates of
duty would apply to imports up to specified quantitative levels each calendar
quarter; beyond the quarterly quantitative levels higher rates of duty would
apply. The Act makes no reference to individual exporting countries.

Duties on the principal items would be set as-follows (for countries receiving
most-favored-nation treatment):

Approximate
ad valorem Quarterly NierItem Present duty equivalent quantitatived
(percent) level rate

Lead ore ......... 0.75 per pound, con- 5.0 24.000 tons, lead 19 percent ad valorem.
taled lead. content.

Lead metal ....... 1.0625 cent per pound... 3. 5 40 000 tons ---------- Do.
Zinc metal ....... 0.7 cent per pound ...... 2 - 12,000 tons: ..-.-.-. - Do.
Zinc ore ......... 0.67 cent per pound, (4 120,000 tons, zinc See next paragraph.

contained zinc, content.

The bill makes an exception for zinc ore. It further provides that zinc ore,
up to 120,000 tons each calendar quarter, would enter free of duty. Beyond the
quantitative limitation the present rate of duty, 0.67 cents per pound, would
apply. If, however, the price of zinc metal was less than 15 cents per pound, the
duty would be 0.67 cents per pound, regardless of the quantity being imported.

As now drafted, the bill requires the Secretary of Interior to adjust the lead
metal and zinc metal quantitative levels upward or downward for the two years
beginning in the second calendar quarter of 1975 and continuing through the first
calendar quarter of 1977. This would be done in accordance with changes in the
consumption of lead metal and slab zinc, but only if the consumption of either
lead metal or slab zinc had changed upward or downward by more than 4 per-
cent compared with a three-year base period of 1970-72.

The Secretary would make similar adjustments in the first quarter of 1977
on the basis of consumption in the calendar years 1975 and 1978. New adjust-
ments would take effect in the second calendar quarter of 1977 and continue
through the first calendar quarter of 1979. Similar adjustments would be made
every two years thdsafter is long as the Act was In effect.

Before enactment, the bill probably should be amended to require the first
adjustment in the lead and zinc metal quantitative levels In 1978 (instead of
1975), on the basis of a 1971-73 base period (instead of 1970-72). The quantitative
level for zinc metal also eight be increased to reflect the current level of zinc
metal imports. Finally, the flexible-tariff bill also might be amended to allow lead
and zinc metals, when In short supply, to enter the United States duty-free, re-
gardless of any other provisions of the bill. Thus, there would be no duties on the
metals when they were in short supply, penalty duties when they were in over-
supply, and normal duties at other times

Certain manufactured items also are covered by the bill. It provides that up to
certain quarterly quantitative levels present rates of duty would apply on these
items; beyond those levels higher duties would come Into effect.

The rates of duty and other tariff treatment provided for in the flexible-tariff
bill would remain in effect until Congress by Concui rent Resolution restored the
prior treatment

THE ZINC ORE DUT-sUSPENSrON BILL MI.R. 6101 AND IL 2184)

The second bill is directly related to the exception for zinc ore in the flexible-
tariff bill. This duty-suspension bill, as amended by the House Committee on
Ways and Means, would suspend the duty on zinc contained in ores and con-
centrates until July 1, 1977. Similar legislation has been introduced in the Sen-
ate, but the Senate has not yet taken any action on the legislation.
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The Lead-Zinc Producers Committee recognizes that the legislative process
could cause further delays In the enactment of the flexible-tariff bill. The Pro-
ducers Committee urges that the duty-suspension bill, which has not been op-
posed by any group, be enacted in the very near future to give some relief to
the hard-pressed domestic zinc smelting industry.

[Whereupon, at 11:55 a.m., the committee recessed to reconvene at
9 a.m., Wednesday, April 10, 1974.]

30-229 0 - 74 - 26
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TRADE REFORM ACT OF 1973

WEDNESDAY, APRIL 10, 1074

U.S. SENATE,
ComMrrE. ON FINANCE,

WVahington, D.C.
The committee met, pursuant to recess, at 9 a.m., in room 2221,

Dirksen Senate Office Building, Senator Paul J. Fannin, preidig.
Present: Senators Hartke, Ribicoff, Bentsen, Fannin, and Pak-

wood.
Senator FANNIN. The hearing will come to order.
We have a very long list of witnesses today, which is why we are

beginning our hearings at this hour. Each witness has been instructed
to confine his remarks to a ten-minute summary of his written
statement. The five-minute rule will remain in effect as it has
throughout the hearings for the questioning of the witnesses.

Our first witnesses will consist of a panel, with Mr. John Van
Horn and Mr. Frank B. Snodgrass. We welcome you, gentlemen. It
certainly is nice to have you with us this morning.

Now, let us see, you are Mr. Van Horn?
Mr. VAN HORN. Yes.
Senator FANNIN. And, Mr. Snodgras
We welcome you this morning. Were pleased to have you with us

and we want ou to proceed. Do you have statements?
Mr. VAN I ORN. Yes, I do.
Senator FANNIN. The complete statements will be made a part of

the record, and you may proceed as you desire.

STATEMENT OF 1OHN M. VAN HORN, VICE PRESIDENT, SUN KIS
GROWERS, INC., ON BEHALF OF THE CALIFORNIA-ARIZONA
CITRUS LEAGUE

Mr. VAN HORN. Thank you. My name is John M. Van Horn. I
appear today as past president of the California-Arizona Citrus
League, which represents the citrus industry in California and
Arizona and, as vice president of Sunkist Growers, a marketing
cooperative.

It is a pleasure to be here this morning to discuss this bill presently
pending before the committee. As you know, the citrus industry in
California and Arizona accounts for approximately 90 percent of all
of the fresh citrus exported from the United States.

The citrus industry in California and Arizona currently exports
slightly'*ove- 30 percent of all of its own citrus, sold fresh. This
exc4i $138 million annually. Our citrus is exported to countries

(2133)
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such as Canada, Japan, France, Mexico, the Soviet Union, New
Zealand, and Sweden, just to name a few.

Our growers continue to attempt to produce the highest quality
citrus in the world and share it with consumers throughout the world.
In order to market citrus, it is necessary to have ace to the market
place within each country.

In many countries of the world today there is a strong demand for
our citrus. However, in many of these countries, there are also
artificially imposed barriers of various types and forms which
obstruct the ifow of citrus from the producers in California and
Arizona, to the consumers in those countries.

It is for this reason that the growers support titles I through III
of H.R. 10710. It is their hope that the multilateral trade negotia-
tions will be successful in opening markets not only for citrus but
for all U.S. products for which there is an export market.

Your attention is invited to two sections of title I on which a
specific comment is made. The citrus industry in California and
Arizona supports the position of the U.S. National Fruit Export
Council which we understand has testified earlier, and the tobacco
industry which is testifying here today, that section 102(c) be deleted
from title I.

It is our belief that forcing the negotiations to follow artifically
defined sectors would not be in the best interests of the United States
and would prevent any negotiator from reaching maximum effective-
ness.

In the event that section 102 (c) is retained in the bill, then it is
recommended that section 102(c) (1) be changed by deleting the word
"developed" in line 5, and substituting in its place "all GATT
members".

The purpose of the proposed multilateral trade negotiations should
be to gain market access to all members of GATT. As section 102(c)
is currently written, it implies that the United States should only
attempt to obtain market access to developed countries. Many less
developed countries provide excellent markets for U.S. goods, and
we should try to open those markets further.

The second section to which your attention is invited in title I, is
section 127. This section provides for nondiscriminatory treatment
by the United States. The California-Arizona Citrus League has long
supported the principle of nondiscrimination in international trade.
It supports the most favored nations rules set forth in article I of

C GATT, and I will come to that, more specifically, in a minute.
The citrus industry recommends the following language be added

to section 127. "However, this section does not apply to those coun-
tries which do not apply nondiscriminatory treatment to exports
from the United States and those countries may not receive non-
discriminatory treatment from the United States. Neither shall any
ount ry which does not have a trade agreement with the U.S. benefit

from this section."
We have experienced, as have others, the fact that when a GATT

member does not observe the most favored nations rule of GATT, it is
very difficult to remedy that violation.

As you gentlemen know, the U.S. generally is not willing to take
issue with GATT and insist upon a vote since the U.S. feels that
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even on issues where it is clearly right, it will be outvoted generally
by the EEC and its associated members.

At the same time, those countries discriminate against the United
States. The United States, pursuant to the provisions of section 127,
would be providing them most favored nation treatment. Our sug-
gestion simply would mean that no country would receive most
favored nation treatment at the same time it does not extend most
favored nation treatment to the United States.

This seems to be fair. The second sentence proposed for that section
sim y prevents any country of the free world, which is not a member
of GATT, or which does not have some other trade agreement with
the United States, from receiving most favored nation treatment
automatically, while not extending similar treatment to the United
States.

The principal country involved here is Mexico, which has never
had a trade agreement with the United States and is not a GATT
member. Nevertheless, Mexico benefits from all duty concessions
granted by the United States on a most-favored-nation basis.

Let us return now to the most-favored-nation provision of GATT.
As you gentlemen know, the EEC discriminates against the United
States' citrus exports in favor of Tunisia, Morocco, Egypt, Israel,
Lebanon, Cyprus, and Spain.

Tunisia and Morocco receive 80 percent tariff reductions and the
other countries receive 40 percent reductions. However, it is reliably
reported that all countries will be brought to the 80 percent level
shortly.

These tariff preferences clearly violate the most favored nation pro-
vision of GATT and the U.S. has consistently indicated that both the
violation and the damage being sustained by our industry, are clear-
cut.

Citrus growers in California and Arizona have sustained losses of
exports since the preferences were put into effect in the fall of 1969
of over $20 million. The citrus industry appreciates very much Senate
Resolution No. 89, which this committee unanimously passed in 1971
and which the Senate and House passed on April 19, 1971.

As will be recalled, that Resolution called upon the President to
obtain equal treatment for citrus exported to the EEC. As of this
date, the EEC continues its discrimination against the United States.

The discrimination has now increased with England, Ireland, and
Denmark joining the EEC. Previously, we were able to compete in
these markets on an equal basis with our Mediterranean competitors.
Now, those Mediterranean coimtries will enjoy the same preference
in these three countries as they did in the original six members of the
EEC.

This is particularly damaging since both Denmark and Ireland
allow oranges to enter free, and England had only a 5 percent duty.
The EEC duty is 20 percent during the winter and 15 percent during
the summer. Thus, one can readily understand the damage inflicted
by 80 percent tariff reductions in which the United States does not
share.

As you know, the United States had been engaged in negotiations
with the EEC, as a result of the entry of England, Ireland, and Den-
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mark into the EEC. These negotiations began in March' of 1978 and
were originally scheduled to ena by June of 1973. That deadline has
continued to be moved backwards. As of today, there is still no
settlement of the XXIV :6 negotiations.

Growers in California and Arizona believe that the U.S. should not
enter into multilateral trade negotiations at a time when the Euro-
peans evidence no willingness to negotiate with us on an equitable
bass. The XXIV :6 negotiations provide a measure as to the willing-
ness of the EEC to negotiate with the United States.

If the United States request is not accepted by the EEC, then it is
recommended that the United States not enter into multilateral trade
negotiations. If the United States and the EEC cannot come to an
agreement which results in a settlement of the XXIV :6 negotiations,
then it would be proper for the United States to withdraw conces-
sions on EEC exports to the United States in such an amount as to
equal the damage suffered by the United States as a result of the
three new countries joining the EEC.

After this has taken place, the United States may wish to enter
into the multilateral negotiations. The only way that this committee
can be certain that the EEC acce pts the U.S. demands, or if that is
not successful, that the U.S. withdraw its concessions, is to withhold
passage of the trade bill until one of these two events occur.

It is unfortunate that the United States is enc..tntering so much
difficulty in resolving the XXIV :6 negotiations. However, as indi-
cated previously, it does provide this committee with the opportunity
to determine precisely whether or not the United States has the
necessary resolve to enter into a multilateral negotiation.

It also provides an opportunity to determine whether or not the
European -Economic Community is ready to negotiate. There cannot
be a negotiation unless both sides are willing to negotiate.

It is hoped that this committee will closely follow the current
negotiations and base its decision on whether or not to approve a
trade bill upon the outcome of the negotiations. As you know, both
the tobacco industry, with whom we are testifying today, and the
citrus industry are hopeful that concessions will be obtained for
tobacco and citrus in the current negotiations.

The growers from California and Arizona believe that the United
States has the ability to obtain the requested concessions.

Another major problem derives from the Japanese prohibition
against imports of fresh oranges except within a small quota. Under
GATT, such quotas are permissible only for balance of payments
reasons, a problem which has not plagued Japan for years.

Japanese orange growers are adequately protected with the high
seasonal duties--some 40 percent. The additional quota provision not
only is GATT-illegal, but it is not needed. I thank you for your
careful attention. It is hoped that this testimony will help sharpen
both the need for the trade bill and the need to determine the out-
come of the XXIV: 6 negotiations before proceeding with the multi-
lateral trade negotiations.

I trust that our prepared statement will be inserted in the record
following these remarks. I will be happy to answer any questions.
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Senator FANNIN. Thank you, Mr. Van Horn. Your complete state-
ment will be made a part of the record. I commend you for an
excellent presentation and of course I am very much in agreement
with you.

I have been working with you on this subject for quite some years.
We have great difficulties and it is very unfair to this country and I
hope that we can accomplish some of the objectives that you have.

I will have some questions for you after we have heard from Mr.
Snodgrass. We will hear from Mr. Snodgrass first.

Mr. Snodgrass, we welcome you here this morning. You furnished
a statement and your complete statement will be made a part of the
record.

You may present it as you see fit.

STATEMENT OF F2ANK B. SNODGRASS, VICE PRESIDENT AND MAN.
AGING DIRECTOR, BURLEY & DARK LEAF TOBACCO EXPORT
ASSOCIATION, AND ALSO ON BEHALF OF TOBACCO ASSOCIATES,
INC., AND LEAF TOBACCO EXPORTERS ASSOCIATION, INC., AC-
COMPANIED BY IOSEPH R. WILLIAMS, PRESIDENT, TOBACCO
ASSOCIATES, INC.

Mr. SNOD0RASS. Thank you, Mr. Chairman.
My name is Frank B. Snodgrass. I am vice president and managing

director of the Burley and Dark Leaf Tobacco Export Association,
Inc., and executive director of the National Cigar Leaf Tobacco
Association, Inc., with officeme at 1100 Seventeenth Street, N.W., in
Washington, D.C.

This statement is also presented on behalf of Tobacco Associates,
Inc., here in Washington, D.C. Their president, Mr. Joseph R. Wil-
liams, is in the audience and I would like for him to join me at this
time, Mr. Chairman.

Senator FANNIN. We welcome him, Mr. Snodgrass.
Mr. SNoDop.Ass. This statement is also presented on behalf of the

Leaf Tobacco Exporters Association, Inc., in Raleigh, N.C.This joint presentation is being offered by the aforementioned asso-
ciations representing the producers and exporters of the major por-
tion of U.S. leaf tobacco sold in international trade.

Tobacco is produced in a 22 State area by more than 700,000 grow-
ers. Both our producers and exprters have long been the strongest
advocates of Iree international trade. However, in recent years,
through the introduction of tariff and nontariff barriers by some of
our trading partners, we have fared badly in maintaining and
expanding our world markets for U.S. produced tobacco.

Tobacco is the original U.S. export. Since Colonial days, the
United States has been the world's largest producer and exporter of
tobacco. In these times, when we are f'e with trade deficits, it is
moreimportant than ever that we maintain free access to our export
market.

In calendar year 1973, U.S. foreign trade in tobacco and tobacco
products resulted in a net favorable balance of approximately $777
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million. Notwithstanding this outstanding record, the U.S. share of
tobacco in the international trade has consistently dropped since
the end of World War II.

The European community is the largest export market for U.S.
produced leaf, accounting for about 60 percent of our total exports.
The restrictive and discriminatory policies of the expanded EC,
which has recently extended generalized special preferences to certain
Commonwealth countries and other less-developed countries, will
greatly impair the possibility of maintaining this traditional market
for U.S. tobacco exports.

We recommend acceptance of the broad objectives of the Trade
Reform Act and our major emphasis will be placed on the following
sections of the proposed legislation.

Title I: It is imperative that our negotiators enter the forthcoming
round of trade negotiations with broad authority to alter both tariff
and nontariff barriers. Currently, the President does not have such
authority and our entry into traae negotiations with countries having
delegated authority would make our participation virtually meaning-
less.

The restrictive tobacco policies of the expanded European Com-
munity are a matter of record. We feel that our tobacco sales to the
three new members will be curtailed unless needed changes are made
in the EC tobacco policies.

In Denmark and Ireland, the duties are now zero. However,
Ireland levies a fiscal charge, but no duty or preference. The United
Kingdom levies a revenue duty and we understand the U.K. and the
EC consider the Commonwealth preference of about 20 cents per
pound as the protective element of the revenue duty. The common
external tariff of the EC will be phased in by these three countries
by July 1, 1977.

In addition to discriminatory tariffs, the EC is now moving toward
an excise tax harmonization, which will work to the disadvantage of
U.S. produced leaf. By 1980, tobacco excise taxes levied by member
states must be uniformly based on a formula consisting of two ele-
ments: a specific and an ad valorem tax in proportions still to be
determined.

To the extent the ad vralorem component outweighs the specific
component, the excise tax will work to encourage the use of lower
priced tobaccos produced in France, Italy and countries enjoying
preferences in the Europ an Community, and to discourage the use
of quality, higher priced tobacco produced in the United States.

Our immediate concern is the EC cigar wrapper tariff provision
levying an ad valorem tax of 15 percent duty on all tobacco valued
above $1.27 per pound. This provision was written into the EC Tariff
Schedule in 1962 for the specific purpose of protecting the Italian
Cigar Wrapper producer and was never intended to apply to cigar-
ette and pipe tobacco leaf imports.

However, due to the increased-cost of the U.S. leaf and revolu-
tionary processing technological changes, we now find-that practically
all U.S. leaf tobacco is being assessed the straight 15 percent duty.

Therefore, 60 percent of our market, by virtue of a single, discrim-
inatory lvy, penalizes our processing progress and there is little hope
of retaining our share of the EC market as long as this discrimina-
tory levy is applied.
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t.S. producers of cigar wrapper tobacco are also vitally interested
in the elimination of the cigar wrapper tariff, since our exports of
wrapper to the expanded EC has traditionally accounted for over
one-half of U.S. exports of this kind of tobacco.

Other countries in the world have also established similar tariff and
nontariff barriers to the use of our tobacco and it is hoped that the
new authority for negotiations will permit the elimination of these
barriers.

Some of the more commonly used nontariff barriers in world
tobacco trade are licensing requirements, restricted products lists,
exchange controls, prior deposits, mixing regulations, monopolies
and state trading companies and quota restrictions.

Moving now to the bill, title I, we are greatly concerned regarding
the language contained in section 102(c), the so-called "Karth Amend-
ment".

We agree that the individual sectors of our Nation's economy
should be treated fairly and that special problems peculiar to individ-
ual commodities or products, whether they be agricultural or indus-
trial, will have to be resolved on their merits.

We feel that to segment our export products during the interna-
tional trade negotiations on the basis of each product sector of manu-
facturing and on the basis of the agricultural sector, would greatly
diminish the possible success of any meaningful or productive nego-
tiations.

Such an approach as contained in this section is contradictory to
the long-standing principle which has been adhered to internationally
for many years.

Some of the largest traditional markets for our tobacco exports are
the European Community, Japan, Switzerland, Sweden, the Republic
of China and South Vietnam, where little or no local production of
tobacco is exported into international trade.

Most of these countries are heavily industrialized and do not have
the productive capability to compete in this sector. Therefore, it
would be practically impossible for our negotiators to secure an
relief from the foreign trade barriers facing our exports of U.
tobacco without authority to offer a reciprocal concession in another
area.

We believe that section 102(c) would greatly reduce negotiating
opportunities and flexibilities and would be counterproductive to our
best interests in international trade negotiations. Therefore, we rec-
ommend that section 102(c) be deleted or greatly modified to permit
negotiating techniques linked to the-broader put-pose of the act.

Title INl: As previously mentioned, and as recorded in the article
I offered in evidence, a number of countries throughout the world
have established unfair trade practices that are discriminating
against U.S. tobacco.

In order to correct these discriminatory practices, the President
must have authority to withhold benefits of trade agreement conces-
sions and impose duties or other restrictions on the products of such
foreign country or instrumentality on a most-favored-nation basis,
or otherwise, and for such time as he deems appropriate.
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Title IV: We respectfully urge that the President, with the ap-
proval of Congress, be granted authority to grant most-favored-na-
tion treatment to Russia and most countries of Eastern Europe and
Asia.

If we are realistic, we will quickly follow the lead of Western Eur-
ope in resuming full economic ties with this vast trading area to the
mutual benefit of all trading partners.

The total consumption of tobacco products in Eastern Europe isv practically equal to that of Western Europe, and at the present time,
we are exporting virtually nothing to that vast potential market.

We are entering into a period when tariff and nontariff walls be-
tween the imaginary lines of East, West, North and South should
start tumbling down.

Senator FANNIN. Mr. Snodgrass, how much time will it take you
to finish your statement?

Mr. SNODGRASS. I will take about 1 minute.
Senator FA'NN1N. All right, thank you, because we are limited to

10 minutes.
Mr. SNowxnuss. All right.
Although we are sympathetic, we feel that the restrictions on emi-

gration of the citizens of the U.S.S.R. and other countries are not
germane to the act and efforts to tie our trade opportunities to emi-
gration restrictions may prove to be counterproductive.

On title V, as previously stated, we support, the extension of non-
discriminatory treatment on tariff and trade relations with additional
countries; however, we feel that all nations should be treated equally,
including the developing nations, in any transactions in international
trade.

Preferential agreements are economically unsound and discrim-
inatory and make for unfair competition in the world market. We are
therefore opposed to granting special tariff concessions to developing
nations.

I thank you, Mr. Chairman.
Senator FANNIN. Thank you, Mr. Snodgrass.
Mr. Van Horn, Mr. Snodgrass, we are verypleased to have you all

with us this morning. You have certainly nade some excellent state-
ments. You have furnished some valuable data.

Let me ask you a few questions. Several years ago, this committee
reported out a resolution which was approved by the full Senate.
That. resolution called for a retaliation by the United States unless
we receive equal treatment for citrus.

Now going back to something I have been working on for a long
time. As you indicated, Mr. Van Horn, the discrimination has in-
creased, not decreased.

Now my question to you, would you favor that we enter new nego-
tiations until we settle the outstanding disputes now being discussed
in GATT?

Mr. VAN HORN. No, Mr. Chairman, I would not. The purpose of
this current trade bill, as you are well aware, is to permit or authorize
the United States to enter into multilateral trade negotiations.

However, as a condition precedent to those negotiations, we believe
that the outcome of the so-called XXIV:6 negotiations will provide
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or demonstrate two results. One, either that the EEC is serious in its
willingness to negotiate in accordance with the international rules of
trade; or two, it will demonstrate whether or not our own negotiators
have sufficient resolve to see that the negotiations do, in fact, conform
with the international rules of trade.

Now if either of these two outcomes prove fruitless, then it seems
that that would be a portent of failure in any expanded negotiations.
So, depending on what, happens in the XXIV :6, it would give some
indication of whether or not to proceed further.

Senator FANNIN. Well, we have a very serious situation over the
years. We have been outvoted so many times, as brought up by Mr.
Snodg rass and by you, it is something that we have not been able to
readily find an answer for.

It is of vital concern as to just what we will do in the future. Mr.
Van Horn, you suggest withholding passage of a trade bill until cur-
rent trade negotiations with the EEC are concluded.

Can you elaborate on the connection that exists in this respect?
Mr. VAN HORN. These negotations are currently progressing, as

you know, and as I stated before-
Senator FANNIN. I am speaking of withholding passage of the

trade bill now. You suggest that?
Mr. VAN HoRN. We think it would be fruitless to enter negotiations

if, in fact, the people we are going to negotiate with have demon-
strated in the current XXIV :6 negotiations that they do not intend
to negotiate.

Why engage in any expanded negotiations if they have demon-
strated that they are unwilling to do so in the current ones? That is
the thrust of my testimony.

Senator FANNIN. I realize that, but now getting back to the pas-
sage of the trade bill, now is that your position then as far as--

Mr. VAN HoRN. We favor the passage of the trade bill, titles I
through III, at least.

Senator FANNIN. I understand. But you do not favor withholding
passage, necessarily, until all of these negotiations are-

Mr. VAN HoRuN. Well, until some indication is given that XXIV: 6
is, that they are serious about it, we would certainly counsel the
committee to defer affirmative action.

Senator FANNIN. I realize how serious the negotiations with the
EEC have been and how intent they are and how intent they have
been in the past and what is involved. I mean the mag itude of trade
involved. But why do you place such significance on the nine-member
EEC in the multilateral negotiations?

Mr. VAN HORN. Well, it would seem that nine countries is a very
small segment of the free world countries, but in fact these nine coun-
tries embraced in the EEC have preferential trade arrangements
with some 56 other countries.

Now there are 126 free world countries that have been identified by
the State Department in one of its publications. When you add the
56, plus the 9 in the Common Market, you have 65 countries which
would be, in effect, negotiating as one with the Common Markcet, be-
cause of the preferential trade arrangements. 65 represents 52 per-
cent of the total free world countries, and in that 52 percent reside
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some 27 percent of the total free world population, so it is a sig-
nificant setcor we would be negotiating with.

Senator FANNIN. And you feel we are almost left out in the cold in
these negotiations?

Mr. VAN HORN. Absolutely.
Senator FANNIN. These problems of tariff preferences are not new,

as we all know. As I remember, your organization testified in public
hearings in 1970, pursuant to section 252 of the Trade Expansion Act
of 1962.

Did anything result from these hearings?
Mr. VAN HORN. Nothing. In fact, the discrimination has been com-

pounded since the first preferential treatment giving 80 percent dis-
counts to Tunisia and Morocco, and 40 percent. to Israel and Spain.
These 40 percent preferences have been extended to Lebanon, Cyprus
and Egypt and now, with the acceptance of the three new member
countries into the Common Market, to which XXIV:6 negotiations
are subject, it appears we will be even hurt worse.

In other words, the preferential discounts are being expanded in
favor of other countries.

Senator FANNiN. Now you have expressed a concern this morning
over this voting strength, and certainly we have all been concerned
over the one-man-one-vote rule of GATT., It seems we cannot get the
votes, nor can we successfully negotiate if we have a valid case be-
cause it is so one-sided.

You have made several suggestions this morning. Do you have any-
thing further to suggest as to what we might do?

Mr. VAN HORN. Not really. I would strongly urge that we do not
engage-we, being the Uniied States-in any retaliatory nontariff
barriers. We have consistently taken a stand opposing the quotas and
the various other nontariff artificial barriers, and if we were to en-
gage in the same thing, our words would be hollow platitudes, really.

Senator FANNIN. Thank you very much, Mr. Van Horn.
Mr. Snodgrass, in your testimony, you say, in addition to discrim-

inatory tariffs, the EC has set up duty-free references for a number
of countries, and they are moving toward an excise tax harmonization
which will work to the disadvantage of U.S. produced leaf.

Would you want to expand on that ? The countries that are in-
volved, do you have a list or could you furnish a list of the countries
that are involved?

Mr. SNODGRASS. Yes. It appears in the article that was put into
C evidence, but it is primarily the Commonwealth countries: Greece,

Turkey, and other African countries, that have been given preferen-
tial treatment by the Common Market, 21 countries.

Senator FANNIN. You mention that you find that 60 percent of the
market, by virtue of a single discriminatory levy, bucking the mod-
ern industry trend of strip packing and thereby being denied the
savings permitted by strip processing direct from the warehouse floor.

What, would be the answer in handling that particular problem?
Mr. S.NwoI .ss. That is in regard to the so-called Italian Cigar

Wrapper Tariff, whielh was placed on tobacco entering the Common
Market, to protect the Italian cigar producer. It was not intended to
go on cigarette or pipe tobacco.



2143

Nevertheless, as our tobacco got in the higher category, anything
over $1.27 per pound entering the Common Market, takes a straight
15 percent ad valorem duty, which means that it is detrimental to
higher-priced, higher-quality U.S. leaf.

Senator FANNIN. Well, thank you, Mr. Snodgrass. You did sum-
marize your statement very adequately and we appreciate that you
have placed your testimony in the record in such fine form.

We appreciate, Mr. Van Horn, your being here this morning, and
Mr. Williams. It has added to the knowledge that we now have re-
garding some of these problems that exist that are very detrimental
to the United States. Thank you very much.

Before we go further, Senator Hartke does have a statement that he
would like to make, and it would just take a short time.

Senator HARrKE. Thank you, Senator Fannin.
I would like to insert in the record at this time some summaries of

the findings of the Roper organization that was issued the first of
April 1974, in which they start out:

The first of three striking findings emerged from this current sur-
vey. No. 1, a deep distrust of multinational companies in general,
and of oil companies, in particular. The loyalty of multinational firms
is challenged by 66 percent of those questioned. Sixty-six percent of
those asked stated that the U.S. companies operating abroad put
their own interests above the United States. a so approve re-
pealing tax credits for U.S. companies operating abroad. Sixty-seven
percent think that U.S. multinationals should not be allowedto de-
duct foreign tax from their U.S. taxes.

At the same time, I would also like to read a part of the commen-
taries.

Probably the most dramatic findings of this study is the deep distrust of
American companies operating abroad. The oil industry, in particular, the public
is suspicious, angry and perhaps even punitative. In the atmosphere of general
distrust and skepticism which prevails today, this is no insignificant or isolated
finding.

Attitudes toward oil companies as well as toward multinationals generally
may even be coloring public attitudes toward foreign trade. The fabric of social
trust has been stretched very thin in America today. Small tears can easily
become larger rents.

I would also like to go back to the text of this same operation-
in answer to question No. 20:

If more foreign companies did have operations in this country, do you think It
would mean more Jobs for Americans than there are now, or fewer Jobs?

Sixty percent questioned thought more.
I would also like to point out that in their commentary on the gen-

eral situation of multinationals and in their comment about overseas
companies paying full U.S. taxes, is in full accord with the major
provisions of the Burke-Hartke bill. This is very gratifying to me.

Thank you very much.
Senator FANNIN. Thank you, Senator Hartke.
Senator IIAwrKE. I would like to have that part of the statement

appear after the questions of the two gentlemen here this morning.
Senator FANNI N. Thank you very much, Senator Hartke.
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[The Roper Report referred to by Senator Hartke and the prepared
statements of Messrs. Van Horni and Snodgrass follow. Hearing con-
tinues on p. 2229.]

RoPn RrPowr
Summary of 74-8, Issued First of April 1974

Three striking findings emerge from this current survyyp 1. A deep distrust
of multinational companies in general and of oil companies In particular, 2.
A new appreciation of the blue collar life, considered more productive by
many and lacking the tensions of white collar jobs, and 8. 4 strange Indif.
ference to privacy, expressed In a willingness on the part of the average
citizen to give much personal information to governmental data banks.

Loyalties O Multinationals 0halenged.---6%, In damning indictment, say
U.S. companies operating abroad put own interests above those of U.S. (See
Page I for analysis, Pages 88, 89 for tables)

No Tam Credits For U.S. Companies Abroad.--67% think U.S. multinationals
should not be allowed to deduct foreign taxes from U.S. taxes owed. Full U.S.
taxes should be paid. (See Page H, 86, 87)

Oil Shortage Not Belleved.-78% now say oil shortage Is "not real," that big
companies are holding back supplies-up from 56% in Dec. Skepticism higher
now than before Arab oil shut-off. (G, 27-29)

But Oil Companies Should Stay Private.-Despite widespread distrust of oil
companies, only 31% think they should be federally chartered. 58% want
them to stay private. (D, 10, 11)

No Government Members On Oil Boards.-Only 11% want gov't. members
on oil boards, but 388% want consumer representatives. 87% want oil com-
panies to meet federal price, profit standards. 28% favor federal approval of
foreign oil deals. (D, 12, 18)

No Government-Owned Oil Company.-% of the public also reject a gov't.-
owned oil company to compete with private oil companies. (D, 14, 15)

Public Unconcerned Over Privacy, Data Banks.-Most Americans think It
appropriate for the FBI to have considerable data on people like themselves.
In an act of trust-or naivete-over % would give fingerprints, birth date,
court convictions, prison records, race. % would give FBI psychiatric history.
(J, 44-59)

Other Organizations Should Get Data Too.-Even more data would be yielded
to a gov't. agency about a high security job applicant than to the FBI. Most
would give key information to local police; even potential private employers
would be given considerable personal data. (K, 6069)

Blue Collar Life As Good As White.-Public evenly divided on whether
white collar or blue colla' jobs offer the best life. 87% say blue; 86% say
white; 21% see no difference. (8, 107, 108)

Blue Is Beautiful To Many Today.-Merits of blue: contributes most to
society; freer of tension, responsibility; Interferes less with personal life.
Merits of white: better pay, working hours, advancement. More white collars
envy blue collar lives than vice versa. (S. 109-160)

Electricians Have The Most Spark.-Most popular blue collar job for one's
son is electrician; forest ranger Is second, probably escapist, choice. (T, 117,
118)

But Some Blue Collar Jobs Turned Down.-% say son should not become a
cop (more among poor, least educated, non-whites). 17% rejected hairdresser,
12% taxi driver, 11% sanitation worker, 9% waiter, 9% production line.
(T, 110, 120)

Most Had Trouble Gettlng Gas.-By end of Feb., % had had problems
getting gas. Nearly A had had to wait on line, faced buying limits, and/or
found a station out of gas. Midwest got off easiest. (F, 18-20)

40 Million Hours In Gas Lines.-Median wait before the pump was 41
minutes in previous 2 weeks. Many more urbanites than rural dwellers had
had to cool their wheels. (F, 21, 22)

24 Million Gallons To Get Gas.-% of drivers cruised for gas 6 miles on aver-
age In final Feb. fortnight. (F, 28, 24)
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imon es eNo Rationing: Public Agreea.-Polled when gas lines were still
long, 04% rejected gas rationing as the way to shorten them-probbly be-
cause they 1hink the oil shortage a phony. (F, 25, 26)

Too Dark At Dawn,-At the end of two of the darkest months, only 80%
favored year-round daylight saving. A 9-months version seems best com-
promise. (0, 30, 81)

Hanging Ifestylest-Up: staying home (48%), TV (38%), quantity buying
(31%), big center shopping (25%), reading (25%). Down: eating out (42%),
take-out foods (86%), "on the town" (88%), distant visits (81%16). (N, 88-8)

Consumer Caution Up.-Twice as many thought late Feb. a good time to
delay purchases as called it a good time to buy. Reason for putting off pur-
chases was "state of economy" over personal finances by 8-1. (B, 1-8)

Spending Begins At Home.-Apart from vacation trips, planned by 81%,
most plan "practical" spending in next 6 mouths. Home repairs, furnishings
dominate. (U, 121, 122)

More Favor Impeachment.--48% now favor impeachment of the President,
up from 88% in Dec. 28% think he should resign; 29% want him to stay.
(C, 7-9)

Impeachment Understandlng Up Slightly.-.57% now pick right definition, up
from 52% in Nov. Level of understanding is still not far above a guess. (0, 4-6)

More Government Regulation Desired.-Public wants more gov't. regulation
in two key areas: barbiturates (63%) and ad claims (60%). In other areas, too,
demand for more regulation outweighs demand for less. (M, 79-82)

National Health Insurance Ga Wng Favor.-.45% now favor a national
health plan; up from 40% in Oct Private plans now 43%, down from 50%.
(L, 72-74)

Advantages Of Public Vs. Private Plat.-Gov't. health plan preferred for
wider, better coverage, lower cost, no transfer problems. Private plans pre-
ferred because gov't. is "into too many things now," for more variety of
coverage, better medical care, faster payment. (L, 75-78)

Public Coolish Toward Foreign Trade.-Only % want m,:;re foreign tratce, 8
in 10 want less. Greatest resistance to more trade among union members. (H,
32, 33)

Most Want Export-Import Balance.--85% want exports to equal imports.
(H. 34, 85)

Foreign Companies Here?-By modest margin, public favors foreign com-
panies operating in U.S. 50% think gov't. should encourage them, 89% would
discourage them. (1, 40, 41)

More Jobs For American.-60% say foreign firms here would mean more
Jobs. (1, 42, 48)

Good Riddance To The Draft.--69% welcome switch to volunteer army; only
22% regret passing of the draft. (L, 70, 71)

Drugs Major Social Problem.-90% call drug addiction major social prob-
lem; 78% name alcoholism. ,:other substantial concerns: pep pills, tranquilizers
(70%), marijuana (67%). Cigarettes lower (51%). Prostitution, gambling,-.
social drinking lowest. (Q, 89-94)

Marijuana Vs. Alcohol Among ,Teen..-49% think marijuana is more wide-
spread among teenagers than drinking; 36% see drinking more common. More
say marijuana is dangerous for teenagers (88%) than drinking (27%).
(Q, 95-98)

Advertising-Good News, Bad New.--Good news: Makes TV, magazines
possible; gives useful product info; fun to read, watch, hear; bars govern-
ment control of news. Bad news: Encourages use of unnecessary, harmful
products; adds to prices. (R, 99.106)

Product Performance Good.--Over % find their washing machines, refriger.
ators "very satisfactory": 70% say so about TV sets; 59% on cars. Discontent
low. (V, 128-14)

Repair Satisfac lon High.-Publlc may gripe about repairmen, but most rate
their own high. Best satisfied with promptness, least pleased with cost. (W,
185-142)

What Are You "Anti"?-"lippies" most disliked (89%). "Welfare" No. 2
target (26%). One in 10 are anti-government, anti-establishment, and/or anti-
press. (0, P, 87, 88)

As an experimental extension of the foregoing two page Summary, a
Commentary follows.
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A COMMENTARY

Probably the most dramatic finding of this study is the deep distrust of
American companies operating abroad and the oil industry in particular. The
public is suspicious, angry, perhaps even punitive. In the atmosphere of general
distrust and skepticism which prevails today, this is no insignificant or isolated
finding. Attitudes toward oil companies as well as towards multinationals
generally, may even be coloring public attitudes toward foreign trade. [The
fabric of social trust has been stretched very thin in America today; small
tears can easily become larger rents.)

That business troubles go deeper thav disbelief on a single issue is shown by
attitudes on a very basic question of values: blue collar vs. white collar work.
White collar work, once sought as the symbolic entrance into the middle class,
has lost its edge over blue collar occupations. While it still may offer certain
advantages and advancements, many prefer the lower tensions and lesser
responsibilities of blue collar life. It is hard for many to see Just what all that
pencil pushing produces: blue collar workers are considered today to make a
greater contribution to society.

This reassessment of blue collar living, along with other findings of this and
previous studies--the number of people who would like their sons to be forest
rangers (see Page T), the choice of those who would emigrate to Canada and
Australia (73-10), the bestiJob benefit being a three month sabbatical (74-1),
even the recent finding that many think they would be better living a more
austere life (74-1), as well as past published surveys showing a longing of city
people to move to the country, all this makes clear an erosion of traditional,
business-oriented ambitions. [The day when for an alert, ambitious young
person, the pressure, excitement and possibility of money and success in business
was a natural magnet seems to be on the wane.) Ambition itself may be on
the skids. All this has implications of business recruitment and personal
policies--ready for the whole future functioning of business as an institution,
in a world Horatio Alger never made.

Public disillusionment with business, however, does not mean the public has
found something better to take its place. Disillusionment with government is
also at record levels, and there is no widespread desire for basic changes in the
relationship of the two giant institutions. However, unhappy the public is with
the oil industry, they don't want the government to take it over. Attitudes
towards government are profoundly ambivalent. [There is a feeling that govern-
ment is into too many things already and not handling them all that well, yet
at the same time a feeling that in protecting and advancing the public interest,
government is necessary as a regulatory and sometimes active agent.] Where
possible, the public would like to look out for its own interests; government
representatives are not wanted on oil boards but consumer representatives are
by many.

And despite the sophisticated cynicism about institutions which pervades this
country today, the public approaches at least one function of government with
something approaching blind faith. In a strange insensitivity to Issues of
privacy, most people would hand over handfuls of personal information, from
fingerprints to psychiatric history, to the FBI and other government agencies,
perhaps believing that innocence Is its own protection, and that data banks .can
do no harm.

PREPARED JOINT STATEMENT OF TOBACCO ASSOCIATES, INc., LEAr TOBACCO EXPORTS
AssoCIATION, INC., BURLEY AND DARK LEAF TOBACCO EXPoRT ASOCIATION, INC.
AND NATIONAL CIOAR LEAF ToBAcco ASSOCIATION, INC., BY FRANK B. SNODORAss,
VICE PRESIDENT AND MANAOINO DuRErxOu, BURLY AND DARK LEAr TOBACCO
EXPORT A SOCIATION, INC.

My name is Frank B. Snodgrass. I am Vice President and Managing Director
of the Burley and Dark Leaf Tobacco Export Association, Inc. and Executive
Director of the National Cigar Leaf Tobacco Association, Inc., with offices at
1100 Seventeenth Street, N.W., Washington, D.C.

This statement is also presented on behalf of Tobacco Associates, Inc., 1101
Seventeenth Street, N.W., Washington, D.C. and the Leaf Tobacco Exporters
Association, Inc., P.O. Box 1288, Raleigh, N.C.



2147

This Joint presentation is being offered by the aforementioned Associations
representing the producers and exporters of the major portion of U.S. leaf
tobacco sold in international trade. Tobacco is produced in a twenty two state
area by more than 700,000 growers. Both our producers and exporters have long
been the strongest advocates of free international trade; however, in recent
years through the introduction of tariff and non-tariff barriers by some of our
trading partners we have fared badly in maintaining and expanding our world
markets for U.S. produced tobacco.

Tobacco is the original U.S. export. Since Colonial days, the United States
has been the world's largest producer and exporter of tobacco. In fiscal year
1973, tobacco contributed $708 million net to the U.S. balance of payments.
Notwithstanding this outstanding record, the U.S. share of tobacco in inter-
national trade has consistently dropped since the end of World War 1I.

Tobacco is unique among the agricultural commodities produced in the United
States. Unlike other commodities, the producers maintain a strict quantitative
control of their production to justify mandatory price supports under law. Price
supports are established on a fixed formula based essentially on the cost of
production which has been increased at a rapid rate in recent years.

The economic welfare of the tobacco-producing states is absolutely dependent
upon a minimum of 600 million pounds of tobacco being exported annually.
In the absence of compensatory or diversionary payments, the increased cost
of U.S. production must be passed on to our foreign customers. Although
American tobacco is recognized worldwide as the Hallmark of quality, it is
becoming increasingly difficult to compete pricewise in the world market.

In these times when we are faced with trade deficits, it Is more important
than ever that we maintain free access to our export markets for tobacco.
During calendar year 1978, U.S. foreign trade in tobacco (and products) resulted
in a net favorable balance of approximately $777 million. Continued access for
foreign markets is essential, if we are to maintain this net favorable balance.

The European Community (EC) is the largest export market for' U.S. pro-
duced leaf. The restrictive and discriminatory policies of the expanded EC,
which has recently extended generalized special preferences to certain Common-
wealth countries and other less developed countries, will greatly impair ,the
possibility of maintaining this traditional market for U.S. tobacco exports.

The expanded Community normally accounts for 60 percent of total U.S.
exports, as evidenced by unmanufactured tobacco exports to the enlarged
Community in calendar year 1973, totaling 842 million pounds for $870.9 million.
In calendar year 1973, the United Kingdom was the number one importer of
U.S. tobacco, taking 119.7 million pounds; Denmark 36.9 million; and Ireland
18.9 million pounds. The combined imports of the three new members totaled
165.5 million pounds for $191.5 million, or 483 percent of the total to *the
expanded European Community and 27 percent of total U.S. world exports.

The. European Community tobacco market is an integral part of the total
marketing opportunity available to U.S. tobacco exporters and the loss, or
significant curtailment of the export market opportunities would be a serious
blow to this industry.

Although our statement will recommend acceptance of the broad objectives
of the Trade Reform Act, our major emphasis will be on the following sectiodls
of the proposed legislation.

TITLE I. NEGOTIATINO AND OTHER AUTiHORITY

It is urgent that our negotiators enter the forthcoming round of trade nego-
tiations with broad authority to alter both tariff and non-tariff barriers.
Currently, the President does not have such authority and our entry into trade
negotiations with countries having delegated authority and instructions would
greatly handicap our representatives and make our participation virtually
meaningless.

The restrictive tobacco policies of the European Community are a matter of
record. We feel that ou tobacco sales to the three new members will be curtailed
unless needed changes are made in the EC tobacco policies.

In Denmark and Ireland the duties are now zero; however, Ireland levies a
fiscal charge but no duty or preference. The United Kingdom levies a revenue
duty and we understand that the U.K. and EC consider the Commonwealth
preference of about 20 cents per pound as the protective element of the revenue
duty. The Common External Tariff (OXT) of the E0 will be phased in by
these three countries by July 1, 1977.

30-229 0 - 74'- 37
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In addition to discriminatory tariffs the EC has set up duty free preferences
for a number of countries and they are moving toward an excise tax harmoniza-
tion, which will work to the disadvantage of U.S. produced leaf. Other tobacco
policies of the EC which concern us are the continuation of monopolies in Italy
and France and the raw tobacco common agricultural policy which provides for
high price supports, a buyer's premium and no effective production controls.
These policies insure that EC produced leaf will be sold in preference to U.S.
leaf either in the Community or on world markets.

Tax harmonization Is by far the most complex feature of the EC tobacco
policy and poses a great threat to our future exports. By 4980, taxes levied by
member states must be uniformly based on a formula consisting of two elements:
a specific and an ad valorem tax in proportions still to be determined.

To the extent the ad valorem component outweighs the specific component,
the excise tax will work to encourage the use of lower priced tobaccos produced
In France, Italy and countries enjoying preferences in the European Community,
and to discourage the use of quality, higher priced tobacco produced in the
United States. This Is because of the multiplier effect of ad valorem taxation.
Apart from other pricing elements, a purely specific excise tax would leave the
spread of ex-factory prices unchanged on the retail level. On the other hand,
an ad valorem tax calculated on the basis of the retail price will multiply the
spread of ex-factory prices.

West Germany, a producer of quality cigarettes containing a high percentage
of U.S. tobacco, is levying, during the first state of implementation, a tax based
on 75 percent specific and 25 percent ad valorem. We have urged our negotiators
to strongly support the German position and insist that the 75 percent specific
ratio be maintained at the conclusion of harmonization.

Our immediate concern is the EC Cigar Wrapper Tariff (Special Customs
Category 24.01A) provision levying an ad valorem tax of 15 percent duty on all
tobacco valued above $1.27 per pound. The practical application of this provision
Is as follows:

U.S. tobacco valued at $1.27 per pound would be assessed a duty of 15 cents
per pound, while on tobacco selling for a rate of $1.28 there would be a duty of
19.2 cents. This provision was written into the EC tariff schedule in 1962, for
the specific purpose of protecting the Italian cigar wrapper producer. It was
never intended that this tariff category would apply to cigarette and pipe tobacco
leaf imports and no one foresaw In 1962 such an application. However, due to
the increased cost of U.S. leaf and revolutionary technological changes resulting
from threshing and packing In strips instead of leaf and bundles, we now find
that all U.S. strips and some of the higher grades of leaf are being assessed the
straight 15 percent duty.

Therefore, we find 60 percent of our market, by virtue of a single discrimina-
tory levy, bucking the modern industry trend of strip packing and thus being
denied the savings permitted by strip processing direct from the warehouse
floor. The United States has no hope of retaining our share of the EC market,
as long as this discriminatory levy is applied. This tariff will greatly affect the
United States during the current 1974 marketing season.

Many of the European tobacco importers, particularly the Germans, are
severely handicapped by the existence of the special cigar wrapper tariff.
This tariff category is discriminatory and will restrict the exports of U.S.
tobacco to the EC.

U.S. producers of cigar wrapper tobacco are also vitally interested in the
elimination of the cigar wrapper tariff, since our exports of wrapper to the
expanded EC has traditionally accounted for over one half of U.S. exports of
this kind of tobacco.

Similar tariff and non-tariff barriers to the use of our tobacco exist in other
areas of the world and it is hoped that new authority for negotiations will
permit the elimination of these barrier.

Some of the more commonly used non-tariff barriers in world tobacco trade
are licensing requirements, restricted products lists, exchange controls, prior
deposits, mixing regulations, monopolies and state trading companies and quota
restrictions.

We are greatly concerned regarding the language contained in section 102 (c)
the so-called "Karth Amendment." We agree that the individual sectors of our
nation's &konomy should be treated fairly and that special problems peculiar
to Individual commodities or products, whether they be agricultural or indus-
trial, will have to be resolved on their merits. We feel that to segment our
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export products during international trade negotiations on the basis of each
product sector of manufacturing and on the basis of the agricultural sector
would greatly diminish the possible success of any meaningful or productive
negotiations. Such an approach as contained in this section is contradictory to
the long-standing principle which has been adhered to internationally for
many years.

Some of the largest traditional markets for our tobacco exports are the EC
(European Community), Japan, -Switzerland, Sweden, the Republic of China
and South Vietnam, where little or no local production of tobacco Is exported
in international trade. Most of these countries are heavily industralized and
do not have the productive capability to compete in this sector. Therefore, it
would be pracitailly impossible for our negotiators to secure any relief from
the foreign trade barriers facing our exports of U.S. tobacco without authority
to offer a reciprocal concession in another area.

We believe that section 102 (c) would greatly reduce negotiating oppor-
tunities and flexibilities and would be counter productive to our best interest
in international trade negotiations. Therefore, we recommend that section
102 (c) be deleted, or greatly modified to permit negotiating techniques linked
to the broader purpose of the Act.

TITLE M. RELIEF FROM UNFAIR TRADE PRACTICES

The President must have broad --authority to deal with the unfair trade
practices against U.S. tobacco currently being administered by the European
Community through their tobacco policies and their Common Agricultural
Policy for raw tobacco. In addition, the whole of Central and South America
maintains a virtual embargo on U.S. leaf tobacco and tobacco products. The
Philippines and Australia, through mixing regulations and other import devices,
exchange controls or quotas, are discriminating-against U.S. tobacco. Many
other countries either through Import quotas, import licenses, or excessive
tariffs are impeding U.S. exports.

In order to correct these discriminatory practices, the President must have
authority to withhold benefits of trade agreement concessions and impose duties
or other restrictions on the products of such foreign country or instrumentality,
on a Most Favored Nation basis or otherwise, and for such time as he deems
appropriate.

TITLE IV. TRADE RELATIONS WITH COUNTRIES NOT ENJOYING NONDISCRIMINATORY
TREATMENT

We respectfully urge that the President, with the approval of Congress, be
granted authority to grant Most Favored Nation treatment to Russia and most
countries of Eastern Europe and Asia. If we are realistic, we will quickly
follow the lead of Western Europe in resuming full economic ties with this
vast trading area to the mutual benefit of all trading partners. The total con.
sumption of tobacco products in Eastern Europe Is practically equal to that
of Western Europe and at the present time we are exporting virtually nothing
to that vast potential market.

We are entering a period when tariff and non-tariff walls between the
imaginary lines of East, West, North and South should start tumbling down.
The United States should move to re-establish full economic and political
relationships in these areas of the world.

Although we are sympathetic, we feel that the restrictions on immigration
of the citizens of the USSR and-other countries are not germane to the Act and
efforts to tie our trade opportunities to immigration restrictions may prove to
be counter productive.

TITLE v. oZNERATZD SYSTEM OF PREERNCES

As previously stated, we support the extension of nondiscriminatory treat-
ment on tariff and trade relations with additional countries; however, we feel
that all nations should be treated equal, including the developing nations in any
transactions in international trade. Preferential agreements are economically
unsound and discriminatory and make for unfair competition In the world
market. We are therefore opposed to granting special tariff concessions to
developing nations.

We greatly appreciate the opportunity to present our views to this committee.



2150

PEPABED STATEMENT OF THE CALIFORN&A-ARIZONA Crrgus LEAGUE AND SUNKIST
Gaowzas, Ixo.

SUMMARY

Identification of CACL as representing citrus industry in California and Arizona.
CACL supports Titles 1-111 of HR 10710.
Suggested Changes in Title I, Section 102c and Section 127.
Ebrplanation of damage caused by EEC illegal preferential agreements.
Necessity to conclude 24:6 negotiations prior to entering multilateral negoti-

ations.
Adverse effect of nontariff barriers on agricultural trade, illustrated by illegal

Japanese quota on oranges.
EEC's levy system.
Conclusion.

STATEMENT

This statement in made on behalf of the California-

Arizona citrus industry by the California-Arizona Citrus

League whose membership represents handlers and growers of

more than 90 percent of the California-Arizona citrus fruit

produced and marketed in fresh and processed form. Exhibit A.

This statement is also made on behalf of Sunkist Growers,

Inc. On behalf of this industry, the League has requested

the opportunity to testify in support of the first three

titles of H.R. 10710.

The California-Arizona Citrus League joins with

the U.S. National Fruit Export Council in its support of the

principle of reciprocal trade as the cornerstone of U.S.

foreign trade policy and, therefore, supports the Council's

statement on file with this Committee. It is recognized

that in order to export its industries' products, a nation

must be prepared to purchase from its trading partners.

The California-Arizona citrus industry over a long'

period of years has developed a substantial-export market

for both fresh and processed citrus products. The maintenance

of this export market is absolutely essential to a healthy
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economic situation within this industry. For the 8-year

period ending 1971-72, exports represented 29.1 percent of

total shipments of fresh citrus from California and Arizona.

During the subject period this proportion varied from a low

of 28.0 percent to a high of 32.4 percent. Exhibit B.

Curently the dollar value of citrus and citrus products

exported by the California-Arizona citrus industry exceeds

$138 million annually. The importance of the maintenance

and continued expansion of this level of exports cannot be

over emphasized.

The California-Arizona citrus industry has long

supported the reciprocal tariff policy pursued by the United

States since the-Trade Agreement Act of 1934. H.R. 10710 is

a logical continuation of that program and provides proper

balance for the consideration of industries unduly subjected

to competition from imports as well as providing legislative

authority for a continuation of the basic reciprocal trade

agreement program. If access to new markets for citrus is

to be obtained, then the President must have negotiating

authority such as that contained in thotbill now under

consideration.

This industry is opposed to the continued imposition

by trading partners of the United States of import quotas,

the variable levy system and other nontariff barriers as

well as unreasonably high tariffs. For that reason, this
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industry urges any solutions that are warranted in instances

of severe competition between imports and domestically

produced commodities be found other than through the imposition

of quotas and other nontariff barriers by specific legislation.

Citrus producers in California and Arizona support Titles I

through III of H.R. 10710 now pending before this Committee.

The sections supported provide for:

1. Negotiating and Other Authority (Title I)

2. Relief From Injury Covered By Import
Competition (Title II)l and

3. Relief from Unfair Trade Practices
(Title III).

However, it is recommended that two modifications

be made in Title I. The California-Arizona Citrus League

supports the position of the U.S. National Fruit Export

Council and the tobacco industry that Section 102(c) be

deleted from H.R. 10710 entirely. If Section 102(c) is

retained in the bill, then it is recommended that Section

102(c)(1) be changed by deleting the word "developed" in

line 5 and substituting in its place "all GATT member". The

proposed multilateral negotiations should not be limited to

obtaining access to markets in developed countries. Many

less developed countries provide excellent markets for U.S.

goods. The objective of the multilateral negotiations

should be to obtain market access in all countries that are

members of GATT.
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Title I, Section 127 provides for nondiscriminatory

treatment by the United States. To that section should be

added the following%

"However, this section does not apply to
those countries which do not apply nondiscriminatory
treatment to exports from the United States and
those countries may not receive nondiscriminatory
treatment from the United States. Neither shall
any country which does not have a trade agreement
with the United States benefit from this section."

DISCRIMINATORY TRADE AGREEMENTS

Prior to the inception of the Common Market, the

United States and Italy competed in the principal markets of

Western Europe on the same basis except for those advantages

related to geographic location, varietal differences of

fruit and other similar economic factors. The California-

Arizona citrus industry pointed out the disadvantage at

which it was placed by reason of the formation of the Common

Market in a "Statement of Position on GATT Negotiations"

submitted before the Committee on Reciprocity Information in

September of 1964. Since that time Greece, another Mediterranean

citrus producer, has become an associate member of the

Common Market; and an association agreement has been entered

into with Turkey.

More recently the Common Market has negotiated

with Tunisia and Morocco for a reduction in the common

external tariff on citrus of 80 percent, and with Spain and



2154

Israel for a reduction of 40 percent. The United States,

Joined by other citrus-exporting countries of the world (not

including the Mediterranean Basin countries), in the fall of

1969 protested before the GATT these discriminatory reductions

in duties, for which the EEC had requested a waiver of the

GATT rule against such discriminatory reductions. Because

of the strong protest of the United States and other countries,

the EEC withdrew its request for a waiver. It, however,

instituted 40 percent tariff reductions for Spain and Israel

in 1970 anyway and have continued them to the present. To

add insult to injury, the EEC, in spite of its open violation

of the Most Favored Nation provision of the General Agreement

on Tariffs and Trade, instead of eliminating the discriminatory

treatment, increased it by making the 40 percent tariff

reduction applicable to the three countries of Egypt, Lebanon

and Cyprus. Exhibit C is the brief presented to the Trade

Information Committee during a hearing held pursuant to

Section 252 of the Trade Expansion Act of 1962. In addition

to this, the EEC made the discriminatory and damaging tariff

reductions applicable to imports from those seven preferred

countries, not only to the original six members of the EEC,

but also to the three new members of the EEC. As if this

were not enough, it is now reliably reported that the five

countries enjoying a 40 percent tariff reduction will have

that tariff recuction increased to an 80 percent reduction
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to match the preference currently enjoyed by Tunisia and

Morocco. All of this is being done without any regard for

the EEC's members contractual agreement expressed in GATT to

treat the United States and other countries equally. In

view of this, one must wonder whether or not the EEC has any

intention of responding to U.S. requests at any negotiation.

CURRENT NEGOTIATIONS RESULTING FROM THE

ENLARGEMENT OF THE EUROPEAN ECONOMIC COMMUNITY

At the present moment, negotiations have been

underway in Geneva, Switzerland# since the 12th of March,

1973, resulting from the enlargement of the EEC to include

the United Kingdom, Denmark and Ireland. The United States

has certain rights in these negotiations expressed in

Article 24 of GATT. Simply, in the agricultural sector, the

United States is entitled to receive concessions from the

EEC as a result of the import duties in the United Kingdom,

Ireland and Denmark increasing. For example, the duty in

the United Kingdom for fresh oranges is an ad valorem

equivalent of 5 percent. The duty in Ireland is zero and in

Denmark the duty is zero. The duty in the EEC is 15 percent

for the period April I through October 15 and 20 percent for

the remainder of the year. Thus the duty for United States

citrus exported to the United Kingdom, Ireland and Denmark

will increase unless progress is made during the 24:6

negotiations in Geneva. To this point in time, the EEC has
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not shown any inclination to respond in a meaningful way to

the negotiations. The EEC apparently is going to try to

delay these negotiations so as to frustrate the legitimate

interests and goals of the United States.

The Congress will undoubtedly wish to watch the

progress, or lack of it, resulting in Geneva to determine

whether, or not to grant additional negotiating authority.

If the European Economic Community is not willing to negotiate,

then whether or not the United States has negotiating

authority is only academic. The same principle applies to

Japan which has seemed up to this point to be unwilling to

make any move to do away with its illegal quotas.

NONTARIFF BARRIERS

Since 1962, the United States has experienced

increasing problems, particularly in the agricultural export

field, with nontariff barriers maintained by its trading

partners. Its protest of these nontariff barriers would

become a hollow platitude if the United States were to yield

to the temptation to enact similar proposals which provide

for increased quota protection for U. S. industries.

Agricultural trade is particularly vulnerable to

this type of retaliation and certainly the current efforts

of the United States to secure the removal or reduction of

nontariff barriers in those countries which can provide
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significant market opportunities for products of U. S.

agriculture will be seriously jeopardized.

An example from the California-ArLzona citrus

industry will serve to illustrate the opportunities for U.S.

agricultural exports and increased dollar exchange earnings

which can result from the removal of nontariff barriers by

our trading partners. The following data were presented in

March of 1968 with respect to U. S. exports of fresh lemons

to Japan through 1966-67, and updated in this presentation

through 1971-72t

U.S. Exports of Fresh Lemons to Japan

(Thousands of 76-lb. boxes)

1958-62 average 97
1962-63 127
1963-64 (liberalized, May 1964) 430
1964-65 506
1965-66 712
1966-67 832
1967-68 1,067
1968-69 1,149
1969-70 1,547
1970-71 1,748
1971-72 2,343
1972-73 2,674

Source: Foreign Agricultural Service and Bureau
of Census, Department of Commerce

These data indicate that in the third full year of

liberalization U.S. exports of fresh lemons to Japan had

increased by almost nine times the average of the 5-year

period 1958-62. Total exports of fresh lemons to Japan for
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1971-72, the most recent completed export year, reached a

total of 2,343,000 76-pound box equivalents, over four times

the level of the first full year of liberalization and over

twenty-four times that of the 1958-62 preliberalization

average.

More recently, Japan has liberalized the importation

of fresh grapefruit. Following liberalization in July 1971,

substantial increases in the level of U. S. exports of

grapefruit to Japan have occurred. However, Japan unjustifiably

continues to maintain quotas on fresh oranges and concentrated

citrus juices in violation of the rules of the General

Agreement on Tariffs and Trade. The United States has been

negotiating for the removal of these restrictions, but there-

has been no success to date.

THE EEC AND THE LEVY SYSTEM

The European Economic Community presents a special

and very serious problem of nontariff barriers. The United

States attempted in the GATT negotiations conducted pursuant

to authority of the Trade Expansion Act of 1962 to secure

modification of the community's reference price -- levy

system of protection for its agriculture. Reference prices,

levies, and export subsides are a combination of devices

which can be used to totally exclude imports from outside

countries and to protect price levels within the domestic

market by dumping on the world markets supplies in excess of
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that which can be consumed by the home market. The logical

end of the imposition of such devices, by the EEC or by

other countries, is a virtual strangling of foreign trad)

and the creation and/or perpetuation of inefficient producing

industries with the courtry using such devices. The EEC

presently applies customs duties, intervention prices,

export refunds, basic price, buying-in price, reference

price and quality standards to citrus.

CONCLUSION

We would like to explain the reason this Committee

should give added weight to the California-Arizona Citrus

League's testimony. As you know, the California-Arizona

growers have worked hard to increase and expand exports of

fresh citrus to the present $125 million level. This level

of exports has been reached through hard work, sound business

planning, and vigorous promotional and sales efforts. The

California-Arizona industry does not receive any type of

direct government subsidy as do many of the growers in

nations competing for the same markets. In spite of the

subsidies provided growers of foreign nations, our industry

has been able to compete successfully to the present time.

The future is uncertain for reasons such as the EEC preferences

on citrus and the Japanese quota on oranges. That is the
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reason-we are here today testifying in support of the first

three sections of HR 10710. We urge your swift enactment of

that legislation.

Respectfully submitted,

California-Arizona Citrus League
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EXHIBIT A

Membership List of the California-Arizona Citrus League

Sunkist Growers, Inc.
Van Nuys, California

Pure Gold
Redlands, California

Heggblade-Morguleas-Tenneco, Inc.
Bakersfield, California

Z. T. Wall
Riverside, California

LoBue Brothers, Inc.
Lindsay, California

Paramount Citrus Association, Inc.
San Frondo, California

Schell Ranch & Packing Co.
Inde California
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EXHIBIT B

PBITSWT B 07 FRESK M MIFoIA-ARO1I A
CITRUS INIPRUIT DIRWED To EXPORT 1L65-1973

Total Fresh
Shipments

--- MetrLe

1,377,340

1.415,590

955,825

1,427,830

1.440,835

1,349,715

1,460,615

1408,076

1,356,978

Fresh Export
Shipments

Tons -,,,

385,730

407320

258145

385,390

423,895

377,230

479,570

440,251

394,691

* Frost and Flood Destroyed Production

Souroest Orange, Lemon and Desert Grapefruit
Administrative Coamittees and California
Crop & Livestock Reporting Service.
Canadian exports were estimated.

Year

1965-66

1966-67

1967-68'

1968-69

1969-70

1970-71

1971-72

1972-73

8 Year
Average

Percent

28.0

28.8

27.0

27.0

29.4

27.9

32.4

31.3

29.1
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BEFORE THE

OFFICE OF THE SPECIAL REPRESENTATIVE FOR TRADE NEGOTIATIONS

TRADE INFORMATION COMMITTEE

DOCKET NO. 73-1

BRIEF OF

CALIFORNIA-ARISONA CITRUS LEAGUE

I. The Aplicant

This brief in filed by the California-Arisona Citrus

League (hereinafter referred to as the "League"). The League is

a voluntary non-profit trade association composed of marketers of

California-Arizona citrus, largely cooperatives, which represent

approximately 900 of the 12,500 citrus growers in California and

Arizona. These growers produce oranges, lemons, grapefruit# and

tangerines. The League speaks on behalf of the industry on matters

of general concern such as legislative, foreign trade, and other
similar topics- Representatives of the League have devoted

substantial time and effort to the promotion of exports, and

through the League and other organizations, the California-Arisona
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citrus industry has concerned itself with matters relating to

international trade since the early 1920's.

On the basis of this background and current developments

relating to international trade in citrus, the League determined

to request a public hearing pursuant to Section 252 (d) of the

Trade Expansion Act of 1962 to provide the President with its

views concerning foreign Import restrictions affecting citrus.

(See Appendix A).

II. Request for Hearing

In accordance with Section 252 (d) of the Trade Expansion

Act of 1962, the League requested that a hearing be held to

receive its views concerning the diseriLinatory acts of the

European Economic Community (hereinafter sometimes referred to as

EECO) which unjustly and in a discriminatory fashion restrict

United States commerce in frosh citrus fruit. The particular trade

arrangement involved is the agreement signed on December 18 1972p

by the EEC and the United Arab Republic (hereinafter sometimes

referred to as i4gypt"). Additionally# the EEC signed preferential

agreements with Lebanon on December 17, 1972, and with Cyprus on

December 18, 1972. All three new agreements grant 40 tariff

reductions on fresh oranges, lemons and grapefruit. (See Appendix B.)

In connection with negotiating these and other agreements, the EEC

is in the process of renegotiating its previous discriminatory



2167

-3..

agreements with Spain, Israel, Tunisia and Morocco. It is

anticipated that the renegotiation of these latter four agreements

may result in increased preferences to Spain and Israel on fresh

citrus. If this occurs, then Egypt, Cyprus, and Lebanon would

also receive an increased preference. Information concerning

the seven citrus producing countries mentioned is included in

this brief, since any consideration of international trade in

citrus would be incomplete without a discussion including theme

seven citrus exporting Mediterranean countries.

-- On January 1# 1973, the United Kingdom, Ireland and

Denmark become part of the European Economic Community. The

resulting effect on international trade in citrus will also

be discussed in this brief. It is necessary to consider this

since the discriminatory preferences will apply to the three

new EE importing countries which currently have either a

sero duty or very low duty on fresh citrus.l/ (See Appendix C)

III. Introduction

The citrus products involved herein are fresh oranges,

lemons, and grapefruit. Trade In United States produced fresh

1/ Ireland and Denmark have a zero duty on fresh citrus. The
United Kingdom's tariff on fresh oranges is 5% ad valorum
from December I - March 31 and b 0.175 per 112 pounds net
weight from April I - November 30; The specific duty has
had an ad valorum equivalent of 4% to 5.3% over a period
of time.
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citrus will be additionally restricted by the now discriminatory

agreements particularly during that period of the year in which

supplies of citrus are available from both the United States and

Mediterranean producing countries.-;/

Imports of oranges represent approximately 99 percent of

total consumption with the EC exclusive of Italy.3/ The EEC is

the largest citrus importing area in the world. Lebanon, Cyprus,

Egypt, Morocco, Tunisia, Spain and Israel have the production

capabilities to supply, during their marketing seasons, more than

the total import needs of the enlarged ZEC. Because of this

fact and because of their geographical proximity, these countries

must be considered collectively as a competing source of supply

for the important EBC market.j/ Included as Appendix D is a

map showing the BEC relative to the seven Mediterranean supplying

countries.

This brief documents the conditions which require the

President to take necessary remedial action pursuant to the

provisions of Section 252 of the Trade Expansion Act of 1962.

/ The period during which fresh oranges are available from
both the United States and Mediterranean producers extends
from February through July.

3/ Italy is the only REC member that produces citrus. FAO,
CCPtCI 72/5, p. 3 April 7, 1972. Italian oranges and lemon
production satisfies domestic consuaption. Italy imports
grapefruit.

4/ The Citrus Economy G Feasibility of International Market
Arrangements. jurgen Wolf, FA3 Vol. 14, No. 9 September 1965.
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U.S. fresh citrus trade is unjustifiably restricted, by the EZC's

violation of Article I, which is the Most Favored Nation Provision

(hereinafter sometimes referred to as M*FN'), of the General

Agreement on Tariffs and Trade (hereinafter referred to as fGATT*).

This violation exists as a result of the four previous agreements

between the BEC and Tunisia, Morocco, Spain and Israel and the

new agreements with Egypt, Cyprus and Lebanon.5/

The illegal agreements with Tunisia and Morocco date back

to August 1969. The current signed preferential agreements with

Spain and Israel became effective in October 1970.§/ The new

agreement with Egypt began January 1, 1973.

The League submits that the preferential duties

granted are not only violations of the Most Favored Nation

Provision of GATT, but are also discriminatory, preventing

expansion of trade on a mutually advantageous basis, and

are policies unjustifiably restricting United States

commerce

The significance of these agreements transcends fresh

citrus fruit which was the basic reason for their creation.

If the agreements covering fresh citrus fruit are allowed to

continue, they will establish a dangerous trade precedent that

2/ The agreements between the EC, Israel, Spain, Tunisia and
Morocco were the subject of a previous 252 hearing in August
of 1970. See Trade Information Committee Docket No. 70-1.

6 Spain and Israel received a 40% preference during the 1969-70
season before signing the current agreement in October 1970.
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will give the EEC a license to deal arbitrarily in the

Mediterranean basin. Certainly, the United States has not

- participated in GATT with any understanding that international

trade in fresh citrus could be regulated in a manner that

resembles a Mediterranean cartel. Until 1969, United States

fresh citrus was permitted to enter the EEC on the same basis

as its major competitors._/

The preferential agreements have a disruptive effect

on the international supply of fresh citrus. The preferred

market position of Mediterranean basin citrus producers has

already encouraged the citrus industries in Israel, Spain, Egypt,

Cyprus, Lebanon, Tunisia and Morocco to expand their production.

This enables increased export sales to the BEC.8/ Countries,

such as the United States, Brazil and South Africa, which the

BEC does not favor have sustained damage in the form of reduced

sales to the BBC since the discriminatory preferences bagan in

1969.

Since the United States has already stated publicly

that the four agreements with Tunisia, orocco, Spain and Israel

are illegal and have damaged U.S. citrus exports, the documented

Z/ From 1964 to 1969, Israel enjoyed a 40 preference on
grapefruit exported to the EEC. However, until 1969 that
preference wa extended on an WN basis to all grapefruit
exporting nations.

8/ Rotterdam Auction daily sales catalqgs, 1970-1972.
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illegality of those agreements will not be further discussed.2/

The discussion of those four agreements will be limited to the

adverse economic impact on the domestic citrus industry.

IV. World Citrus Production and Trade

World trade in fresh citrus represents a substantial

portion of the flow of international trade in agricultural commoditie-

and has been the subject of detailed analysis by the Food and

Agriculture Oreganization (hereinafter referred to as "FAO"),

of the United Nations. Total annual exports of fresh oranges

(including tangerines), for the three year average from 1964-1966,

were 4,159,000 metric tons with the United States, South Africa,

Brazil and Mediterranean basin nations contributing the major

portion of the supply. International trade in fresh citrus is

highly competitive and is projected by FAO to become even more

competitive in the years ahead. FAO's estimate of orange

supplies available for export by 1980 is 9,373,000 metric tons

in contrast with its estimate of demand at constant prices on

the part of importing countries at 8,651,000 metric tons.

Particularly significant is FAO's estimate of the supplies

available from the United States for export of 308,000 metric

2/ FAO, CCP:CI 72/5, p. 12, April 7, 1972; Hearing before
Senate Subcomittee on Agricultural Exports on OProblems
Incurred in Exporting Fresh Citrus Fruits to European
Economic Countries," pages 124, 125-127.
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tons in 1980, as compared with an average of only 149,000 metric

tons from 1964 to 1966.

The EEC Member States as IMPORTERS and producing countries

receiving the benefits of the EEC tariff preference schemes as

EXPORTERS dominate world trade in fresh oranges. (See Table I).

TABLE I

Significance of EEC Preference Scheme in World Trade

in Oranges (including Tangerines)

1964-66

Produc-
tion

EBC:

Six
Three I/
Total

MED.:

Assoc. 31
Prof. _
Other
Total

5.4
0.0
5.4

3.3
18.3

1.9
23.5

Average

Net Trade
(imports)

--- per

(47.2)
(15.3)
(62.5)

2.7
59.9

5.2
67.8

Prod
Prod
tio

cent of wo

Projected 1980

uc- Net Trade
ii (Imports)

rld total ---

5.9
0.0
5.9

3.2
16.5

1.2
20.9

(42.3)
(11.9)
(54.2)

3.6
56.9
2.5

63.0

/ rance, Germany, Italy, Netherlands, Belgium and Luxembourg
!/ Denmark, Ireland, United Kingdom
1 Greece, Turkey

Cyprus, Egypt, Israel, Lebanon, Morocco, Spain, Tunisia
Algeria

Source: FAO-CCPaCI 72/4, March 13, 1972
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Appendix E is a map of the world showing the principal

citrus exporting nations and Appendix F identifies the

principal citrus importing nations. It will be noted that the EEC

member countries constitute the largest single market in the world

for fresh oranges, accounting for 62.5% of imports during the

period 1964 to 1966. Aside from Hong Kong, Japan, and Canada,

countries in Western Europe are the only significant market

available to the United States for the export of its citrus

and accounted for 35% of the exports of fresh citrus from the

United States during the period 1963-64 to 1966-67.

Comparisons herein are made based upon the period 1964-66

as used by FAO in its most recent study. This period will

hereinafter be referred to as the *base period in the review of

the seven countries benefiting from the said preferences. The

same period will also be applied to the United States.

Tunisia, located on the southern shore of the Mediterranean

and east of Morocco, has been producing citrus since before

World War I. However, only recently has the commercial production

of citrus in Tunisia increased significantly. With its hand-

cultivated garden plantings, tree population is high with many

groves having 150 trees per acre.l/ These close plantings result

iL/ The Citrus Industry, Vol. 1, Revised Edition, Division of
Agricultural Science, University of California, Berkeley,
1967. The average planting in the U.S. is approximately
85 trees per &cre.
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in higher yields per acre, particularly in the early years of

the bearing life of the tree. The majority of Tunisian citrus

is exported in fresh form. France, Tunisia's traditional

market plaoe, accounted for 991 of all Tunisian exports of

fresh citrus in 1956. Sino that time, Tunisia has widened

the distribution of itn fresh citrus exports somewhat,

as reflected by the fact that in 1970 through 1972, 901 of

its exports were to France, with the reminder going primarily

to Eastern Zurope. W Based upon FAO projections for 1980,

it is estimated that Tunisian orange production will have

increased-to 120,000 metric tons or 350 over the base period

with supplies available for export increasing from 35,000

metric tons to 60,000 metric tons in 1960. (See Table 11)

LLs Exrertation D'Agrunes Du Bassin Nediterranean, situation
LY58-1969, Comession des Etudes Iconcalques du C.L.A.N.
Nioe, October 13, 19691 and Los Exportations D162rumes DU
Bassin ed1iteranean, Situ&on 1971197 , 9 C-10-7on2 .Stude zCooOSdtques duC.L.A.M., Uion, 9-10-72.



2175

-11-

Actual and Proieoted Production and Consumption
of Oranges (Including Tangerines)

1964-96 Averase Projested 1960

Area Produc- Coneunp- Net Trade Produc- Consump- Net Trade...... ,g ,,t ion .. ... mnorts) -tion - tion -(Lyworts)

thousand metric tons

"BCI

:8ix" 1/ 1,444 3,108 (1,965) 2,401 5,441 (3.040)
T1ree2/ .. 0 637 (007) 0 54 (054)TOtal ,44 337 (2,602) rtUr 6,9 (3,e4),

Assoc. 3/ 698 584 i14 1,300 1,042 a56
Pref. 1/3,035 1,343 2,492 6,690 2,606 4,084
Other [/ 406 189 217 500 324 176

4p9 ,13, 7nr ra3 4" 3,972

F rance, Germany, Italy, Netherlands, 3elgimu and Luxembourg
IT Denark, Ireland, United Kingdom

Greece, Turkey
Cyprus Zypt, Israel, Lebanon, Morocco, Spain, Tunisia

Sourest FAOI CCPoCI 72/4, March 13, 1972.

Moroccan citrus production, has increased dramatically

during the past 25 years, Jwning from 28,500 metric tons in the
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late 1930's to 58,000 metric tons in the base period. During

the base period about 80% of Moroccan orange production was

exported in fresh form. A large portion of Moroccan exports

of fresh citrus have been to France. Also Morocco has been

expanding its exports to outher countries, especially to the

etherlands, West Germany and the USSR. 2! The estimated

increase of Moroccan production by 1980 from the base period

is 121% and, according to PAO estimates, 80% of that production

is expected to be exported.

Israel is the major citrus exporter of the Middle East.

Israel's groves are modern and mechanically tilled and the industry
-is in a position to utilize the benefits of scientific experi-

mentation.1_V Fresh citrus exports are not only the principal

market for Israeli citrus production, but also represent Israel's

largest source of foreign exchange. Zxports of citrus from Israel

are under the control of a quasi-governmental agency known as

the Citrus Marketing Board of Israel. During the base period,

exports accounted for over 80 of Israel's total fresh orange

marketing. It is estimated that orange production will increase

by 62% between the base period and 1980 and that exports will

utilize at least three-fourths of production.

12/ Citrus Exports, C.L.A.M., 1970-1972 Annual Reports

13/ Supra, Footnote 10.
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Spain is the largest citrus producing country in the

Mediterranean area and is the world's largest exporter of fresh

citrus. Because of-its location, adjoining France on the south,

it has easiest access to the BEC, from a transportation point of

view, with the principal markets of Paris, Antwerp, Rotterdam,

and Hamburg being from only 48 to 72 hours away by truck or rail.

Spain's largest market within the SE is West Germany,

followed by France, and the Benelux nations. More than three-

fourths of all Spanish orange exports are to countries within

the expanded EE. It was predicted as early as 1960 that Spain

would make every effort to maintain and increase its position

within these markets and seek special trading arrangements. 4_/

During the base, period Spain exported approximately

68t of its total orange production. It is anticipated that

Spain's production will increase by 48t from this same period

to 1980 and while the percentage available for export will drop

slightly, the total volume of orange exports will increase

significantly.

Egypt has been rapidly expanding both production and

export marketing.15/ Citrus production in Egypt is located along

the Mile delta, which is located between Cairo and Alexandria.

M/ ibid.
j 'Big Developments on the Egyptian Citrus Front', Fruit

Trade Journal, April 3, 1971.
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While citrus has been grown in Egypt for centuries, it has only

been since 1952 that a serious Lndustry-wide effort has been mde

to become competitive in the world market. For example, in the

last six years# over seven new packing houses have been constructed

and it is predicted that there will be 20 by 1976. A quick glance

at exports of Egyptian oranges will rapidly show the progress being

made. See Table 111.

TAMAE UI

EXlRT OF ORMNS RO

Avg. 1962-63/1966-67 22,000

1967-68 38,000

1968-69 76,000

1969-70 86,000

1970-71 90,000

1971-72 - 100,000

1972-73 130,000

tons

tons

tons

tons

tons

tons

tons projected

Source: Suyr4, Footnote 11

Egypt uses modern packing house equipment and chemicals

such as V5S and diphenyl to assist in getting its fruit to export

markets. Currently moat of Egypt's fresh orange exports go to

Eastern uropeo, especially Russia. Of those that go to Western

Europe, the exports are directed primarily to England, Germany,

Holland, Scandinavia, and France. Egypt also Is beginning to
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export lemons to the EC. Egyptian citrus exports are sold through

a Government monopoly known as El Wadi Agricultural Bxport Company.

Exports consist of both navels and Valencia Late.

The citrus production of Cyprus has increased five fold

from the late 1930's to the base period of 1964-66, increasing

from a level of approximately 20,000 metric tons to 99,000 metric

tons. During the bass period over 70% of the orange production

of Cyprus was exported in fresh form and almost 60% of this

production has been directed to the members of the expanded BC.

According to the P4O estimates, by 1980 the citrus production

of Cyprus is expected to increase 268% and 02% of the total

production will be directed to exports.

Exports of oranges from Lebanon have ranged from 80#000

to 93.000 tons from 1962 through 1970. In 1971, they increased

dramatically to 132,000 tons and in 1972 were 109.000 tons.

It is expected that 125,000 tons will be available for export

in 1973. Nearly all of Lebanon's orange exports have gone to

nearby markets in Jordan, Syria and Near East non-producing

countries. About half-if WLanon's production is consumed in its

domestic market. During the base period, production of oranges

wa 148,00 tons, and is expected to increase by 60% to 240,000

tons by 1980.

As previously noted, the principal citrus producing areas

of the world are the United States and the Mediterranean region,

20-229 0 -74 * 29
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including the countries of Tunisia, Morocco, Spain and Israel,

Egypt, Cyprus, and Lebanon, which have just been reviewed.

While citrus production has been increasing in virtually all

producing areas,, the increases in the Hediterranean in

particular have been greater than those in the United States,

with the result that the United States' share of world production

has fallen from 400 to 25% during the past 30 years.6/ During

this same period, the Mediterranean's share of world production

has been steadily rising from 25%. Although production is fairly

evenly divided between the two major producing areas, the Moditerranear

and the United States, the majority of fresh citrus exports originate

in the Mediterranean area--with over 50% of this area's production

being exported. This represents approximately 7S% of total

citrus shipments throughout the world to importing countries, with

the bulk of the remainder of the shipments being divided between

the United States, South Africa, and Brasil.

The BBC is the most important market area for Mediterranean

basin citrus producing countriesL and it is also the single most

important overseas market for U.S. citrus. The California-Arizona

citrus industry has been vigorous in its efforts to increase

fresh citrus exports to the BC. The trend of exports of fresh

1./ Supra, Footnote 4. In addition to footnote four, it must
be kept in mind that fresh oranges are available from both
the United States and Mediterranean producers from February
through July.
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citrus from California-Ariuona from 1925 to the present is shown

below in Table IV.

Table IV

Exports of California-A niona Fresh Citrus

Metric Tons

55,700

62,450

165-830

127,750

228,400

Source Sunkist records projected
citrus industry total.

Year

1949-50

1954-55

1959-60

1964-65

1969-70

Metric Tons

192,020

349,500

300,600

336,000

423,900

to California-Arizona

During the development of its citrus export markets, the

United Stat" was able to compete In the principal markets of

Western Europe, now incorporated in the EEC, on generally the same

basis as other suppliers insofar as tariffs and other governmentally

imposed trade restrictions were concerned. The California-Arizona

citrus industry pointed out as early as 1962 that the creation of

the EEC itself placed the United States and California-AriLona

citrus growers at a competitive disadvantage with Italy for example,

one of the original *sixl.jy/ This disadvantage was extended

./ University of California Conference in Foreign Trade,
D. F. MoKllen, 1962.

Iear

1924-25

1929-30

1934-35

1939-40

1944-45



2182

-1S-

subsequently a Greece and Turkey entered into association agreements

with the SEC and more recently with the extension of preferenoes

to Tunisia, Mtorocoo, Israel, Spain, Cyprus# gypt and Lobanon.1_f

It is not necessary to review the possibility that BC Itself

may not have been organized pursuant to GATT criteria, in order

to examine the XEC's agricultural policy. The protectionist

attitude of the SC toward its agriculture is a well doumented,

fact, and the agreements under consideration herein constitute

an extension of that agricultural policy to non-EC member

countries now being brought in under the BC umbrella. It is

clear that the SEC intends not only to protect its own agriculture,

but also the agriculture of major third country suppliers

of products not grown in sufficient quantity within the SEC

to achieve slf-suffioLency. It Is accoi"lshLng this

objective in a manner which dLsoriminates against other third country

fresh citrus suppliers such as the United States, Braeil, and

South Africa. Additionally, the E ha announced Its Intention to

extend these preferences to other Mediterranean producers.nh This

protectionism of agriculture and Its extension to selected third

countries is in sharp contrast with the intent of the Treaty of Romet

pursuant to which the SE was forced, which in referring to trade

1 In total, the NBC has extended agreements of one kind or
another to 43 countries. It is expected that soon the number
of countries will Increase a areemnts are developed with
oomonwealth

2~Rum 2MLntY, Mo. 134. May 19701 No. 133# April 19701
no. 131t Fibruary 15970 no. 127, Sept. 19691 No.123, May 19569.



2183

--19-

between the INC and third country suppliers states as follows:

"Article 18 -- Member States hereby declare their
willingness to contribute to the development of
international oomneroe and the reduction of
barriers to trade by entering into reciprocal
and mutually advantageous arrangements directed
to the reduction of customs duties below the
general level which they could claim as a result
of the establishment of a customs union between
theaselves.

"Article 110 -- By estalishing a customs union
between themselves the Member States intend to
contribute, in conformity with the common
interest, to the harmonious development of
world trade, the progressive abolition of
restrictions on international exchanges and
the lowering of customs barriers.

The oaoo commrcial policy shall take into
account the favourable incidence which the
abolition of customs duties as between Member
States may have on the increase of the
competitive strength of the enterprises in
those States."

V. The California-Arizona Citrus industry

The citrus industry within the United States has

experienced substantial growth in acreage and production and this

growth is projected to continue in the future. According to

FAO estimates, United States production of all citrus will reach

13,500,000 metric tons by 1960, as compared with an average of

6,669,000 metric tons for the period 1964-1966. During the base

period, Florida accounted for 68 of total U.S. citrus

production with California-Arizona acounting for 30% and the

remainder of 2t being in Texas with minor production in Louisiana.
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However, California-Arisona is the principal source of fresh

citrus exports from the United States, accounting for an

estimated 80t - 05t of total overseas exports in recent years.

The development of tha export market has been an integral

part of the growth and expansion of the California-Arisona citrus

industry. The earliest exports of fresh citrus date back to 1892

with significant volume being first attained in-the 1920's.10/

Exports were further expanded after World War II to the

present level of 479,600 metric tons in 1971-72. It is significant

that these established export markets were regained after World

War II with assistance from the Federal Government.

In addition, since 1960, the California-Arizona

Citrus League has had the cooperation of this Government in the

continued expansion of the League's citrus export markets

through the FA-California-Arisona Citrus League market develop-

ent project, pursuant to which P.L. 480 funds in the amount of

$2,145,000 have been spent in assisting the industry in its

trade expansion programs from 1960 to December 31, 1972. These

funds were matched by industry expenditures of approximately

$7,980,000 during the same period. As a result of these and

other efforts, exports of fresh citrus from California and

Arizona have represettod 28% of its total fresh fruit shipments

L2/ California State Board of Horticulture, 1092, P. 330-331.
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during the eight years 1964-65 to 1971-72 with individual years

ranging from a low of 25.3% to a high of 32.4%. (See Appendix

0) Of these exports, 67% were to overseas markets. During

the period 1964-65 to 1968-69, 50% of the overseas exports

went to the BBC. Now that the discriminatory preferences have been

in effect since 1969, shipments to the original BBC member

countries constituted only 30% of overseas exports during 1971/72.

When the three new EEC members are included, overseas exports

to the EEC amount to 35%.

The California-Arizona citrus industry is experiencing

a resurgence of plantings and production. Significant acreage

reductions were made in the 1950', principally due to pressure

of low returns, loss from quick decline (Tristezza), and

opportunities for subdivision in established producing areas.

The California-Arizona citrus industry currently has approximately

361,000 acres of citrus under cultivation with employment in the

growing, harvesting, packing and marketing functions totaling

approximately 37,000 individuals.

The new plantings that have been made since the mid-1950's

are concentrated largely in the Central California and Desert Valley

producing areas, the harvesting seasons for which are somewhat

earlier than in the older established producing areas of Southern

California. These plantings have been made possible by the
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availability and extension of water supplies developed through

Federal and State reclamation and irrigation projects. In many

instances citrus fruit is the only crop which has the production

and income potential to utilize effectively these sources of

irrigation water. The shift of producing areas referred to above

will result in the need to initiate shipments into export markets

earlier in the marketing season than in the past. Chart I below

illustrates the changing volume and seasonal pattern of orange

harvests between 1954 and 1972.

CHART I
VOUN W CALVM-ARfIZOMI AI3 CROP UIVKS UM MWO~

ov Dec Jan Teb Mat Apr . May Juse July Aus Seft Oct

*117-6$ wes a severe froat year resulting in crop lose.

Sourcet- Orafe Admk 1.otrative Coi.ttoes
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The California-Arizona industry has developed on the basis

of an expectation of continuing demand in both domestic and export

markets. Projecting the growth of this industry to 1977-78, the

production of oranges is expected to total 2,067,200 metric tons.

If the California-Arisona industry is to maintain the same percentage

of utilization in export channels as has prevailed in the immediate

past, total exports of fresh citrus from California-Arizona will

have to increase from the level of 479,600 metric tons for 1971-72

to a level of 600,000 metric tons in 1977-78.

Bxaar, ing the current economic status of the industry,

it is clear that with the existing levels of production the

industry would suffer severe economic consequences, were it to

lose any significant part of its fresh citrus exports.

VI. World Marketing Seasons

As described earlier, production in the Mediterranean

area has increased faster than it has in the United States and has

resulted in increased volume being exported in all months of their

marketing season. During the months of March through June, volumes

shipped by Mediterranean suppliers have increased by 58% from

700,000 metric tons to 1,100,000 metric tons between 1957-58

and 1971-72._1/ Chart II below illustrates this- rapid growth.

L_ Monthly data was not available for this time period for Greece,
Turkey, Lebanon and Egypt. _Therefore, this section doei not
include Information on those countries.
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In recent years a growing share of these increased

shipments have been kept in stage in the European markets and

have been sold later in the season than was normal. It is

expected that, as production further increases in Mediterranean

countries, their marketing season will be further extended in

the EEC through uee of storage facilities and extension of the

harvesting period.

Chart III on page 25 illustrates the monthly imports of

both California-Arizona and Mediterranean oranges into the EEC.

It is readily seen that even though the EEC markets

are of great importance to the California-Arizona industry, the

overwhelming competition from Mediterranean sources of supply

will make it extremely difficult, if not impossible, to
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maintain a market position under conditions of preferential tariff

reductions to Mediterranean competitors. Combined with an earlier

availability of supplies from California-Arizona, the extension of

the Mediterranean season has and will continue to intensify

competition in the critical months of April through July.
Extending preferential tariffs to the Mediterranean countries

constitutes a serious discrimination against the California-

Arizona industry within the EEC market, particularly from the
beginning of the California-Arizona export season in late February

until approximately late July or early August.

Charts IV through VII clearly illustrate the difficulty

suppliers from California-Arizona are having in maintaining a

market position under conditions of preferential tariff reductions

to Mediterranean suppliers.

CHMT III
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AUCTION: ROTTERDAN, OLAND
QUANTITrES OF orAES SOWD
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AUCTION: ROTTERDAM, HOLLAND
QUANTITIES OF ORANGES SOLD
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VII Effects of the Tariff Preference

The association agreements provide that when oranges

originating in Tunisia and Morocco are imported into the EEC,

they shall be subject to only 201 of the common external

tariff applicable to like products.. These citrus items are

included in EEC tariff heading 09.02A. The preferential -

agreements with Cyprus, Egypt, Lebanon, Morocco and Tunisia

provide for the payment of only 60% of the common external

tariff on like products. FAO consents on EEC preferential

arrangements for citrus fruit imports are given in Appendix 3.

Table VIII below relates the two degrees of preference

80% (Morocco and Tunisia) and 40% (Cyprus, Egypt, Lebanon, Spain

and Israel) to the CXT of 20% during the period October 16 to

March 31, the CXT of 15% during the period April 1 to May 31,

the CXT of 5% during the period June I to September 30 and the

CXT of 15% during the period October I to October 15 to a carton

of oranges with an average C.I.F. value of $5.00 per carton.j2/

On the basis of this average value, the application of these

preferential rates result ii duties of only 4% ad. valorum or

200 per carton on imports from Tunisia and Morocco# and a duty

of 12% ad. valorumt or 600 per carton on imports from Cyprus,

22/ The preferences are understated because the average price
per carton of U.S. competitors is less than the U.S.
average price per carton of $5.00
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Egypt, Lebanon, Morocco and Tunisia. Compare those duties with

the duty on imports from non-preferred third countries of 20%

ad. valorum or $1.00 per carton at that value. The preferences

are 80* and 400 respectively per carton.

TABLE VIII

Computation of Tariff Preferences

16 October to 31 March

U.S. Morocco G Tunisia
Cyprus, Egypt, Lebanon

Spain and Israel

Tariff
Dollars*
Preference per

carton

20%
$1.00

-0-

4%
20*

s0*

12%
600

400

I April to 31 Kay

Tariff 15t 3% 9%
Dollars* 750 IS 45
Preference per

carton -0- 60¢ 300

1 June to 30 September

Tariff 51 is 3%
Dollars* 250 5€ 15€
Preference per

carton -0- 20* 10€

I October to is October

Tariff is% 3% 9%
Dollars* 75* 15 *5€
Preference per

carton -0- 600 300

* Average C.I.r. price of $5.00 per carton is used.
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The extension of the tariff preferences to the Mediterranean

suppliers by the new member countries will make exporting to the

United Kingdom, Ireland and Denmark more difficult as the now

member countries introduce the common agricultural policy for

fruits and move toward alignment with the CXT. Tariffs will

rise substantially in the three new member countries from their

present low levels to the complex and significantly higher CXT

of the Comunity._3J Only those suppliers which have not been

extended preferential reductions - the United States, South Africa

and Brasil - will pay the full duty.

The tariff levels for the United States, South Africa

and Brazil will increase by as much as 3000 in the United Kingdom

from 5 to 15. In Ireland and Denmark the increase will be from

0 to 201 in the winter. This will result in increased cost of

up to $1.00 per-carton for countries without preferential

arrangements.2/ The application of the significantly higher

rates will force the import traffic to be directed to those

suppliers now enjoying a tariff advantage by virtue of the BEC

preferences.

It is crystal clear that these unjustified agreements

granting preferential duties to selected countries on oranges

and lemons not only constitute rank discrimination against the

flf Supra, footnote 1

!Y Average C.I.F. price of $5.00 per carton is used.
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United States and other non-preferred third country suppliers,

principally South Africa and Brazil, but also will restrict future

U.S. ccmerce with the EC. Further, this is precisely the situation

contemplated by Congress when it enacted Section 252 of the

Trade Expansion Act of 1962.

These tariff reductions are accompanied by a so-called

price maintenance scheme, but this does not remove the competitive

disadvantage which accrues from the reduction in duties. In fact,

the price maintenance scheme has already caused damage to the

U.S. overseas markets in several ways. If the price maintenance

scheme is successful with the result that prices received by

preferred producers are higher than they otherwise would have

been, this scheme and the lover duty will have served to further

increase their net return. This added return will result in

additional plantings and expansion of production, which will

further increase the competitive disadvantage which California-

Arizona exports must face. On the other hand, if the reduction in

duty is not passed back to the ultimate producer, the discriminatory

margin will serve as an inducement for traders to seek out sources

of supply in the favored countries at the expense of third countries

not so favored. As preferential treatment stimulates increases of

supplies in the Mediterranean area, their marketing period will be

further extended, as much as possible, to take advantage of this

special treatment accorded their product moving into the BBC.

30-32t 0 - 74 - 30
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As a consequence of all of the factors influencing the

competitive ability of the Mediterranean area suppliers, heavy

supplies from these four countries originally receiving the

illegal preferences have been found in the EEC during the past

three years for almost six weeks longer than their historical

marketing period. It should be repeated that the degree of

preference involved is significant. The tariff assessed on U.S.

citrus is 5 times that assessed on the citrus of Tunisia and

Morocco, and 1.7 times that of Cyprus, Egypt, Israel, Lebanon

and Spain.

However, the damage caused by the price/aintenance

scheme has not been limited to the BBC market. In order to

avoid falling below the applicable minimum (the reference price),

and thus having their preference suspended until the situation

is corrected (see Appendix K), the Mediterranean suppliers have

been able to divert shipments to the United Kingdom whenever

supplies within the EEC approached a level which would cause a

temporary loss of their BEC preference.

Now that the United Kingdom has joined the Comon Market

and the ssfety valve" has been removed, several damaging

alternatives may result. The preferential suppliers can market

without any restraints when the minimum prices are not in effect.

Therefore, there may be a tendency for the preferential suppliers

to withhold some supplies from the market until after the applicable
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reference prices expire on April 30. Their marketing season may

extend even further into the summer months.

In addition, there may now be a tendency for the

Mediterranean suppliers to divert those supplies which previously

were directed to the United Kingdom to other markets in order to

continue to lessen the possibility of compensatory levies with the

EEC. These supplies could be diverted to important U.S. markets

such as Canada or several in the Far East (e.g. Hong Kong or Japan)

and even to the United States.

The last and most probable alternative is that the

Mediterranean suppliers will extend-their marketing season in the

Community and will also divert supplies to important U.S. markets.

VIII The Applicable International Agreement

Having documonte6 the damage being sustained by the

California-Arizona citrus industry, the United States will wish

to determine what method is available to remove the existing

discrimination. This involves examining both the General

Agreement on Tariffs and Trade which is international and the Trade

Expansion Act of 1962 which is domestic. GATT is only as effective

as its members desire it to be, whereas the domestic law can be

applied unilaterally.

The applicable international agreement governing trade

is GATT. The preferential agreteients between the EEC, Egypt,
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Cyprus and Lebanon violate the Most Favored Nation provision of

that agreement which is the foundation of international trading

rules.

A. Most Favored Nation Treatment

Article I of GATT provides, with certain exceptions not

applicable to the agreement discussed herein, that when a preference

is given to one country by a contracting party, that preference

automatically is extended to all other GATT contracting parties. If

the preference is not extended, then a violation of the Most Favored

Nation precision occurs. Because of the importance of the MYN

principle, the applicable portion of Article I is set forth and

is as follows:

"1. With respect to customs duties and charges
of any kind imposed on or in connection with
importation or payments for imports or exports,
and with respect to the method of levying such
duties and charges, and with respect to all rules
and formalities in connection with importation
and exportation, and with respect to all matters
referred to in paragraphs 2 and 4 of Article III,
any advantage, favour, privilege, or imunity
granted by any contracting party to any product
originating in or destined for any other country
shall be accorded imindiately and unconditionally
to the like product originating In or destined
for the territories of all other contracting
parties.0

The principle of IN has been the backbone of U.S. trade

policy. In fact, the Special Representative for Trade Negotiations

in his report to the President dated January 14, 1969, said
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"A basic toast of U.S. policy since the early
1920's has been to follow, and to insist that
other countries follow, a policy of unconditional
most-favored-nation (OWN) treatment--that is,
nondiscrimination in international trade.

'There have been sound reasons for this policy.
In the first place, as the world's greatest
trading nation, the United States has much to
gain from the assurance that its own exports
will be permitted to compete in foreign markets
on equal term with those of any third country.
To be assured of this treatment, it must
guarantee MPH treatment to others.0

More recently, the Honorable Peter 0. Paterson stated in

OA Foreign Economic PerspectiveQ dated December 27, 1971, at

page 20s

"The United States has long supported the
multilateral, non-dLsoriaLnatory approach to
the management of international economic
relations, as opposed to bilateralis and
discrimination. The United States has global
economic interests: it thrives best in a world
of nondiscriaination. The American interest is
not solely economic, however. Nationalism is
politically divisive, whether practiced
ailLtarily or economically. The United States
has tried to encourage the development of an
international system which would contain
divisive economic nationalism and exclusive
regionalism, so that political as well as
soonoLo relations might operate to the
general benefit of all countries."

There are four item which must be considered in

determining if there has been an MY violation. The first three

are item contained within the NR provision and are (1) contracting

parties, (2) advantage, favor, privilege or immnity, and
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(3) product. The fourth item is whether any other provision

of GAT? grants an exception to and immunity from the MP?.

These items will be considered in the order listed.

- 1. Contracting Parties

A contracting party is a nation who has agreed to the

terms of the GATT and become a participating country. Of the

countries involved in this brief only Belgium, France, Luxembourg,

Netherlands, United Kingdom and the United States were original

contracting parties. Denmark, The Federated Republic of Germany,

Ireland, Israel, Italy and Spain have beoms GATT contracting parties

by accession under Article XXXIII. Cyprus became a contracting party

by accession pursuant to Article XXVI. Tunisia and the United Arab

Republic have acceded provisionally and are not yet contracting

parties. Morocco i* not a GATT member although it does have

observer status. Lebanon at one time was a contracting party, but

then withdrew. It now has observer status.

2. Advantage, Favor, Privilege, or Immunity

The EEC has given an advantage, favor, and privilege to

Egypt, Cyprus and Lebanon by granting them on fresh oranges, lemons

and grapefruit, a 400 reduction in the common external tariff.

This enables those countries to export citrus to the EC at
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advantageous prices resulting in discrimination against citrus from

nonpreferred areas. This discrimination against some GATT

contracting parties is unjustified.

The EEC previously admitted that PN applies. In the

beginning, the EEC granted a preference to Israel on grapefruit

in July, 1964. The duty rate resulting from that preference was

extended by the EEC to all GATT contracting parties pursuant to

the KFN clause. This has not been done in the present case-and

indicates the EFC's willful disregard of Article I of GATT.

3. Product

The products involved are oranges, lemons and grapefruit

as previously discussed hereinbefore. For the purposes of GATT

the oranges, lemons and grapefruit exported from the United States,

Morocco, Tunisia, Spain, Israel, Egypt# Cyprus and Lebanon are

identical. There can be no question that the items concerned in

the preferential and discriminatory agreements between the EEC

and the seven countries involve like and directly competitive

products to those exported by the United States.

The KFN of GATT would thus apply to EEC orange, lemon

and grapefruit imports unless affirmative exemptions have been

obtained under the provisions of GATT. This means that the

United States and all other citrus producing countries are

entitled to the benefits of the preferences extended. Even Spain
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Israel, Cypruso. Lebanon and Iqypt are entitled to the sam

prefereno received by Tunisia and Morocco.

B. Article XXrV is not Applceable to the

Discrimluatory Agreemnuts

Article XXIV of the GATT is entitled "Territorial

Application-Frontier Traffic-Customs Union and Free-Trade Area.

The EEC, acting in accordance with the terus of this artiule,

could establish a free-trade area or a custoa union which would

be except from the application of the D4FI. The present agreements

do not and do not attempt to establish a custom union or free-

trade area in accordance with Article XXIV. Article XXXV,

paragraph 4, of GATT states principles of customs union and

free trade area in the following termst

4. The contracting parties recognize the
desirability of increasing freedom of trade
by the development, through voluntary agree-
mets, of closer integration between the
economies of the countries parties to such
agrements. They also reoognise that the
purpose of a custoe union or of a kree-trade
area should be to facilitate trade between the
constituent territories end not to raisc barriers
to the trade of other contracting parties with
such territoriee.A

1. Customs Union

Before determining whether or not the BBC is trying to

establish a customs union with any of the three countries oonerned,
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it is necessary to determine what a custos union is. A customs

union has three basic characteristics. First trade restrictions

between the union members must be substantially eliminated.

Second, uniform duties and other regulations of cimerce with

non-union members must be established. A third criteria is

that the duties and other restrictions on trade on the non-union

GATT parties to and from the customs union must not be on the

whole higher or more restrictive than the general incident of

the duties and regulations prior to the formation of the

customs union.

If the criteria described above are met and the countries

involved are GATT contracting parties, then the exclusion from the

MY is automatic. In this case, Egypt and Lebanon are not

contracting parties to GATT and there can be no automatic exemption.

The agreements signed between the BEC and Egypt, Cyprus

and Lebanon contain no provision or schedule for the formation

of uniform duties and other regulations of commerce with non-union

members or in other words a common external tariff. This, of course,

is one of the very basic item to any actual customs union.

The agreements with Cyprus, Lebanon and Egypt do not

resemble a customs union and a customs union potential is made

impossible by those countries existing relations with other countries.
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2. Free Trade Area

To establish a free trade area the countries within the

-area must eliminate the duties and restrictions on substantially

all the trade between the member countries. There is no

requirement that a uniform external tariff be established in

connection with the trade between the members of the free trade

area and non-members. The EEC announcement concerning these

agreements indicates that a free trade area was formed.25 The

possibility that the agreements between the EEC and Cyprus,

Egypt and Lebanon c9uld be considered to have established

a free trade area is prevented by the fact that customs duties

and regulations are still in effect. There is no provision

or schedule for the elimination of existing tariffs. The

duty charged by the EEC on citrus from these three countries

is an illustration that a free trade area does not exist.

3. Interim Agreements

There is one other section of Article XXIV which needs

to be mentioned although it has no application to the instant

-agrements. Article XXIV of the GATT provides for interim

agreements which lead to the formation of either a customs union

LS_ Joint Press Releases, 2166 e/72 (Preise 109)1 2158 e/72
(Preise 104); 2157 e/72 (Preise 103)
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or free trade area. In the present case, the EEC could not

seriously assert that the agreements were qualifying interim

agreements. Neither of the agreements have any formalized

plan to form either a customs union or a free trade area. The

S-year agreements do provide that further negotiations should take

place beginning 18 months before the agreements terminate. However,

there is no requirement that the negotiations must be concluded

in a reasonable time or that a free trade area or customs union

must be established.

Since the preferential agreements do not tall within an

exception to the MIFN and do not comply with the KFN, they are

violations of it. The EEC is openly violating N as to the rest

of the GATT contracting parties. At the same time the BEC was

careful in Article 4 of the agreements to specifically preserve

for itself MFt treatment from Lebanon, Cyprus and Egypt as to

any preference either of those countries might extend. (See

Appendix K).

United States Law Requires Presidential Action

The Trade Expansion Act of 1962 states that the purpose of

the Act is, among other things:

... to stimulate the economic growth of the
United States and maintain and enlarge foreign
markets for the products of United States
agriculture... (and) to strengthen economic
relations with foreign countries through the
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development of open and non-discriminatory
trading in the fr world... 19 U.s.C. $ 1801.

The Trad- Expansion Act of 1962 (hereinafter referred to as OTZTA)

gave authority to the President to take-vertain actions when the

purpose of the TEA was frustrated by the actions of foreign nations.

The President is directed by the TEA to take certain

action when the conditions discussed in this brief exist. The

President In directed by 19 U.S. C. S182(a) whenever unjustifiable

foreign import restrictions oppress the comeroe of the United

States or prevent the expansion of trade on a mutually advantageous

basis to:

(1) take all appropriate and feasible steps within his

power to eliminate such restrictLons,

(2) refrain from negotiating the reduction or elimination

of any United States import restriction under 19 U.S.C. 1 1021(a)

in order to obtain the reduction or elimination of any such

restrictions, and

(3) notwithstanding any provisions 6f any trade agreement

under the Trade Expansion Act and to the extent the President deems

necessary and appropriate, Impose duties or other import restrictions

on products of any foreign country or instrumentality establishing

or maintaining such foreign import restrictions against United States

agricultural products, when he deems subh duties and other import

restrictions necessary and appropriate to prevent the establishment
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or obtain the removal of such, foreign import restrictions and to

provide access for United States agricultural products to the

markets of such country or instrumentality on an equitable basis.

The President is also directed by 19 U.S.C. 11802(b)

whenever a foreign country or instrumentality, the products of

which receive benefits of trade agreement concessiontt made by the

United States, engages in discriminatory or other acts or policies

unjustifiably restricting United States commerce, the President

shall, to the extent that such action is consistent with the

purposes of .19 U.S.C. 11801 suspend, withdraw, or prevent the

application of benefits of trade agreement concessions to products

of such country or instrumentality, or refrain from proclaiming

benefits of trade agreement concessions to carry out a trade

agreement with such country or instrumentality.

The President is also directed by 19 U.S. C. $18S2 (c)

whenever a foreign country or instrumentality, the products of which

receive benefits of trade agreement concessions made by the United

-States, maintains unreasonable import restrictions which either

directly or indirectly substantially burden United States commerce,

to the extent that such action is consistent with the purposes of

19 U.S.C. 11601 and having due regard-tor-the international

obligations of the United States, to suspend, withdraw, or prevent

the application of benefits of trade agreement concessions to
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products of such country or instrumentality or refrain from

proclaiming benefits of trade agreements concessions to carry out

a trade agreement with such country or instrumentality.

As can readily be seen, the Congress intended that when

U.S. commerce is unfairly burdened the President is to take

certain definite steps. For that reason, the conditions which

must exist and the steps to be taken were clearly outlined in

the TEA. While a GATT violation is not a necessary prerequisite

for the President to invoke 19 U.S.C. 51882, a violation of GATT

does illustrate the lengths to which soe countries will go to

unfairly restrict U.S. commerce and discriminate against it.

CONCLUSION

It is submitted that the foregoing facts concerning the

California-Arizona citrus industry's trade with the BBC will

-substantiate the finding that the duty preferences extended by the

EEC will reduce the demand for California-Arizona citrus

as the BEC citrus requirements are increasingly supplied by Tunisia,

Morocco, Israel# Spain, United Arab Republic, Algeria and Cyprus.

Damage will also accrue to South Africa and Brasil. While in the

U.S. the citrus industry alone may feel the immediate impact

of this discriminatory policy, other U.S. comerco will no doubt

be seriously affected. If the challenge to these agreements is not

successful, then the EEC and other GATT members will have carte

blanche to violate, at will, the Most Favored Nation provision of



2209

-45-

GATT. Therefore, it is respectully requested that the President

exercise the authority of his Office on behalf of United States

commerce and the League to persuade the EC to rescind the

discriminatory agreements. It is fair and reasonable to request

that the EC extend the preferences granted to all citrus producing

GATT members os required by GATT or-rescind the agreements.

In following this path, the United States will have the

support of all non-Mediterranean citrus producing countries as

well as all other nations interested in preserving the Most

Favored Nation principle in GATT. The only other alternative is

for the United States to retaliate under the provisions of

19 U.S.C. S1621.

Respectfully submitted,

California-Arizona Citrus League
Van Nuys, California
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Appendix A

76 Stat.] PUBLIC LAW 87-794-Oct. 11, 1962

CHAPTER 6 -- GENERAL PROVISIONS

Sec. 251. MOST FAVORED NATION PRINCIPLE.

Except as otherwise provided in this title1 in section
350 (b) of the Tariff Act of 1930# or in section 401(a) of the
Tariff Classification Act of 1962, any duty or other import restric-
tion or duty-free treatment proclaimed in carrying out any trade
agreement under this title or section 350 of the Tariff Act of 1930
shall apply to products of all foreign countries, whether imported
directly or indirectly.

Sec. 252. FOREIGN IMPORT RESTRICTIONS.

(a) Whenever unjustifiable foreign import restrictions impair
the value of tariff c6moitments made to the United States, oppress the
co merce of the United States, or prevent the expansion of trade on
a mutually advantageous basis# the President shall--

(1) take all appropriate and feasible steps within his
power to eliminate such restrictions.

(2) refrain from negotiating the reduction or elimination
of any United States import restriction under section 201(a) in order
to obtain the reduction or elimination of any such restrictions, and

(3) notwithstanding any provision of any trade agreement
under this Act and to the extent he deems necessary and appropriate,
impose duties or other import restrictions on the products of any
foreign country or instrumentality establishing or maintaining such
foreign import restrictions against United States agricultural products,
when he deems such duties and other import restrictions necessary and
appropriate to prevent the establishment or obtain the removal of such
foreign import restrictions and to provide access for United States
agricultural products to the markets of such country or instrumentality
on an equitable basis.

(b) Whenever a foreign country or instrumentality the products
of which receive benefits of trade agreement concessions made by the
United States--

(1) maintains nontariff trade restrictions, including
variable import fees, which substantially burden United States commerce
in a manner inconsistent with provisions of trade agreements, or
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(2) engage@ in discriminatory or other acts (including
tolerance of international cartels) or policies unjustifiably restricting
United States comerce,
the President shall, to the extent that such action is-consisten with
the purposes of section 102-

(A) suspend, withdraw, or prevent the application of
benefits of trade agreement concessions to products of such country
or instrumentality, or

(B) refrain from proclaiming benefits of trade agreement
concessions to carry out a trade agreement with such country or
instrumentality.

(c) Whenever a foreign country or instrumentality, the products
of which receive benefits of trade agreement concessions made by the
United States, maintains unreasonable import restrictions which either
directly or indirectly substantially burden United States comserce,
the President may, to the extent that such action is consistent with
the purposes of section 102, and having due regard for the international
obligations of the United States--

(1) suspend, withdraw, or prevent the application of
benefits of trade agreement concessions to products of such country or
instrumentality, or

(2) refrain from proclaiming benefits of trade agreement
concessions to carry out a trade agreement with such country or
instrumentality.

(d) The President shall provide an opportunity for the presen-
tation of views concerning foreign import restrictions which are
referred to in subsections (a), (b), and (c) and are maintained against
United States commerce. Upon request by any interested person, the
President shall, through the organization established pursuant to
section 242(a), provide for appropriate public hearings with respect
to such restrictions after reasonable notice and provide for the
issuance of regulations concerning the conduct of such hearings.
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Appendix B

Article 6

1. ~Ls produits swivante, originaires de la RAE, sont soumis,

Sa 1'importation dans la Coumunauto', la des droits do douano igaux a

60t des droits du tariff douanier comun:

no tlu TETiT

douanier
comun Desiqnation des marchandises

ox 08.02 A Oranges fratches

ox 08.02 9 Mandarines ot satmumas, frais8 o1cmntines
tangerines at autres hybrides similaires d'agrumes,
frail

ex 08.02 C Citron@ frais

2. -Pendant la piriode d'appication des prix do reffronce, lea

dispositions du paragraph* 1 sont applicable la condition queo, ur

I* marohi intrieur do la Coamunauti, lee prix des agrumes importis

do la RAS sojent, aprk8 dtdouanewent, compte tenu des coofficients

d'edaptation, valables pour lee differentes cat4gories d'agrmes at

aprbs deduction des frais do transport et des taxes a liuportation

autros quo le droits de douane, sup'riours ou 4gaux aux prix do

reference do la piriode concerne, major do 1'incidence du tarif

douanier comnun sur ce prix do refrence et d'une some forfaitaire

do 1,20 unit do coMte par 100 kilograms.

3. Lea frais do transport et lee taxes I l'importation autres

quo lea droits do douano, visas au paragraph 2, sont ceux privus

pour lea calculus des prix d'ontree vises au rAglement n° 23 portent

6tablisseomnt gradual dune organisation comuno des marchis dane le

aectour des fruits at ligumss.
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Toutefois, pour la deduction des taxes 'I 1'miortation autres

quo leo droits do douano, vis4ts au paragraphs 2, la Communautc so

reserve la posibiLiteode calculer It montant a diduire, do fayon

a oviter Lon inconveniente r~aultant 6ventuellemnt do Lincidenco

do cos taxes ur lee prix dlentro, muivant lee origins.

Article 7

1. Los produits suivants, originairs do Ia RA, sent soumi m

a importationn dane la Comunauto, aux droits do douane du tariff

douanior commun roduits dans lee proportions indiqrjos an regard'de

chacun d'eux:

NO du Tarif Taux do
douanier reduction

commun Disiqnation des marchandies

08.02 Agrumwa frais ou socs:
D. Pamplemoussee at pomeloo 40
ex B. Autros

Lines ot Liettes 40

2. En cas do perturbation ou do difficult6s dane la comorciali-

sation des produits des sous-positions du tarif douanier comun ex 08.01

o (uanguer), 08.02 D (pamplemousess ot pomwlom) ot ex 07.01 H (oignons

frai ou refrigilres), notament on ce qui concern La qualit do co

derniers produit.. dos consultations oant lieu au cein do Is Comismion

aixte afin do trouver dos solutions apte 'a y remdier.
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Appendix C

Accession Treaty

TITLE III. EXTERNAL RELATIONS

Chapter 1. Agreements of the Communities with
Certain Third Countries

Article 108. (Application by New Members of Treaties
with Third Countries)

1. From the date of accession, the new Member States shall
apply the provisions of the agreements referred to in paragraph 3,
taking into account the transitional measures and adjustments which
may appear necessary and which will be the subject of protocol to
be concluded with the co-contracting third countries and annexed
to those agreements.

2. These transitional measures, which will take into
account the corresponding measures adopted within the Community and
which may not extend beyondd the period of validity thereof, shall be
designed to ensure t, progressive application by the Coimunity of
a single system for ita relations with the co-contracting third
countries as well as the identity of the rights and obligations of
the Member States.

3. Paragraphs I and 2 shall apply to the agreements con-
cluded with Greece, Turkey, Tunisia, Morocco,-Israel, Spain and Malta.

Paragraphs 1 and 2 shall also apply to agreements which the
Community concludes with other third countries in the Mediterranean
region before the entry into force of this Act.

BEST AVAILABLE COPY



2217

Appendix D
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AapmdLz a

CITnUS sH WSm DIRECT TO EXPOrT 1964-1972

Total Fresh lresh Export
Shimmets 8dt

..... etric To-0 .....

1,327,360 336,005

1,377,340 385,730

1,415,590 407,320

955,825 258,145

1,427,830 385,390

j440,835 423,895

1,349,715 377,230

1,480,615 479,570

1,346,869

25.3

28.0

26.8

27.0

27.0

29.4

27.9

32.4

381,91 28.3

lrtost and Flood Destroyed Production

Sources Orangep Lo and Desert Grapefruit
Administrative Comittees and Californa
Crop & Livestock Reporting Service.
Canadian exports were estimated.

lam

1964-65

1965-66

1966-67

1967-68*

1968-69

1969-70

1970-71

1971-72

6 Yr.
Averago
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FRESH ORMIGE (Inctuding Tangarines .etc.)

EXPORTS FRO MDITRANEAN COUNTRIES T0 WORLD MEZTS

1957-8 1958-9 Average 1946-7 1967-8 Average
QO00'a of Metric Tons

1976-1 1971-2 Average

Oc ur 8.6
- November 115.2

December 324.2
January 384.9
February 338.3
March 335.3
April 214.0
May 133.2
June 23.1
Total

Oct.-June* 1,876.8

8.0
102.7
282.7
368.8
320.5
318.2
257.4
140.3

17.1

8.3
109.0
303.4
376.9
329.4
326.8
235.7
136.7

20.1

38
358
511
483
398
425
333
153

25

10
254
524
480
491
422
251
176

28

24.0
306.0
517.5
481.5
444.5
423.5
292.0
164.5
26.5

46
385
477
567
449
391
357
167

19

1
341
576
523
488
458
336
259

63

23.S
363.0
526.5
545.0
468.5
424.5
346.5
213.0

41.0

1,815.7 1,846.3 2,724 2,636 2,680.0 2,858 3,045 2,951.5

Greece, Turkey
Lebanon ,and

Total CLAM
Countries

81.2 58.3 69.7 227 227 227.0 346 351 348.5

1,958.0 1,874.0 1,916.0 2,951 2,863 2,907.0 3,204 3,396 3,300

* Includes: Spain, Morocco, Algeria, Tunisia, Italy, Israel (Ucl. Gaza) and Cyprus.

Sources: 1957-58/1958-59 Derived from C.L.A.M. JAnual Totals and FAQ, UN percentage
distribution by nonth. Coniddion des tudes E-conomiques du C.L.A.M.,
"Les Exportations D'Agrumes Du Bassin editerranien" Annual 1971-72 and 1967-68.

&

I II

t

i
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Appendix I

1966-67

NOMTIMY ZC IMPORTS OF FRESH ORA G8

Country of Oriain
United

Spain Morococ ?unisia Israel States

-Metric Toni-----------------------------

November 107,436 6,154 33 44 271

December 160,548 42,005 -- 744 34

January 163,058 33,591 5,391 7,376 19

February 1068,66 33,751 6,555 28,510 30

March 102,464 33,523 6,402 49,612 139

April 66,948 47,305 7,600 56,261 2,409

May 48,402 44,265 2,646 41,439 7,644

June 19,134 15,704 438 22,260 13. 229

July 2,790 367 196 772 13,853

August - 120 14 -- 4 12,990

September -- 15 -- 3 6,787

October 562 3- -- 1 5,602

Sourcet Gh"T (69) 129 (BIC provided figures)



2223

Appendix I

1966-67

HMLY UeC I PORTS OF FRESH ORANGES

Month

November

December

January

February

March

April

may

June

July

August

September

October

Total

128,648

213p709

223,057

194,205

218,435

219,146

154,071

92,217

49,008

45,414

34830

42,853

Sources GATT (69) 129 (EEC provided figures)

44
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Appendix J

FOOD AND Ar~wIC.LTuRE OS GANZATIO
ORGNTMV4tt M, IATOM UE O n"

ONCAOIZACION Of I AS MACION UIJDAS two"_+ ~PARtA LA AGRIULT.+_aA V LA AUW LNrVIT€O0N.-

COMOITTER ON COOGODITY PROBLEMS

-INTERGOVERNMENTAL GROUP ON CITRUS FRUIT

Fifth Session
Catania, Sicily, 3-8 June 1972

DEVELOPMENTS IN NATIONAL AND INTERNATIONAL CITRUS POLICIES

B. Preferential arrangements

27. Preferential arrangements continue to concern mainly the
Coumorwealth area and the EEC. With the entry of the United Kingdom
into the European Economic Community contemplated for January 1, 1973,
however, the country would terminate its membership of the Ottawa
Agreement effective 31 December 1977, i.e. at the end of the five
years' transitional period. At present fresh citrus fruit and citrus
prQducts grown and manufactured in and cofisigned from Commonwealth
countries and the Republic of South Africa to the United Kingdom,
Canada and New Zealand are admitted free of duty or at preferential
rates,

28. The EEC grants exemption from the common external tariff for
fresh citrus fruit at present as followed

(a) Produce from the 16 states of Africa and Madagascar
associated under the Yaoundq Agreement enjoy the same
preferences which the Six grant each other;

(b) Intra-community treatment is granted to shipments from
overseas departments and dependent territories
including Surinam and the Netherlands Antilles;

(c) Citrus exports from Greece, excluding grapefruit, benefit
from duty free access to the Comunity. The formerly
granted exemption from possible countervailing charges,
however, was terminated on 30 June 1969;

(d) Produce from Turkey enjoys a reduction of the external
tariff of 40 percent for oranges and 50 percent for
lemons, mandarins, satsumas, clementines and similar;

(e) Imports from Libya and Somalia have free entry into
Italy;

(f) Citrus imports from Morocco and Tunisia, excluding
grapefruit, enuoy an 80 percent reduction from the
common external tariff,

(g) Produce from Israel is imported at a duty 40 percent below-
the full rate
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(h) Spanish oranges, lemons, mandarins, satumas,.-_
clementines etc. enjoy a 40 percent tariff reduction;

(i) Most Algerian goods are treated in France as if they
were imports from other member states, while Italy
treats Algerian products as imports from any third
country. In the Benelux countries and the Federal
Republic of Germany Algeria enjoys some preferences.

2n The tariff preferences granted to the various Mediterranean
tries are based on a decision taken in October 1967 according to

which the Community wished to maintain the equilibrium between the
suppliers of citrus fruit in this area. Thus, following the conclu-
sion of the agreements with Tunisia and Morocco, tariffs for Israel,
Spain and Turkey were also cut by 40 and 50 percent respectively.
The preferences came into force simultaneously on 1 September 1969.
At the same time the Community requested the contracting parties of
GATT to grant a waiver under article XXV of the agreement which,
however, was opposed by a number of other citrus exporting countries,
particularly the United States. They felt that granting of preferential
tariffs in particular to Israel and Spain without the conclusion of
an agreement to form a customs union constituted a violation of the
most favored nation clause of article I of the agreement. The EEC,
therefore, withdrew its application for a waiver with regard to the
preferences granted to Israel and Spain and effective 20 April 1970
reintroduced the full common external tariff rates for these two
countries. However, on I October 1970 the preferences were granted
again under new agreements which had been concluded in the meantime.
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Appendix X

SUSPENSION OF PRZFXR3FNIAL TARIFFS IN THE IZC*

Oranges

Mandarins,
olementines,

Season

1969/70

1970/71
1971/72

1969/70
1970/71

Country
of origin

Israel
Spain
Morocco

Spain
Israel
Spain

Spain
Tunisia
Spain
Spain
Spain -

none

none

Period of
application

9-11 Feb 1970
9 Feb - 15 March 1970
25 Feb - 2-arch 1970

12 Jan - 2 Feb 1972
13 Feb - 1 Feb 1972
13 Feb -

24 Nov - 4 Dec 1970
4 Feb - 1 March 1971
5-10 Feb 1971
27 Nov - 7 Dec 1971
12-27 Jan 1972

Source: Food and Agricultural Organisation
11 CCPsCI 72/5

of the United Nations

This illustrates periods of time when the specified countries
failed to receive preferential benefits because of failure
of their citrus exports to caqily with adjusted reference
prices.
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Appendix L

Article premier

Le present accord a pour objet d. promouvoir l'accroissesent-

des changes centre la Coamunautd Bconomique Europoonne at 1 RAE et do

contribuer ainsi au developpemezt du coerce international.

- TIR I

LES ECHAMGES COHM3RCIAUX

Article 2

1. Los products originaires do la RAE bnmficientla l1importation

dan. la Comunautr des dispositions figurant "a 1'Annexe I.

2. Los produits originaires do la Comunaut bnOficient 'a

I'importation an RAE des dispositions figurant a l'Annexe II.

3. Los Parties Contractantes pronnent routes los mwsures

gingrales ou particuleres propres a assurer lexicution des obligations-

dfooulant do ' aooord.

Elles s'abstionnent do toutes msuros susceptibles do .ettre

on peril la realisation des buts do 1 accord.

- Article 3

Sous reserve des dispositions partiaulires propres au

ommorce frontalier, l xgiais applique par la RAE aux products

originaires do la Comunautt no pout, on aumm cas, Itre moins f
favorable quo colui applique aux produits originaires do l'Etat tiers

Ie plus favorisf.

30-O39 0 - 14 - U
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Article 4

Dane la mesure ou sont per~us des droits a l'exportation

sur lea produits d'une Partie Contractante a% destination de l1'autre

Parties Contractante, ces droits no peuvent 4tre superiours a ceux

appliques aux produits destines "'a a l'Etat tiers le plus favorite'.

Article 5

Lea dispositions des articles 3 at 4 ne font pas obstacle au

maintien ou 'a l'etablissement par la RAE d'unions douani'res ou de -

zones do libre-ichange, ainsi quo d'accords ayant pour but l'integration

(conomique r4gionale, pourvu que ceci n'ait pas pour effet de modifier

le regime des changea prfvu par l'Accord at nota ment lea dispositions

concernant lea regles d'origine.

Article 6

Est interdite touted measure ou pratique de nature fiscal

interne itablissant directement ou indirectement une discrimination

entree lea produits d'une Partie Contractante at lea produits

similaires originaires de l'autre Partie Contractante.

Article 7

Le regime des e'changes applique par la RAE aux produits

originaires de la Communaut4 ou 'a destination do la Comaunaute, ne peut

donner lieu I aucune discrimination entre lea Etats membres, leurs

ressortissants ou leurs societ~s.
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Senator Rmcor [presiding]. Thank you, Senator Fannin.
Senator Percy ?

STATEMENT OF HON. CHARLES H. PERCY, A U.S. SENATOR FROM
THE STATE OF ILLINOS

Senator Pzicy. Well, I almost testified before a Republican chair-
man.

Senator Rmicor. Well, I will be delighted to walk out.
Senator PFmoy. I might say it is good to see a Republican in the

chair.
Mr. Chairman, Senator Fannin, I want to thank you very much

for this opportunity to express my views on the Trade Reform Act of
1973. I might say that this makes my 20th year of testimony before
this committee on the subject of foreign trade policy. I began in 1954
as an industrialist at the time, and in a highly protected industry
with a very high wall of tariff protection around us in the photo-
graphic business. Nonetheless, I consistently came here to testify
against the trade association that represented our industry, feeling
that there was nothing that I knew of in business that would not
cause any of the companies in our industry to adjust our policies as
companies to a policy that was in the national interest. It was more
important that this country follow a policy that would build the
economic strength of the Nation and make us an integral part of the
world market., much more so than if we just simply protected the
producers such as Bell & Howell and other companies in our indus-
try. .
. I recall, at the time, when my first testimony was given before this

committee, that the investment bankers which handled Bell & How-
ell investment banking evidenced great concern about the company
and its future, if we followed the policy of encouraging free trade.
They wondered if that was inconsistent with our corporate responsi-
bilities.

I maintained that I never wanted a crutch for the company that
was based on politics. That a political rug could be pulled out from
under you by politicians at any time, and if we were economically
strong, that we would be fundamentally sound.

I think the progress of this indirect company, which, at that time,
was doing about $13 million a year and is doing well over $400
million a year today, with growth in employment from 1,800 people
to sme 13,000, is evidence that you can struggle along, reucng

constantlyy exposing yourself to greater world competition.
Yet you can also open your eyes and your business to the kinds of
markets that are available to a company that feels the world ought to
be its market.

The balance of trade and balance of payments that the company
and industry has earned through the years, has been, I think testi-
mony to the ingenuity of the industry. I have not notice that
Eastman Kodak has suffered badly, or that little companies like
Polaroid and Xerox have been put out of business by the Germans
and the Japanese, though our trade association kept asking how we
could possibly compete with all of that foreign cheap labor, and that
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intensive competition? It just has not, in two decades now, held a
shred of truth, and I do believe that I, therefore, come before you as
an unabashed and longstanding open trader, believing that it is the
right policy for this country, and therefore the right policy for our
industries and our companies to a(7.ust to.

Periods of prosperity in the United States and the world have
always been marked by expansions in trade. Conversely, periods of
economic adversity have always seen world trade contract.

But time has shown that maximizing the efficient use and free flow
of capital, technology, and management of American and world
resources can only benefit this Nation. World trade and world invest-
ment allow us to accelerate our own economic growth by sharing in
the more rapid expansion of the economies of other nations.

The bill before the committee will, in general, result in promoting
world trade and investment. There are, however, several aspects of
the bill that I would like to address myself to. The entire concept of
open trade is premised on the assumption that this Nation as a whole
would benefit through job-generating exports and through imports
which will lower prices, thus bringing more competition to our mar-
kets, and thus providing a wider variety of goods for the American
consumer.

While this premise is true in the aggregate, we must recognize that
there will be specific economic sectors, including industries, firms,
communities, and individuals, who will be forced to make adjust-
ments.

The benefits of trade fall to all. The cost of trade should not be
borne by a few. No policy of open trade can be complete without an
adequate program of adjustment assistance whose cost is shouldered
by the Government, on behalf of the people as a whole.

The adjustment that is called for is no different than the adjust-
ment that any company, any industry, or any community has to
make in the normal day-by-day confrontation with competitive
forces in a free market. Technological adjustments and changes in
buying habits all cause constant adjustment.

We are saying that, when foreign trade policy is right for the
Nation, sometimes a policy should be adopted which will cause those
factors beyond the control of the company, or industry, to have some
moderating influences upon them through the kind of trade adjust-
ment programs that have been discussed.

In 1973, Senator Taft and I introduced a trade adjustment assist-
ance act, S. 1156. Many of the provisions of that act are now
contained in the present'bill. However, I believe that the compensa-
tion provided to firms, communities and workers, may be considered
inadequate in the present bill.

For instance, the present bill provides that a worker be compen-
sated for 70 percent of his average weekly wage. While this is
adequate for short-term readjustment, I believe that this figure
should be increased to 75 or 80 percent, and perhaps even to a higher
level, as high as 90 percent, if--and here is the big if-if the worker
indicates his intention to exercise his individual ingenuity in enroll-
ing in a training or a retraining program.
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Special benefits would provide an incentive for a worker to begin a
training program. They could gradually be phased downward to 75
percent in stages through the duration of the training period.

The Government should also pay the employer's portion of such
fringe benefits as health insurance. Special compensation programs
should be developed for the older members of our work force, those
60 and older, who find it especially difficult to retrain at the end of
their careers.

Full benefits should accrue to these people until they are eligible
for Social Security. An adequate adjustment assistance program
should also provide for assistance to communities as well. We should
consider expanded credit and technological help for small businesses,
and specific credits to communities whose economic base is severely
affected by imports.

As contained in the present bill, I think that it is an eminently
sound idea to have a trust, fund for this purpose, with the income
resulting from import duties for adjustment assistance for individu-
als, for workers, for companies and for communities.

To a great dere, the stimulus for this bill is the evolution of our
continuing relationship with other free world industrial nations.

Congress should emphasize its fundamental belief in the principle
of nondiscriminatory trade practices. On the other hand, we should
establish that. we will not allow predatory commercial practices such
as dumping or subsidizing of exports for the purpose of penetrating
our domestic markets.

Obviously, we must, I think, crack down very hard on those who
do attempt to dump or subsidize exports, because one cannot compete
effectively against such practices. Certainly such self-protection pro-
visions are well understood and employed by all countries.

While the concept of protection from unfair trade practices has
long been present in trade bills, protection for the consumer has been
lacking. There is a great need to work out among trading nations,
and specifically the industrialized nations, common international
standards for safety, labeling, sizes, et cetera, so that these provisions
do not become nontariff barriers that inhibit trade, protect inefficient
domestic production, and thereby harm rather than help, the con-
sumer. This same holds true for environmental legislation affecting
products that enter international trade.

Furthermore, I suggest that the Tariff Commission provide Con-
gress, on an annual basis, a report estimating the cost to the Ameri-
can consumer of specific tariff and nontariff barriers by product
group. The American people have a right to know how much they
are paying and who is benefiting from tariff and nontariff subsidies.

S. 1156 provides that when the Tariff Commission recommends an
increase of tariffs, or a quota, on an imported product, that the
Commission include in its report an analysis of the effect of the
additional protection on the price and availability of the product to
the American consumer.

Now I think this is very important, as this committee has been so
helpful in finding ways to report to us the cost of tax subsidies and
loopholes. So, too, we ought to know how much the American con-
sumer is being charged when a barrier of some sort is set up for the
special protection of some domestic producer.
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Lastly, I would like to comment on trade with the developing
nations. The entire concept of our trade with the developing nations
is shortsighted. We set up elaborate aid programs and credit schemes
to promote capital goods exports of these countries, demand hard
currency repayment of these credits, and then often close off our
markets to important manufactured exports, such as textiles.

By inhibiting the development of manufacturing sectors in less
developed countries, we force them to rely for foreign exchange on
raw material exports, thereby making it attractive for them to group
together into producer cartels in order to raise their prices. We want
a diversified economy, and so do they.

It no longer makes sense for us to impose unnecessary restrictions
on a developing nation which wants to diversify. We are willing to
give them aid, but we are not willing really to trade. It is exactly the
same as a welfare recipient. You are willing to give them welfare,
but not willing to give them the incentive to gb out and get a job,
and that is what we have to do with developing nations. "

It is not in our interest to keep less developed countries less
developed. We want them to have higher per capital incomes because
that means more world growth and more markets for our industrial
and agricultural products. The more sophisticated they become, the
more ready and able they are to accept some of our more sophisti-
cated products in which we certainly do have a preeminent lead.

The present bill is in many respects a desirable improvement over
the bill requested by the administration, because it more clearly
defines the congressional role in the implementation of foreign trade
policy. It. adds improved adjustment assistance programs which
should, I believe, be further improved in the ways I have suggested.

With the addition of further consumer safeguards, I think the bill
is an important, constructive new link in the progression of U.S.
reciprocal trade acts which have resulted in a continued expansion of
world trade.

In closing, Mr. Chairman, I have read some of the dissenting
opinions in the House report. I have read very carefully the concern
evidenced by some Members of the House, who believe that far too
much authority is being delegated to the President.

I think there has been a balance achieved here, since a certain
amount of flexibility and latitude has to be provided to the executive
branch within guidelines. In bargaining, you have to commit your-
self in these bargaining sessions, but I do feel that the original
administration bill. went too far on some points in assuming respon-
sibility and authority in the Executive while taking too much away
from "the Congress. I trust that a proper balance, as has been
achieved in the House bill, perhaps can even be further refined in the
bill reported out by the Senate Finance Committee.

Thank you very much.
Senator RIBicOFF. Thank you very much. I would just like you to

comment on this particular situation, because of your own experi-
ence.

For 60 years, in Hartford, Conn., we had the Royal Typewriter
Manufacturing Co. It was quite successful, but about 6 years ago it
was taken over by Litton Industries.
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Litton Industries also owned a typewriter company in Hull, Eng-
land. The average hourly wage in Hartford was $3.60 an hour and in
Hull, England, $1.20 an hour. To make a typewriter, 55 percent of
the cost is direct labor, so you can see the dilemma that Litton
Industries faced.

So they moved their entire typewriter facilities, outside of some
service repairs, to Hull, England, and about 1,600 people lost their
jobs.

What responsibility do you believe a company like Litton Indus-
tries has to the Hartford community and to its employees when they
make such a move?

Senator PERCY. I do not know-all corporate policy is different, of
course. We just simply had a policy, as long as I headed our own
company, which was some 20 years, that we would never discharge
any employee, in any case, without providing him an opportunity for
a job.

On one occasion in 1949, during the recession of that year, the first
year I was chief executive officer, we turned our whole employment
department over to find a job for every single employee. And, as soon
as we could, we hired them back.

Now we held a very deep conscious feeling toward our corporate
responsibility. Other companies are different, of course. Yet what we
are saying here in this bill is that if those jobs and that community is
injured as a result of reductions in tariffs or imports coming in, there
must be a clear showing of that harm.

We have loosened the language in this bill from what it has
previously been, but if there is a clear case of impact by imports,
these trust funds would be available for the training or the retrain-
ing of those employees, as well as the attempts to find them other
jobs. But I would hope, for the most part, that most of our American
companies would be far-sighted enough to look ahead.

If economically, they cannot make it in a community, then they
should make that transition in such a way that the economic impact
on the community is not too adverse. They should resort as little as
possible to whatever assistance is available locally, State or Federal.

Senator RIBIcoFF. But should there not be some responsibility on
the part of the company that, causes these dislocations, aside from the
general taxpayer?

Senator PERCY. Oh, we go from one extreme to the other. We have
no legal responsibility in this country, but the terms of whatever
labor agreement they have. They can give notice and that is it.

Japan has gone exactly the other way. I have operated in Japan,
with some 1,500 employees, and their system is so rigid that a
company cannot fire anybody, almost no matter what the reason.

As the end result, they are extraordinarily cautious in expanding
and they will do anything to avoid going overboard in hiring people.
There is a rigidity in the hiring policies because they do not want to
get stuck with a lot, of fixed costs if there is a downturn.

Probably there is someplace between the two extremes for good
corporate policy. Among a great many American companies that I
know of, an extraordinarily good example right now is Motorola in
Chicago. They are, going out of the color television business, as they
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just cannot make it. They have been losing millions of dollars. I
know that that management has spent. over three years trying to find
a way to guarantee and assure the employees of that company they
would not be unemployed, that those 7,000 people would not be put
out of work. They have gone through four attempts to sell the
company, and the fourth one appears to be successful now. I think
Senator Fannin knows the chief executive officer, Bob Galvin of that
company, and I know his attitude is deep concern for his people, and
his colleagues and associates.

That, attitude is not shared by some other companies, I know that.
Senator RTiBcoF. Well, IBM testified when we had our hearings

on multinationals, that if it finds it has to move a plant, for economic
reasons, it would always make a job available-from the man who
sweeps a floor to the highest paid technician, at another one of their
plants and pay for their moving expenses.

So here you have corporate responsibility.
Senator PERCY. Again, it is a reflection of management. I think

that has been Tom Watson's policy for the two decades that I have
known him.

Senator Rinicoii. Well, there is a deeper problem if you have a
company that is a conglomerate like Litton Industries. I can under-
stand that a business cannot produce at, $3.60 an hour what they can
manufacture at $1.20 an hour and make it competitive in the Ameri-
can or world markets. But if you have a conglomerate which makes
many products, I am sure they must have some line, or some item
that could absorb a $3.60 an hour wage base. I think we have the
larger problem here of corporate responsibility.

What should be done in those circumstances? I do not expect any
definitive answers from you on this today-it is very complex. But I
throw out this question and note the problem.

Also, there is the great problem that the multinationals have as to
their responsibility for the social and economic life of not only their
workers, but the communities they often shatter wlen they move
without taking into account what is' left behind.

Senator PRcY. Senator Ribicoff, I would like to point out that
management, can respond in many ways to wage differentials; $1.20
against $3.50 seems pretty hard to overcome, but it is not impossible.

IBM manufacturems probably at a higher per-hour cost than that,
yet it has a dominant position in the electric typewriter market
simply because of the ingenuity and creativity that they have put
into that, typewriter.

It does not matter whether they pay $5 an hour. People are going
to buy those typewriters because they -offer a unique capacity and
capability. If you ar just making an off-the-line typewriter that is
no better than anything else, or perhaps a little worse, the hourly
differential does not make that much difference.

Now there is another way you can approach it. If you have got.
higher-priced labor, it is for a reason. This is the best educated and
the highest skilled labor market in the world. If you are going to use
an American workman who has had a high school education in the
exact same way that, you use someone else that has had a third or
fourth-grade education, a virtual illiterate, then you are not using
him very-properly.



You can tool behind an employee. Your average American worker
has probably $10,000 to $15,000.*Some industries I know of haye an
average of $70,000 to $80,000 in capital equipment behind every
employee. With that employee, it does not matter whether you pay
him $3 or $4 an hour. He is using a $50,000 machine tool, as another
way to overcome it. A conglomerate ought to be able to find work in
some other area of its business. If one is declining, the other is
moving up, and the conglomerate must move people and give them
the opportunity. But to just, close the door and say we cannot employ
people hurts all businesses. Frankly, I think it is a matter of con-
cern.

I am not familiar with the particular case, though, in Litton that
you referred to.

Senator RTBiorT. Senator Fannin?
Senator FANNIN. Thank you, Mr. Chairman.
Senator Percy, I want to commend you for an excellent statement.

I agree with you that, we do want to open trade. but I also know that
with your long experience in this field, you realize we have some very
difficult problems.

One item I would like to have you comment about, which we
helped establish, years ago in GATT, was special tariffs and special
policies, because we were desirous of helping many of the nations
come forward in their industrial involvement.

And now we have some serious problems in that regard. I would
just mention the 3 percent tariff on motor vehicles coming into this
country as compared with what it takes for us to get a car in another
country. As a result of this, we apparently have stopped exporting
and we have, in many cases, built factories in many other countries
of the world.

But do you not. think that there is some way that we could
alleviate this, to some extent, and have a more equitable tariff sched-
ille so that our workers in this country would have a better chance of
holding their jobs and competing with the other countries of the
world?

Senator PERCY. I think it would be the worst possible way to do it
through a tariff, other than through a quota-a quota is even worse,
of course, because it is absolute.

A tariff, at least, can be overcome. But I would like to point out
that in 1955 or 1956, the Detroit chamber of commerce was one of the
first chamber of commerces in the United States to come out for a
reciprocal trade agreements act.

They were in the forefront, led bv the automobile companies, who
were shipping uall over the world. The American car was the most
desired product in the world. They had a very open attitude toward
trade.

We should have looked at those foreign markets, and we should
have recognized that when we could not overcome the restrictive
taxes which were based on size and horsepower and body length
abroad, that instead of just complaining about it, we should have
listened to why they were doing it. Mavbe they were doing it to
protect home industry, which, to me, is totally unfair. Yet perhaps
they were doing it to cut down pollution, to cut down the use of fuel,
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and to reduce the size of cars so you would not have one long traffic
jam from one end of the country to the other. Maybe if Detroit had
istened a little more closely to those markets, we would not be in the

lam we are in now with a crash program. Every automobile company
is now trying to convert to smaller cars, which they cannot produce
enough of to get out of these gas-guzzling dinosaurs that they cannot
give away.

So that here was a technological adjustment we should have made
Iong ago.

Senator FANNIN-. Well, of course some of our companies did try.
American Motors did try that.

Senator PERCY. And they are doing very well.
Senator FA -I N. Yes, but they did not have a chance to get into

those other markets.
I say I have to go to another meeting. I am the first witness at 10

o'clock. I am sorry I do not have time to ask additional questions. I
did have some-I will (isuss those with you later.

Senator PERCY. I would agree with you that there have been some
very, very unfair practices in other countries that have been highly
discriminatory against, American products.

We should be very tough in our bargaining on those and we should
also be tough now. For 25 years we have been subsidizing foreign
production by overvaluing the dollar, and at last we have got the
dollar down to a realistic level. That is why our balance of trade is
going up so favorably now.

For the first time we are being fair with ourselves and not subsi-
dizing all of these foreign producers with an overvalued dollar.

Senator FANNI1N. Just one question, in regard to the trust fund.
Your proposal to create a trust, fund for the benefit of workers would
be funded from import duties.

Would you increase duties for this purpose? Or would you ear-
mark a percentage of the existing duties?

Senator PERCY. Oh, no, I would not increase duties for it, although
we do give the President the, power to increase duties, no more than
20 percent at a time. But we do give him the power to do it if that is
the only weapon we can use, just, as we did on August 15, 1971, when
we had a very powerful weapon with that 10 percent border tax.

With that weapon we were able to bargain more effectively. I
think it is all right to place in the hands of the President this power
to punish others if they simply will not. be fair in dealing with our
own exporters, but I woull not do it for the purpsoe of raising
revenue.

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

Senator RIBICOFF. Thank you, Senator Percy.
Senator PERCY. Thank you.
Senator RIBICOFF. Our next, panel will consist of Stanley Lowell,

Professor Seymour Lipset and Sister Margaret Traxler.
Do you want to determine between you how you will be seated?
Mr. LOWvEri.. We have done that.
Senator RIBICOFF. All right, you may proceed.
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STATEMENTS OF STANLEY LOWZLL, CHAIRMAN, NATIONAL CON.
FERENCE OF SOVIET JEWRY; PROF. SEYMOUR MARTIN LIPSET,
MEMBER, EXECUTIVE COMMITTEE OF THE ACADEMIC COMMIT.
TEE ON SOVIET JEWRY; AND SISTER MARGARET ELLEN TRAX-
LER, CHAIRMAN, NATIONAL INTERRELIGIOUS TASK FORCE ON
SOVIET JEWRY, ACCOMPANIED BY JERRY GOODMAN, EXECUTIVE
DIRECTOR, NCSJ

Statement of Stanley Lowell
Mr. LowELL. Senator Ribicoff, members of the Finance Committee,

my name is Stanley H. Lowell, and I am chairman of the National
Conference on Soviet Jewry. The Conference on Soviet Jewr is an
assembly of 38 national ,Jewish organizations, all of them banded
together here in the United States with respect to the problems of
Soviet Jewry.

Attached to my testimony which is submitted to the members of
the committee-. Senator RrmicorT. Without objection, the entire written testimony
will go in the record as if read from all of you.

Mr. LowELL. Thank you, Senator.
Attached to it as an exhibit, A is a list of all the organizations that

make up the national conference. I have h certain pride in being able
to speak here this morning, in that in speaking as chairman of the
national conference I am speaking for the totality of American
Jewry, and I think that places great responsibility on me and on the
testimony that I am going to give before this committee.

In addition to speaking for the national conference, I am also
speaking in behalf of the Union of Councils for Soviet Jews, which
is a federation of community groups, and the Committee of Con-
cerned Scientists. Some of those organizations which I represent this
morning will have additional testimony which we will be happy to
hand up, but which will not be presented orally.

Accompanying me as part of this panel are Sister Margaret Trax-
ler, cochairman of the National Interreligious Task Force on Soviet
Jewry, which represents leaders of all the major religious bodies in
our country, Protestant, Catholic, and Jewish. In addition to that I
am accompanied by Prof. Seymour Martin Lipset of Harvard Uni-
versity, who is substituting for Prof. Hans Morgenthau, who unfor-
tunately is ill. And also, I am accompanied by Mr. Jerry Goodman,
who is the executive director of the National Conference on Soviet
Jewry, the agency I described briefly a moment ago.

Senator, it is our position that the Senate of the United States
should pass section 402, which is known popularly as the Jackson
amendment. We believe that enactment of this amendment will add
substance to America's traditionally outspoken position on behalf of
human rights. We are convinced that with the support that has been
received in companion legislation in the House of Representatives,
passed by a vote of 319 to 80, and by the majority of Senators, 78 in
number, who have joined in cosponsoring the Jackson amendment,
that the amendment is reflective of the views of the American people
in general.
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We think that the Jackson amendment contains a realistic formula
to employ America's economic capability and economic power to
secure fundamental human rights-specifically, the right to emi-
grate-and to link that human right to something which the Soviet
Union wants from American society. The right and opportunity to
emigrate is not a domestic or national concern, but rather a transna-
tional one, a concern of all mankind. And it has been reaffirmed in
the Universal Declaration of Human Rights and was recognized
throughout the international community. By the enactment of the
Jackson amendment we believe that the United States will give
tangible meaning to human rights, which sometimes we only talk
about but here pragmatically we would be putting into effect.

Attached to my testimony also is a historical document done by
Bill Korey of the B'nai Brith, an outstanding Sovietologist and also
an outstanding and aware member of the American Jewish commu-
nity who has provided a summary of where the Congress and the
Executive in the past have enacted legislation or acted in behalf of
human rights by using America's economic power and America's
strength, which is appropriate in this situation.

Now, why do we need this legislation?
We need this legislation because at this particular point in time a

miracle has occurred within the Soviet Union. People who have been
subjected to the Soviet system for 50 years, putting it mildly a
nonreligious or irreligious country, are identifying themselves with
their fellow coreligionists, their fellows who are of the Jewish faith
and have Jewish background, and out of the Soviet Union comes an
outpouring of sentiment, feeling, and ultimately a desire to join their
fellows in Israel and other parts of the world.

And within the Soviet Union there is deliberate and intensive
effort to prevent this emigration from taking place. Without-be-
cause it is in my testimony-going into great detail, I can tell the
Senate Finance Committee that the harassment of Jews in order to
prevent them from emigrating from the Soviet Union continues
unabated. Not only is the methodology used by the Soviets contrary
to everything that we in America would understand as proper, but it
goes far beyond harassment in the sense by which we may use the
word in the English language.

There is a backlog of moii than 120,000 Jews who have applied to
leave the Soviet Union who still have not been granted permission to
do so. There are 1,600 hardcore cases-that is, applicants repeatedly
denied exit visas-a list of which the Secretary of State just carried
with him once again in his recent visit to the Soviet Union, and a
report on which we anticipate from him in the very near future.
There are examples of people like Valery Panov and Dr. Benjamin
Levich-people with outstanding reputations in the world commu-
nity-who are kept within the Soviet "prison," if I could use that
word. And then there are those who are actually in prison, still
incarcerated, what we call the "prisoners of conscience" such as
Alexander Feldman, whose case I could talk about for 15 or 20
minutes in itself, put in prison on trumped up charges, but whose
only "crime" was seeking to leave and emigrate to Israel.

We feel that the continued harassment, the methods that are used,
the denial of exit permits, the refusal to implement the internation-



ally recognized right to emigrate-which the Jackson amendment
would in some way bring into focus--are all reasons why the Jack-
son amendment should be passed. Soviet officials have been in con-
tact, more or less directly, with the Congress of the United States,
both the Senate and the House, and have made statements on occa-
sions that would indicate a Soviet-Jewish emigration problem does
not exist. Their position has been alternately that the Jews do not
want to leave or that all the Jews who really want to leave are being
allowed to leave.

We deny categorically that this is true. MSfy previously mentioned
figure of 120,000 applicants still in the U.S.S.R. awaiting permission
to leave is in itself a minimal number, because we do not know what
the numbers would be in the Jewish community in the Soviet Union
who would be willing to and want to leave to go to Israel or other
parts of the world if the harassment, the imprisonment and all the
other techniques which are being used were eliminated.

And the claim has been made by Mr. Brezhnev before a gathering
of Senators, that 95 percent of those who wish to leave are permitted
to do so, and this is contrary to fact. Nowhere near 95 percent are
permitted to leave. Moreover, as of the first 3 months of this year, the
number of people who are getting exit permits has now reduced in
number. So that we estimate that close to 20 to 25 percent less are
leaving the Soviet Union in the first 3 months of 1974 than left in
the same 3-month period in the year 1973. And as I indicated before,
the harassment and the methodology which I have spelled out in my
written testimony continues.

I will skip over the details of what I say in my testimony with
respect to the education tax. The Soviets put it into effect, charged
sums up to $45,000 for educated Jews to leave, and then in effect said,
"we will not enforce it," thus giving the unfortunate impression in
the United States and other parts of the world that some progress
was being made because of this nonenforcement. Actually, the only
result of the nonenforcement was to bring us back to where we were
before August of 1972, which is when they put the education tax in
effect.

Now, people say to us, why do you need this legislation in view of
the fact that there has been some emigration continuing in some
numbers. And we take the position that this legislation is essential
and important because we believe that we have a wonderful opportu-
nity in the hands of the Congress of the United States to in effect
make a trade. It may be particularly appropriate that the trade is
being made through a provision in a trade bill.

The Soviets want something from this country. They want cred-
its-credits, let us say, at 7 percent when American businessmen are
being charged 10 percent under the prime rate as it presently exists.
They want most-favored-nation status, and it seems to me a rather
simplistic way of looking at it to say that we should not be in the
position of asking the Soviets to trade with us in return for Ameri-
can benefits of tremendous economic value to them, some measure of
human rights, some measure of civil liberties, namely the right to
emigrate.
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And we are, therefore, saying to the Congress and to the Senate
Finance Committee and to the Senate that we urge the enactment of
the Jackson amendment because it is the appropriate time to make
that trade.

Recently the Secretary of State testified before this body. He made
several statements which we think were inappropriate, to put it
mildly. He said that it was important to detente that the Jackson
amendment be eliminated from this legislation. We say that it is
important to detente that the Jackson amendment be continued in
this legislation. It is not necessary for the United States first to show
its good faith when the opportunity exists on the part of the Soviet
Union, not by a change in its own internal laws, but by a simple
change in internal policy, to show its good faith--namely, to allow
freedom of emigration which the Jackson amendment provides.

And as Senator Jackson said recently:
Any serious effort to resolve the differences between Congress and the

administration on this issue must begin with the Soviet Union. That is where the
problem, and the potential for solution both lie.

It is simple enough for them to make the changes which would be
appropriate in their policy and then put us in the position where we
could respond to those changes by making them eligible for the trade
benefits which they are seeking.

One thing that troubled us tremendously in the testimony of the
Secretary of State was his statement that if the Jackson amendment
were passed it is conceivable that the Soviets would cut off all Jewish
emigration. We think that was the wrong thing for America's chief
foreign policy spokesman to say. For Dr. Kissinger to make that
statement creates the possibility of a self-fulfilling prophecy, and we
think that the use of such a potentially dangerous statement before
this body is inappropriate in responding to whether or not the
Jackson amendment should be passed.

We also reject, the efforts that have been made by some to tie Soviet
Jewrv and its problems to what happens in the Middle East and to
Israel. We believe that this linkage is a scare tactic and should be
rejected by the Senate. The problem fo Soviet Jewry and free mi-
gration fnom the Soviet Union stands on its own apart from the
Middle East situation, and the decision with respect to what the
Senate of the United States and the Congress of the United States
should do with respect. to it, should be made in the context of what is
happening within the Soviet Union.

Finally, let, me say that, the impression was given before this
committee that there were people from within the Jewish community
who were not. supportive of the Jackson amendment. And I categori-
cally state to this committee, and I speak here today in behalf of the
Jewish community of America and Jewish leadership, that the
American Jewish community stands solidly behind section 402 and
the Jackson amendment. To the extent that conversations took place
at the State Department with "other Jewish leaders," I submit to the
Senate that they were. not representative of the broad gamut of
American Jewish community thinking, and that this community, the
American Jewish community, speaking as Americans and speaking



2241

as believers both in freedom in general and freedom of emigration in
particular, supports section 402 and urges the Congress of the United
States and the Senate to pass the Jackson amendment.

Thank you, Senator.
I would now like to call on Prof. Seymour Martin Lipset, profes-

sor at Harvard University. He will speak on behalf of the academic
community.

STATEMENT OF SEYMOUR MARTIN LIPSET

Mr. LIPs'r. Thank you.
As Mr. Lowell said, Professor Morgenthau, who is the chairman of

the Academic Committee on Soviet Jewry, is unfortunately in the
hospital. His statement has been submitted to the committee, and I
am in basic agreement with it, and I am prepared to answer any
questions.'

I am prepared to speak to Dr. Morgenthau's statement. I would
like to reiterate, Senator, and expand on some of the points Mr.
Lowell made.

First, regarding whether we are trying to ask the American Gov-
ernment to interfere with domestic policy in the Soviet Union, par-
ticularly as it pertains to repression of Soviet dissidents, to problems
of freedom in the Soviet Union, I think all of us obviously, or not so
obviously, want a lot more freedom for the Soviet people. We are
talking here about, an issue which is part of international law, which
the Soviet Union itself is committed to legally. So that what we are
asking for in the Jackson amendment is really that the Soviet Union
adhere to what it has already agreed to in terms of law.

And as has been indicated, Mr. Brezhnev claims that, they are in
basic fulfillment of the requirements of this amendment because, by
his assertion, the Soviet. Union allows the emigration of 95 percent or
more of those who want, to go. If this is true that the Soviet Union is
obeying the law-that is, the international treaty obligations-there
should be no problem from their point of view with the Jackson
amendment whose enactment the Soviets so fervently oppose.

I should note, too--though I think Sister Margaret Traxler will
expand on this-that while we are here concerned with Jews since
they seem to comprise the bulk of people who seek to leave the Soviet
Union, this bill is clearly not only or predominantly a Jewish bill. It
is like any bill that is a universalistic one.

There are other people in the Soviet Union and other nonmarket
countries who would also like to leave. We believe the right to leave
is a basic human right which applies to all groups of people. And
consequently, while the pressure on Soviet Jewry presently is greater
than on anyone else, given the fact that anti-Semitism, repression of
Jewish religious rights and national rights is greater than it is for
any other minority in the Soviet Union, denial of the right to
emigrate from the U.S.S.R. should not be viewed as solely or even as
primarily a Jewish problem in the long run.

Regarding the general question which Professor Morgenthau ad-
dresses in his statement as to whether detente will be affected by, this

I See p. 2257.
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bill, obviously one cannot say categorically that. it will not. However,
if one looks at Soviet foreign policy historically and contempora-
neously, it is clear that the Soviet Union conducts its foreign policy
by pressing as all nations do, in its own interest, regardless of how
an aggressive posture or a conciliatory posture may affect the domes-
tic policies of other countries. In this context we see how while
pursuing a policy of detente the Soviet Union has not, been unwilling
to act extremely aggressively to undermine the fundamental nature
of detente, without actually breaking it.

This is presumably based on their assumption that the United
States views it in its interest to go on with detente, even though there
are often basic conflict of interest positions leading almost to the
point of confrontation between the two countries as, for example,
during the Middle East war. And from everything that one can read
and understand about the Soviet, Union, it would seem in its inter-
ests, particularly its economic interests, to obtain most-favored-na-
tion status, and, more importantly, U.S. credits at what are very low
rates of interest compared to world market, standards. These U.S.
economic benefits are so much in their interest that passage of the
Jackson amendment should not affect their detente posture.

In this context, it is also important to note that this amendment,
the Jackson amendment, has been discussed for nearly 2 years, that
most Senators have endorsed it, and that hence, in a certain sense
even though it has not yet been passed, it is a bill which the Soviet
Union understands has had this enormous American public support.
If the Senate should now turn down the amendment, this action
would be nearly the equivalent. of repealing an act under Soviet
pressure and pressure of other groups.

And hence I would feel that if a bill that was endorsed by over 70
Senators should not go through, or the amendment should not go
through, it would be clear to the Soviets that we are giving in to
them on an issue of great significance to us. Hence, I would suggest
that the Senate has already set up the standard for U.S. policy in
this area, and it is important for it not to backtrack.

One last point, and I will finish, and that is the question of
whether, as Mr. Lowell talked about in relation to the Secretary of
State's statement, whether the passage of this amendment will lead
to a curtailment of emigration. It is import r't to note that the scale
of emigration had significantly risen at least 2 years before the
Jackson amendment was introduced, so that clearly the Soviets did
not start, it because of anticipation or fear or seeking to stop the
Jackson amendment, but in response to what they considered more
important domestic reasons. In this connection, the Jackson amend-
ment provides an important external incentive.

Thank you very much.
Mr. LOWELL. Thank you.
The other speaker for us, Senator, is Sister Margaret Traxler, who

is cochairman of the National Interreligious Task Force on Soviet
Jewry.

Statement of Sister Margret Traxler

Sister TRAXIER. Thank you, Senator.
I speak in favor of the Jackson amendment as a moral mandate.
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We come as Easter and Passover people to speak about the yeal
meaning of love. Love brings to an end the separation of the isolated
and the alien. Love breaks though the barriers of war and the griefs
of history. And love is founded on one principal, a cardinal moral
virtue, and that vi-tue is justice. There is no charity without justice
and there can be no abiding freedom without both charity and
justice.

These days of Pissover and Paschaltide we remember with tender-
ness the fidelity of a saving God who saw the affliction of his people
and found it in his heart to set them free. And asking for your
support of the Jackson amendment. I honestly believe that there is a
choice between right and wrong, all economic innuendoes and diplo-
macy aside. And I say parenthetically, I am not naive. I have taught
.political science for 1"7 years.

I believe this choice is between life and death for Soviet Jews.
Genocide is a phenomenon of our century. It is an evil so monstrous
as to defy Orwellian imagination, vet this is a continuing threat that
we in our day have seen our Jews" suffer. The Soviet Union deliber-
ately denies a Jew his right to Jewishness. The holocaust offered at
the able of World War II claimed 6 million Jews.

The U.S.S.R. would now continue this cultural and religious sacri-
fice by adding 3 million more. That is one-fourth of the population
of the Jews on this planet.

Thus I invite you to share in the saving and redeeming work of
that loving God: who found it in His heart to set His people free.
When Abraham was about to slay his beloved son an angel came to
stay his hand, and I ask you to stay the hand of Russia by support-
ing the Jackson amendment. There has been no contravening force
in history to stay the destroying hands raised against Soviet Jews.
The waves of the pogroms have drenched the centuries with Jewish
blood, and no one staved the hand of the destroyer.

If we do not do all we can now, history will'not forgive us; above
all, our children will not forgive us what we forgave in our day, and
they would be justified. Supporting the Jackson amendment is a
nonviolent action without arrogance, it peacefully stays death's
hand. With strength it affirms the right to life of Russian Jews. Bygiving this amendment your support, each of you will say, like good
Pope John, behold, I am your brother, Joseph.

You could teach U.S. citizens that church-going and believing
people can also learn moral actions from congressional decisionmak-
ers who refuse to stand idly by while their brothers' blood cries out
from the ground.

Do you really realize the historic decision which is to be yoursI
At this holy season of Passover and Paschaltide, I appeal to you

for your support of the Jackson amendment. I appeal to you not to
sell your brothers and sisters for a few pieces of silver. This could be
our needed act of redemption for this hour in our own national
trauma when we have such grave need for righteousness of consci-
ence.

Do you recall that city of old which needed just one just manI
For one just man God would spare the people.

30-229-74-pt. 5-33
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Here in this city, in this white marble, and graciously selected city,
I ask you to be one iust man, two just men, three, 100 just men, to
redeem our Nation. Thus will your act of love and justice mark our
domestic doorposts, and perhaps spare our household when the Pas-
sover messengers come to redeem or destroy.

Thank you.
Senator RmBoiFF. Thank you very much.
I just have a few questions. The State Department argues for quiet

diplomacy as the most effective technique to ameliorate the situation
of the ivould-be migrants from the Soviet Union.

I would like your comments on what you consider the results are of
quiet diplomacy.

Mr. LOrWLL. We are not opposed to quiet diplomacy, if it wants to
take place alongside the road of the Jackson amendment, and the.
National Conference on Soviet Jewry indicated to the Secretary of
State that we certainly urge him to make any effort that he can in

foscow with those with whom he may speak. But we have found
that quiet diplomacy is not a sufficient answer. Quiet diplomacy-
incidentally and interestingly as I learned from Professor Korey's
article, which we have attached to our testimony-back in 1910 and
1911 was the then-Secretary of State's answer to another outcry with
respect to what was happening to the minority Jewish group within
Russia. And the United State. in that year nearly 65 years agorejected-that Secretary of State's view on'it and adopted the policy
which was affirmative with respect to what could be done. -

And we say that quiet diplomacv historically over the last several
years has not solved the problem. It makes slight inroads. The Soviet
position with respect to whether some individuals are permitted to
leave or not is curiously illogical, and it would appear that the
Secretary of State cannot make it logical.

Soviet leaders assert that exit visas are denied only to those appli-
cants who posse state secrets and whose emigration might thus pose
a threat to Soviet national security. There are scientists who have
nothing to do with security who are not permitted to leave. A ballet
dancer, Valery Panov. inconceivable having anything to do with
security, is given a visa, but told he has to leave behind in the
U.S.S.R. his wife whom he loves. People who are laborers are sent to
prison when they apply. as I indicated before, and not permitted to
leave. And the reason for it has no logic that we are able to under-
stand.

If auiet diplomacy is to be the answer, we are left in a position
whereby we are completely dependent upon the Soviet Union and its
own subjective method or response to determine how it will expand
or contract the numbers of individuals allowed to leave the Soviet
Union. So that we feel that quiet diplomacy is not the answer, that
the issue is not detente in the terms expressed by the Secretary of
State, but perhaps-because we are not opposed to a genuine de-
tente--a detente which is a mutuality, and where there is an expres-
sion from the Soviet Union which matches what we are giving. as
Americans. And we believe that quiet diplomacy flat out is not going
to solve the emigration problem that lies before the Senate.
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Senator Rmicor'. In other words, diplomacy alone cannot open up
the doors of emigration.

Mr. LOwELL. We do not think so.
Senator RimBop. The best instrument is the Jackson amendment.
Mr. LowFr,.. Yes.
Mr. LiPsFr. Well, I would say, Senator, the two together, as Mr,

Lowell said. The Secretary of State has obviously been engaged in
quiet diplomacy and he has had as additional support in talking to
the Soviets the possibility of enactment of the Jackson amendment.
And in this context, while the situation now is better than it was 3
and 4 years ago when there was no Jackson amendment, the Soviets
still have not made the major kinds of changes in their policy that
we are concerned about.

Hence, I would think that if the amendment does not pass, partic-
ularly as I previously noted after 70 Senators had initially endorsed
it, this would deprive Dr. Kissinger of any leverage he would gain if
the bill were passed.

I would like to reiterate also the fact that the terms of trade which
we are proposing to offer to the Soviet Union, are very similar to the
kinds of aid'we have given to underdeveloped countries. While we do
not use the term "aid" presumably because it would be offensive to
the international power status of the Soviet Union, this is really
American support for a country whose economy is in deep trouble.
And in this context they are not bargaining, so to speak, from
strength, so that this gives us some basis for leverage in dealing with
them, both privately and publicly, and I think if we back down
publicly by not enacting tht Jackson amendment, the Secretary will
not be in a very strong position to negotiate privately.

Senator Rmrrcon. Let me ask you another question. It has been
suggested by others that Congres adopt a sense of Congress resolu-
tion on the Soviet emigration issue. Another proposal is to provide
trade and credit benefits to the Soviet Union subject to review at a
later date, maybe a year.

What do you think of these formulas and their ability to achieve
the objective?

Mr. Lowu. We think that these are wrong, and that the lan-
guage of the Jackson amendment should be followed, either in the
terms that are before you as introduced by the Senator or has been
passed in the Mills-Vanik version that it was passed by the House of

C Representatives.
If there were no Jackson amendment, the subject would not be on

the agenda for discussion by the Secretary of State, and it is only
because there is such an amendment pending in the Congress of the
United States that, the Secretary of State has the ability to even
discuss this issue with the Sovi ts. 1 have discussed it with Soviet
officials when they have come to this country. I am not allowed to go
into the Soviet Union. And when we had these discussions they used
to say that there was no such problem within that country.

Now, they have changed their minds. Not only do they admit the
problem, but they are prepared to discuss it with the Secretary, of
State. But this. I believe, is a facade and we should not permit them
to fool us. We 'think that the methodology proposed by the pending
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legislation is the method that the Congress of the United States
should follow, and that if we are going to have detente, if we are
going to have trade, all of which we are not opposed to, then it is
simple for the Soviet Union first to show its willingness to engage in
that kind of relationship with us, which we thin is important as
expressed through the Jackson amendment. And then we would then
be in a position to proceed from that point on.

Actually, the Jackson amendment is not flatly prohibitive. It does
not deny trade. It does not say that there cannot be trade in the
future. And conceivably, Soviet emigration practices in the future
would be altered after the passage of the Jackson amendment such
that the restrictions on credits and MFN would not become opera-
tive, and the President of the United States could report to the
Congress of the United States that the U.S.S.R. is in compliance
with provisions of the amendment. In such a case, credits would
continue to exist for the Soviet Union and MFN could be extended
to that country. It would be as simple as that.

Mr. Lm'srr. If I may, Senator, on this point I would like to note
that in a certain sense the two proposals that you mentioned exist,
be~au-ue-right now the House has passed the Mills-Vanik bill, and a
large majority of the Senators have endorsed the Jackson amend-
ment. So that in a certain way the sense of the Congress on the issue
has been made known publicly for some time and the Soviets are
aware of it.

Second, in this context even though there is no bill, by one house
having passed it and the other house taking it up, the Congress is in
a position to evaluate what the Soviets have been doing for the last
year or two. The Soviets have been, from their point of view, exactly
in the kind of position they would be in were they facing a sense of
the Congress resolution or facing the possibility that the Congress
would reevaluate the emigration situation following the extension of
some U.S. economic benefits.

And one can therefore look at what theg have done in the last ear
or two since the Jackson amendment and the Mills-Vanik bill Kave
come up, to see how they would react to a sense of the Congress
resolution along this line. And I would say they have not responded
significantly. -

Senator R nicop. Senator Packwood?
Senator PACKWOOD. I am delighted with your testimony. We have

had not" but trade association after traae association, all sympa-
thizing with the Soviet Jews, but saying that it is irrelevant to this
bill. And the question I would pose would be what is it relevant to,

-the-Export-Import Bank
To the SALT talks?
It is not relevant to anything. And if we take section 402 out of

this we take the only ounce of righteousness out of this bill, and it
becomes a crass economic bill, a pretty good crass economic bill, but a
crass economic bill. And I hope we do not give in on this or back off
for the sake of what appears to be a temporary expediency. I appre-
ciate your coming.
----Mr. LOWELL Thank you, sir.
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Senator PACKWOOD. Let me ask you one qu,.stion. The International
Convention on the Elimination of All Forms of Racial Discrimina-
tion is a convention I was unfamiliar with.

Was this initially promulgated by the U.N. for signature ?
Where did it start
Mr. Lowma. It is a United Nations international convention that

the Soviets ratified.-
Senator PACKWOOD. Have we signed it?
Mr. Lownz. I do not think the United States has signed it.
Senator PACEWOOD. Kind of like the genocide treaty I
Mr. LowEuL. We have a tendency to drag our feet on these things.

We say we do those things anyway, so we do not have to start. But
that is another separate-

Senator PACKWOOD. Could you give me a particular clause in that
convention that relates to emigration?

Mr. Lowxt.. Yes, there is a particular clause that is with respect to
that.

Senator PACKWOOD. If you could just send me a copy of that clause,
we will do that.

Mr. Lowmuh We will do that.
Thank you very much.
Senator PACKWOOD. Thank you very much for coming.
Mr. LOWELL Thank you, sir.
Senator RmiccomF. We do appreciate the three of you coming here

to give us your position. I do believe that Packwood's comment
expresses the overwhelming sentiment of the U.S. Senate, and I
commend him for his statement.

Thank you, gentlemen.
Mr. LowlL.u When Sister Margaret referred to that one man

before in her testimony, it occurred to me that there were 80 of them
in the Senate of the United States

Thank you.
[The prepared statements of Mr. Lowell with attachments and

Sister Mfargaret Traxler and material submitted for the record fol-
low. Hearing continues on p. 2262.]

PREPARED STATEMENT OF STANLEY LoWzu.I, CHAnIMAN, NATIONAL CONFERENCE ON
SovizE JEWRY ON TTrLZ IV OF THE TRADE REroam AcT

Mr. Chairman and Members of the Finance Committee: I appear before you
as spokesman for a group of organizations who support Section 402 of HR
10710. 1 am Chairman of the National Conference on Soviet Jewry, (NCSJ), an
assembly of 88 national organizations listed in Appendix A of this statement,
and hundreds of local community councils and welfare federations. The NCSJ
represents the organized American Jewish community comprising a nationwide
constituency of 4 million members, in matters associated with the well-being of
Jews In the Soviet Union. In addition, I am speaking here on behalf of the Union
of Councils for Soviet-Jews, a federation of 19 community groups and the
Committee of Concerned Scientists Some of those I represent have written
statements, which I hereby submit for the record.

I am accompanied by Jerry Goodman, Executive Director NCSJ; Sister
Margaret Trailer. Co-Chairman of the National Interreligious Task Force on
Soviet Jewry, which represents leaders of all the major religious bodies In the
United States; and by Professor Seymour Lipset of Harvard University, who is
a member of the executive committee of the Academic Committee on Soviet
Jewry.
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1. VALUE AND APPROPRIATENESS OF FREEDOM OF EMIGRATION LEGISLATION
SECTION 402

Section 402, popularly known as the Jackson amendment, both symbolizes and
gives substance to America's continuing commitment to human rights. This
cominitment has been asserted here in the Senate by 78 Senators, who have
Joined In co-sponsoring the Jackson amendment. In December, the House of
Representatives adopted in full the provisions of Jackson/Mills-Vanik by a
vote of 319 to 80.

In our view, Section 402 envisions a realistic formula to employ American
economic resources and capabilities to secure the fundamental human right to
emigrate, and to assert this linkage in situations where rights and opportunities
to emigrate are suppressed or effectively denied. The right and opportunity to
emigrate is not exclusively a domestic or national concern, but rather a concern
of all mankind. This transnational concept is expressed in the Universal
Declaration of Iuman Rights and is recognized throughout the international
community. The Soviet Union has, for example, ratified the International Con-
ventlon on the Elimination of All Forms of Racial Discrimination, which
specifies the right to leave one's country.

As it has in the past, the Congress of the United States Is prepared to give
tangible meaning to human rights that too often are merely expressed and
enshrined in noble sentiments. This willingness is a profoundly American
characteristic of which we can be justly proud.

As Dr. William Korey, a widely recognized specialist on Rumian history and
author of the recently published volume, "The Soviet Cage", points out:

"The Jackson/Mlls-Vanik East-West Trade and Freedom of Emigration
legislation is deeply rooted in the American tradition, which has displayed a
continuing concern for oppressed minorities abroad. All too often Jackson/
Milis-Vanik is treated as if it is de novo and sut general, that It has suddenly
appeared on the scene, that it Is somehow alien to American tradition and
American policy."

Dr. Korey has provided a summary of the extensive examples of initiatives by
the U.S. Congress and various Administrations on behalf of Soviet Jews-
Initiatives which date as far hack as over a century ago. (see Appendix B)

Thus,. there is not only an Internationally accepted norm in the form of the
Universal Declaration of Human Rights and other International conventions that
encourage a transnational concern for human rights, hut also a long American
tradition of tangible action on behalf of human rights through the exercise of
American diplomatic and economic influence.

In flagrant violation of International conventions upholding the right of an
Individual to leave his country and in defiance of international concern and
protest, the Soviet Union has mobilized its awesome government apparatus to
suppress the right and opportunity of Its citizens to emigrate.

2. I[ARASSMENT OF JEWS APPLYING TO EMIGRATE

I wish that time permitted a full disclosure here today of the human
background to the statistical record on emigration. Behind the impersonal data
in the waiting list of more than 120,000 applicants and the "hardcore" list of
approximately 1,600 cases repeatedly denied visas, are poignant examples of
indivdual courage to which statistical analysis could never do justice. There Is
Valery Panov's resistance to the cruel maneuver that would separate him from
his wife Galina by offering him an exit visa while denying her the same
opportunity. Both were principal dancers at the Kirov Ballet in Leningrad. And
despite official attempts to silence him by endangering his disabled son's life In
an unnecessarily rigorous form of military service, Dr. Benjamin Levich, the
world reknowned electrochemist, continues to assert his determination to leave
the Soviet Union for Israel. There are Prisoners of Conscience, such as Alex-
ander Feldman sentenced, on trumped-up charges, to 3% year quarrying stone
in a labor camp for the real crime of attempting to emigrate to Israel. There is
another category of prisoners such as Jan Krylsky who had been incarcerated in
a mental institution for attempting to apply to emigrate.

These few examples symbolize the commitment to freedom and dignity,
expressed by the tens of thousands who seek nothing more than to claim a huma
Ing their Right to Leave, the present reality Is grim indeed. The application
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process to obtain a visa Is designed by the authorities to terrorize and discredit
the applicant and to intimidate others from applying.

During the application process, applicants are subjected to obstacles designed
to discourage them from completing the process. The applicant is required to:
obtain clearance from the manager or fellow tenants of his place of residence;
obtain a character reference from his place of work often Involving an appear.
ance before a group of his.colleagues, (or school, if he Is a student) ; repair his
dwelling; in niany cases obtain written permission from his parents to emigrate
regardless of his age; and finally pay 940 rubles ($1,300), the required exit fee.

Those individuals the applicant has to deal with to get through the above steps
are encouraged to embarrass, malign, and belittle him. He Is likely to be fired
from his Job (or lose his pension, if retired), picked up arbitrarily by the police
for questioning, have his apartment searched periodically, and be subjected to
other forms of harassment. As a result, some applicants change their mind and
withdraw their application; others who might have applied are intimidated into
not beginning the application process.

An Individual fired from his Job for having applied to emigrate Is placed in
double jeopardy. He canot find another Job, since all employment is controlled
by the State and it Is the Soviet authorities who have brought about his dismis-
sal. The authorities recently issued a decision that anyone who has not worked
for four months can be subjected to the charge of "parasitam", since he cannot
earn money and thus Is to be seen as a "parasite" on the State. "Parasitism" is a
criminal offense and can result in a prison sentence of a number of years.

Ostracism of applicants from their professions is accompanied by the addi-
tional torment of being made outcasts and "traitors" to Soviet society. The
psychological Impact upon them, in consequence, has a devastating character.
Particularly aggravating as a form of mental torture is the rupturing of
families by, for example, permitting parents to obtain exit visas but not their
children; or allowing a husband to leave, but not his wife. Such cases are, by no
means, unique.

Despite the stigmatization and the intimidation--and with no certainty on the
part of the applicant as to when or if he will receive his visa-applications for
exit visas appear to continue at an undiminished rate.

The number of Jews who have received an "affidavit" from a relative In
Israel, (the "affidavit" Is the initial requirement in the process of applying for
exit), but whose applications have not been acted upon, is now at the 120,000
level. This figure is especially impressive given the circumstances which the
applicant can be expected to encounter.

3. FALSE CLAIMS BY SOVIET OFFICIALS ABOUT EMIGRATION PRACTICES

Soviet officials through their Embassy In Washington are again issuing state-
ments to congressmen claiming that 95% of all Soviet citizens who apply to
emigrate to Israel or the U.S. are permitted to do so, and that furthermore,
permission to depart is denied only to "those persons who possess state secrets;
recently served In the armed forces having a speciality connected with military
secrets; and to those who serve prison sentences.".

As you may remember, this was the same claim Mr. Brezhnev made when he
met vith senators in June, 1973 to lobby against the Jackson/Mills-Vanik
amendment.

But, as Setator Jackson has often observed: "What Is so curious about this
intensive lobbying effort Is that if Mr. Brezhnev is right-if virtually all those
Soviet citizens wishing to emigrate are In fact free to go-then he need not fear,
he need not even object to the Jackson amendment."

As Indicated from my previous comments, the rate of Soviet Jewish applicants
who are permitted to leave In no way approaches the 96% of those who apply.
The more than 120,000 Jews still in the USSR who have placed themselves In
Jeopardy by securing from abroad the documents necessary to begin their visa
application process make a mockery of Soviet assertions that 96% of those
wishing to emigrate are free to do so.

One need only look at any list of Jews denied visas to expose the "Soviet
security" excuse for visa refusal. Those refused Include dancers, physicians,
laborers, as well as sensitive fields. I would be happy to provide, If the
Committee so desires, a list of such "refused cases" with details of their
situation.
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Soviet propaganda also obscures the extensive campaign by Soviet authorities
to reduce the number of applicants. One can only imagine how many more
would apply if they could do so freely.

Contrary to the Impression which Brezhnev tried to give in Washington in
June, 1973, and to the statements still emanating from Soviet officials, there has
been no fundamental change in the emigration situation.

4. SUSPENSION OF THE "EDUCATION TAX"

The one new development in the emigration situation was the suspension last
44 April of the so-called "education tax". This onerous tax bad been imposed in

August 1972 and affected individuals with higher education, so as to significantly
curtail the ability of better educated Jews to leave the country.

It must be noted the tax was only one of a number of formidable obstacles to
emigration. Those remaining barriers have already been described here. In fact
the more educated Jews who would have been affected by the education tax
continue to be the group most frequently denied the right and opportunity to
emigrate, even with the tax not enforced. Moreover, since the tax suspension the
Soviet authorities have, at times, increased other forms of harassment and
instituted new ones.

It is equally important to note, however, that the elimination of this one
barrier was clearly in response to the solidifying of support in the Congress
around the proposed freedom of emigration legislation. In fact, the official
notification of the Soviet decision to suspend the tax came within a week after
Senator Jackson formally introduced the amendment to the Trade Reform Act,
exactly one year ago today.

5. OHARACTERISTICS OF THE CURRENT STATUS OF SOVIET JEWISH EMIGRATION

Some of the harsh aspects of the present emigration situation in addition to
those already discussed are summarized below:

1. Substantial diminution in the number of exit permits granted in the first
quarter of 1974. Emigration figures will be 80% below those of the correspond-
Ing months in 1978. The number of Soviet Jews permitted to emigrate in the first
three months is about 1000 less a month than the monthly average permitted to
leave in 1978.

2. Continued harassment of prominent Soviet Jews whose applications have
been rejected over and over again. It is not uncommon for this group to suffer
spot arrests and be detained for periods of one day to several weeks on vague
or artificial charges.

8. Consistent denial of permits to Jews from the heartland of the USSR,
including the major population centers of Moscow, Leningrad, Kiev, Odessa and
Kharkov, where the bulk (75%) of the Jewish citizens reside. Soviet policy
seems to be that of discouraging further applications from these cities by
denying a large proportion of those made, and by increasing severe as well as
petty harassment of those who apply. Only 14.% of those Jews permitted to
emigrate come from these areas but, significantly, one-third of the national total
of rejections are from applicants in these areas.

4. A consistent reduction in the number of exit permits granted to Jews
holding university degrees or possessing. technical skills.

5. Approximately forty Jewish "Prisoners of Conscience", whose only real
crime has been their efforts to emigrate to Israel. Recently, three new trials
were held of Jews who were apparently selected as object lessons to other
would-be applicants; they were sentenced to stiff prison terms.

6. IMPORTANCE OF ENACTMENT OF THE FREEDOM OF EMIGRATION LEGISLATION

We believe that the economic and political benefits that would accrue to the
Soviet Union from access to U.S. markets, credits, and technologies on favorable
terms exceed any economic and political liabilities that might result were they
to provide the right and opportunity to emigrate to those seeking to leave the
Soviet Union. We believe the USSR would choose the economic benefts over
continuing restrictive emigration practices.

It would be illusory to assume that Soviet leaders would weigh the alterna-
tives if we do not make it necessary to do so. Thus, the provision of U.S. trade
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and aid benefits without a corresponding requirement for Soviet performance on
the emigration issue as a qid pro quo would not likely influence Soviet
behavior on emigration. Neither would an advance of trade and aid benefits,
based on good faith, and subject to later review, be likely to influence Soviet
behavior. Indeed, until now, nearly $30 million in U.S. credits have been freely
granted, without significant changes in behavior patterns. Judging from Soviet
performance over'the past year In exacerbating Middle East hostilities, encour-
aging continuation of the oil embargo, and in other international relationships, it
would be naive to expect to influence Soviet .emigration policies without the
inclusion of Section 402 in the Trade Bill.

Emigration figures can be imposed and suspended at will. The arbitrary and
capricious nature of Soviet practices requires a legislative check and a require-
ment for continuing compliance, as provided in Section 402.

At the same time, the quid pro quo envisioned by Section 402, would entail no
changes in the Soviet law, as there is no Soviet law prohibiting freedom of
emigration. If they choose to do so, the Soviets could humanize their position on
emigration-and thus bring their practice into line with their own official
pronouncements-by policy dedision and administrative implementation.

7. DR. KISSINGER'S STATEMENT ON EFFECTS OF ENACTMENT OF JACKSON AMENDMENT

I would like to address myself to an unfortunate and dangerously provoca-
tive statement which Dr. Kissinger made before this Committee on March 7, to
the effect that enactment of the Jackson/Mills-Vanik legislation would most
likely result in the termination of Soviet Jewish emigration.

In our view, such an assertion by the Secretary of State eould prove to be a
self-fulfilling prophecy. Indeed, It can well be viewed by the Kremlin as an
open invitation to make his prediction a reality. Dr. Kissinger's remarks might
well endanger the welfare of would-be emigrants in the USSR in whom the
Secretary and the President have pledged personal interest and commitment.

With respect to the argument that passage of the Jackson amendment would
not only Impede detente, but also hinderthe people it is intended to help, I
would like to quote from an open letter by Dr. Andrel Sakharov to the U.S.
Congress written September 14, 1978, urging enactment of the amendment:

"Those who believe that the Jackson Amendment is likely to undermine
anyone's personal or governmental prestige are wrong. Its provisions are
minimal and not demeaning.

"It should be no surprise that the democratic process can add its corrective to
the actions of public figures who negotiate without admitting the possibility of
such an amendment. The amendment does not represent Interference in the
internal affairs of socialist countries, but simply a defense of international law,
without which there can be no mutual trust.

'"Adoption of the amendment therefore cannot be a threat to Soviet-American
relations. All the more, it would not imperil international detente.

"There is a particular silliness in objections to the amendment that are
founded on the alleged fear that its adoption would lead to outbursts of anti.
semitism in the USSal'and hinder the emigration of Jews.

"Here you have total, confusion, either deliberate or based on ignorance about
the USSR. It is as if the emigration issue affected only Jews. As if the situation

c of those Jews who have vainly sought to emigrate to Israel was not already
tragic enough and would become even more hopeless if it were to depend on the
democratic attitudes and the humanity of OVIR (the Soviet visa agency). As if
the techniques of "quiet diplomacy" could help anyone, beyond a few individuals
in Moscow and some other cities."

I have attached the full text of Dr. Sakbarov's letter to our testimony
(Appendix 0).

We share the hopes of men of good will all over the world for a system of
relationships among nations that assures world peace and expanding opportuni-
ties for better lives for the people within their borders. In our opinion, detente
results from the process of constructing such a system. Accordingly, a genuine
detente requires something more than a brittle stability or stfue quo in)
relationships between nations and conditions within them. Certianly detente is
not achieved by unilateral concessions on the pirt of one nation to another,
.without reciprocal undertakings by the second that would genuinely advance
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bilateral and international harmony. One of the requirements for more harmoni-
ous bilateral and international relationships is the right and opportunity for
people and Ideas to move with relative eade among countries, whatever the
differences In their political systems. The Freedom of Emigration bill Is a
crucial step In the evolving US-USSR detente. The Soviets want billions In
foreign trade; we ask only that their citizens be given a civil liberty allowed
them under Soviet law. That is not such an uneven trade.

We are proud that the Congress is this leadership role in upholding the
longstanding American commitment to human rights by Insisting on respect for
the fundamental right to emigrate in return for the extensioni of U.S. economic
benefits. We ae pleased that the majority of members of the Finance Committee
are among the 78 co-sponsors of the Jackson amendment. We urge the Commit-
tee's favorable action on this vital legislation.'

Thank you.

APPENDIX A.-CONSTrrUENT ORGANIZATIONS OF THE NATIONAL CONFERENCE
ON SOVIET JEWRY

American Federation of Jewish Fighters, Camp Inmates and Nazi
American Israel Public Affairs Committee
American Jewish Committee
Anerican Jewish Congress/AJ Congress Women's Division
American Trade Union Council for Histadrut
American Zionist Federation
Americans for Progressive Israel/Hashomer Hatzair
Anti;Defamation League of B'nal Brith
B'nal Brith/B'nal B'rith Women
Bnal Zion
Brith Sholom
Central Conference of American Rabbis
Conference of Presidents of Major American Jewish Organizations
Council of Jewish Federations and Welfare Funds
Free Sons of Israel
Hadassah, Women's Zionist Organization of America
Jewish Labor Committee/Workmen's Circle
Jewish War Veterans of the U.S.A.
Labor Zionist Alliance
Mizrachi Women's Organization
National Jewish Comunity Relations Advisory Council
National Council of Jewish Women
National Jewish Welfare Board
National Council of Young Israel
North American Jewish Youth Council
Pioneer Women
Rabbinical Assembly
Rabbinical Council of America
Religious Zionists of America-Mizrachi, Hapoe Hamizrac

Organization of Hapoel Hamizrachi
Student Struggle for Soviet Jewry
Synagogue Council of America
Union of American Hebrew Congregations
Union of Orthodox Jewish Congregations of America
United Synagogue of America
Women's American ORT
The World Zionist Organization, American Section
Zionist Organization of America

Victims, Inc.

hi, Women's

APPENDIX B.-A CENTURY OLD TRADITION or AMERIcAN INITIATIVES
ON BEHALF OF OPPRESSED MINORITIES

(Excerpted from remarks by Dr. William Korey, Director, B'nal Brith United
Nations Office, to the American Israel Public Affairs Committee, May 7, 1978)
The Jackson/Mills-Vanik East-West Trade and Freedom of Emigradion

legislation is deeply rooted in the American tradition, which has displayed a
continuing concern for oppressed minorities abroad. All too often Jackson/
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Mills-Vanik is treated as if it is de nevo and a8u generis, that it has suddenly
appeared on the scene, that it is somehow alien to American tradition and
American policy.

As early as 1869, President Ulysses S. Grant, upon hearing from American
Jewish petitioners of a contemplated expulsion of 20,000 Jews from an area of
southwestern Russiap, intervened with czarist authorities. If that expulsion was
halted, one chronicler of the episode notes, it Was a consequence of American
concern.

At least ten American Presidents, from Grant to Richard M. Nixon, have
intervened directly or indirectly od behalf of Russian Jewry in the past 100
years. A prominent Secretary of State, James Blaine, formally Justified diplo-
matic intervention in the internal concerns of a foreign country on grounds that
"the domestic policy of a state toward its own subjects may be at variance with
the larger principles of humanity".

Humanitarian intervention on behalf of persecuted Irish and Armenians as
well as Jews remained a distinctive feature of the American diplomatic
landscape during the nineteenth and early twentloth centuries.

Frequently the Congress has acted as a spur to Administration action. In
-1879, for example, the House of Representatives adopted a resolution which
criticized a czarist policy that refused the Jews the right to own real estate. The
measure was introduced by Samuel Cox-who, like Charles Vanik, was a
congressman from Ohio.

The following year Cox inserted Into the Congressional Record a letter from
a Russian Jew-the first, but not the last to appear in the Record-which opened
as follows: "In this hour of all but hopeless misery, groaning under the yoke of
a cruel and heartless despotism, we turn to the West."

In 1883 a House resolution called upon the Administration to exercise its
influence with the government of Russia to stay the spirit of discrimination and
persecution as directed against the Jews,

A decade later, in 1892, the House of Representatives refused to allocate
funds for food transport to Russia on grounds, in the words of Tennessee
Congressman Josiah Patterson, that the czarist regime, by Its treatment of Jews,
has shocked the moral sensibilities of the Christian world.

Especially significant was the legislative effort in 1911 to abrogate an 80-
year-old Russian-American commercial treaty. This drive constituted almost the
dress rehearsal for the Jackson/Mills-Vanik congressional drive of today.
Behind the 1911 effort was a determination to relieve the desperate plight of
Russian Jews, although the battle was technically fought over the more narrow
issue of passport discrimination against American Jews seeking to visit Russia.

A proclamation by President William Howard Taft in March 1010 extending
to Russia minimum tariff rates despite reluctance by the USS. Tariff Board
prompted the public campaign. Towards the end of that year, New York
Congressman Herbert Parsons cautioned the Administration that the House
might demand the termination of the 1832 commercial treaty. The implied threat
was rebuffed. Secretary of State Philander Knox argued in a note to the
President, that "quiet and persistent endeavor" (quiet diplomacy, in modern
parlance), would be more effective than treaty abrogation in changing czarist
policy.

A series of State Department memoranda in early 1911 buttressed the
Philander Knox note with arguments that find a remarkable echo today:
America's commercial and industrial Interests would allegedly be harmed;
antisemitism would fall upon Russian Jews. There were other statements made
at the time: We have no right to intervene in the internal affairs of fnreign
countries; there were even warnings that antisemitism would take place In the
United States as a consequence of these efforts.

Much of the American public saw the issue differently. A massive number of
petitions and resolutions bombarded Congress. Public rallies were held in
various cities, culminating in a mass meeting in New York on December 6, 1911,
under the auspices of the National Citizens Committee and addressed by
Woodrow Wilson, William Randolph Hearst and Champ Clark. One week later,
speaker after speaker arose In the House of Representatives to express sympa-
thy for Jews and to condemn the barbaric practices of czarist Russia. The vote
for abrogation was overwhelming-801 to 1.

With the Senate certain to have a similar lopsided vote, the Secretary of State
hastened to soften the impact on the angry czarist regime. In language which
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:stressed friendship between the two countries, he advised the Russian Foreign
-Office that the United States was terminating the commercial agreement as of
-January 1, 1913.

Russian officials reacted with astonishment. They failed to comprehend, as a
historian of the event observed, "how a moralistic crusade could dictate political
action."

That failing should no longer obtain. Senator Henry Jackson has repeatedly
emphasized, both publically and privately, that the United States, as a nation of
immigrants, has a vital stake in the right to emigrate freely.

The amendment addresses itself not to trade per 8e; indeed, its sponsors are
vigorous advocates of a greater degree of trade. The matter of the legislation
focuses upon trade conce8ion8 which the USSR desires and seeks: most-favored-
nation treatment, credits, and credit guarantees.

The price asked for- such concessions can hardly be described as extravagant.
On the contrary, the price is but minimal: adherence to international standards
of conduct that are appropriate for any civilized society.

International morality and law concerning the precious right to emigrate must
be upheld, and America, in championing this right, pursues a course which had
been integral to its purpose since the very founding of the republic.

APPENDIX C.-OPEN LETTER TO THE CONGRESS OF THE UMTE STATES FROM
ANDREI SAKHAROV, Moscow, SmTmBEni 14, 1973

At a time when the Congress is debating fundamental issues of foreign policy,
I consider it my duty to express my view on one such issue-protection of the
right to freedom of residence within the country of one's choice. That right was
proclaimed by the United Nations in 1948 in the Universal Declaration of
Human Rights.

If every nation is entitled to choose the political system under which it wishes
to live, this Is true all the more of every individual person. A country whose
citizens are deprived of this minimal right Is not free even if there were not a
single citizen who would want to exercise that right.

But, as you know, there are tens of thousands of citizens in the Soviet Union-
Jews, Germans, Russians, Ukranians, Lithuanians, Armenians, Estonians, Lat-
vians, Turks and members of other ethnic groups--who want to leave the
country and who have been seeking to exercise that right for years and for
decades at the cost of endless difficulty and humiliation.
- You know that prisons, labor camps and mental hospitals are full of people
who have sought to exercise this legitimate right

You surely know the name of the Lithiuanian, Simas A. Kudiuka, who was
handed over to the Soviet authorities by an American vessel, as well as the
names of the defendants in the tragic 1970 hijacking trial in Leningrad. You
know about the victims of the Berlin Wall.

There are many more lesser known victims. Remember them, too!
For decades the Soviet Union has been developing under conditions of an

intolerable isolation, bringing with it the ugliest consequences. Even a partial
preservation of those conditions would be highly perilous for all mankind, for
international confidence and detente.

In view of the foregoing, I am appealing to the Congress of the United States
to give its support to the Jackson Amendment, which represents In my view and
In the view of its Kponsors an attempt to protect the right of emigration of
citizens in countries that are entering into new and friendlier relations with the
United States.

The Jackson Amendment Is made even more significant by the fact that the
world Is only just entering on a new course of detente and It Is therefore
essential that the proper direction be followed the outset. This is a fundamental
issue, extending far beyond the question of emigration.

Those who believe that the Jackson Amendment is likely to undermine
anyone's personal or governmental prestige are wrong. Its provisions are
minimal and not demeaning.

It should be no surprise that the democratic process can add Its corrective to
the actions of public figures who negotiate without admitting the possibility of
such an amendment. The amendment does not represent interference in the
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internal affairs of socialist countries, but simply a defense of international law,
without which there can be no mutual trust.

Adoption of the amendment therefore cannot be a threat to Soviet-American
relations. All the more, it would not imperil international detente.

There is a particular silliness in objections to the amendment that are
founded on the alleged fear that its adoption would lead to outbursts of anti-
semitism in the U.S.S.R. and hinder the emigration of Jews.

Here you have total confusion, either deliberate or based on Ignorance about
the U.S.S.R. It is as if the emigration issue affected only Jews. As if the
situation of those Jews who have vainly sought to emigrate to Israel was not
already tragic enough and would become even more hopeless if It were to
depend on the democratic attitudes and on the humanity of OVIR (the Soviet
visa agency]. As if the techniques of "quiet diplomacy" could help anyone,
beyond a few individuals In Moscow and some other cities.

The abandonment of a policy of principle would be a betrayal of the
thousands of Jews and non-Jews who want to emigrate, of the hundreds in camp
and mental hospitals, of the victims of the Berlin Wall.

Such. a denial would lead to stronger repressions on Ideological grounds. It
would be tantamount to total capitulation of democratic principles In face of
blackmail, deceit international confidence, detente and the entire future of
mankind are difficult to predict.

I express the hope that the Congress of the United States, reflecting the will
and the traditional love of freedom of the American people, will realize its
historical responsibility before mankind and will find the strength to rise above
temporary partisan considerations of commercialism and prestige.

I hope that the Congress will support the Jackson Amendment.
A. SA HAROv.

September 14, 1973.

APPENDIX D.-MESSAOR TO U.S. SENATORS FROM MOSCOW JEWS
oN ERUan STam

We know that soon you are to discuss and solve a question in Which we are
vitally interested. We are referring to the Jackson amendment. It makes certain
aspects of Soviet-American relations dependent on free emigration from the

- USSR and that means--dependent on morality, international law and human
rights. Occasionally, voices are raised in the West that emphasize that in Soviet
Jewish emigration a certain degree of progress has been reached which permits
this moral factor to be glossed over in Inter-governmental relations. The
impression is created that only a small "1,0" Soviet Jews who were denied
visas cannot leave. Is it really that way?

And what about the tens of thousands In such towns as Sverdlovsk, Kulbyshev,
Novosibirsk, Irkutsk and many others which are, practically speaking, closed to
emigration. People in these towns almost never submit emigration documents,
not because they do not want to, but because they know, in advance, that local
authorities will not issue emigration visas and can use repressive measures
against them at any moment. Can't these people be counted among those"refuseniks" who are known today In many countries? Furthermore, there are
the papers required of-potential applicants which are unlawful, even according
to Soviet law. How many thousands, and maybe tens of thousands, of parents
refuse to give permission to their children, even those with overage children
themselves, simply out of fear for their own fate? Isn't it possible to include
these people in the group of ill-fated thousands who received formal refus-
als?!! And what kind of.Jewish emigration progress can we talk about when,
in the USSR, to this day there Is no emigration law, nor any published
Instructions regarding emigration visas? The recent statement Deputy Minister
of the Interior Alkhlmov made while In the USA can be used as evidence of this
"progress." He stated that Jews are detained In the USSR on grounds of state
security and other reasons.

What kind of other reasons? As a rule, It is the absence of any kind of
grounds; It Is the arbitrariness of the state; It Is simply the whim of the
government to permit, or not permit, a particular family to leave. The fate of
our families and of many others represents a perfect illustration of this
statement. In our view, those who, In the name of global and til now vague
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goals, are prepared to absolve the Soviet government and consider that humab
rights regarding emigration are being fulfilled, are committing a tragic mistake.
The battle is only beginning and its first results can only encourage, but not set
one at rest. That is why we are turning to you at a time when we are staging a
hunger strike as an extreme way of making the Soviet government respect our
human and civil rights. Because of this, the Soviet authorities removed our links
to the world, disconnected our telephones interrupting our very contact with
overseas, with correspondents, friends and relatives in Israel and In Moscow
Itself.

But, even In times long past, when the means of communication were not yet
perfected, people found each other and understood each other's needs. We believe
we will not remain alone in our struggle for human rights.

Prof. DAvID AZBEL, Chemist.
Prof. VITALY RUBIN, Sinologist.
VLADIMIR GALATSKY, Artist

APPENDIX E.-TEXT OF LETrrE SIGNED BY 180 SOVIET JEWS

To the People and the Congress of the U.S.A.:
In October 1973, during the Middle East War, a record number of Jews left

the USSR for Israel. Some Western observers believed that at this fateful time
the Soviet Union was exhibiting good will, at least in this matter.

We, too, welcomed this record flow of emigration, regardless of under what
circumstances it was set up. But at the same time there were events which
forced us to consider that the situation of Jewish emigration from the USSR, in
fact, worsened. In this period when the attention of the world was diverted by
the conflict in the Middle East, in the Soviet Union a wave of persecution was
initiated against those seeking exit visas to Israel. In October, at least 16
persons were arrested and imprisoned for 10 to 15 days. Many times this
number were detained .for 1-2 days, especially at. the time of the World
Conference of Peace Forces which took p~acf. In Moscow. A large number of
Jews were shadowed day and night. In Ihiosc'ow there were several instances of
cruel beatings instigated by and with the participation of police-and the KGB
(i.e. Soviet secret police). Many others were threatened with long imprisonment
if they continued to seek visas for Israel. These were not empty words.

On October 23rd, Leonid Zabelishensky, a former teacher at the Ural Polytech-
nic Institute, was arrested in Sverdlovsk. He had been dismissed from his Job
Just after applying for an exit visa to Israel. Subsequently he was charged with"jparasitism" (i.e. refusal to work) and is in danger of imprisonment. (Ed:
After a four day trial, on December 20th Zabelishensky received a sentence of
six months).

On October 18th, Alexander Feldman was arrested in Kiev. The accusation of
"hooliganism" which was brought against him was false from the beginning to
the end. Following his trial, which was marked throughout by irregularities and
'tolations of Soviet law on the part uf the court, Feldman was sentenced to
three and a half years.

Since the beginning of October the Moscow KGB has been making intensive
preparations for a political show trial. Based on the KGB inquiry to date it
appears that the planned show trial will center on the allegation that many
Jews who leave for Israel transmit to the Western powers anti-Soviet and
espionage type documents. Experience shows that this kind of trial helps to
spread fear among those who are considering applying for exit visas. A similar
discouraging effect is achieved with a prominent display group: the Otkazniki
(i.e. Jews who have been refused exit visas repeatedly for many years).

The fact that Feldman'.3 case (as well as others) was created out of nothing
shows that anyone striving for permission to leave can be arbitrarily impris-
oned. The fact that among people being detained in the USSR "in the interest of
state ;,ecurity" are students, musicians, and athletes shows that the authorities
can arbitrarily condemn anyone to wait for an exit visa for an indefinite time.
Thus, these overtly repressive strikes (from the groundless refusal of visas to
long imprisonment) against comparatively few people produces frightening
pressure and acts as a brake on the tens (or even hundreds) of thousands of-
people who might apply to ,emigrate. Precisely because there has been a
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heightening of repression during the last two months, we consider that the
situation emigration to Israel has worsened.

We often hear opinions expressed by naive individuals that attention from the
West and the demand by the West for free emigration put the Soviet Jews In
danger. Events in the last two months show convincingly once more that the
absence of Just such attention is dangerous for us and is pregnant with serlbjus
consequences.

Freedom of emigration is not an internal affair of a state. Emigration policy
is subject to international control. The Soviet Union admitted to this, having
ratified the International Convenant of Civil and Political Rights and the
International Covenant on Social and Cultural Rights. A state striving for
acceptance by the international community of democratic nations can no longer
he excused for maintaining attitudes towards civil rights which were formed in
the dark years of the Stalin period. It is wise and prudent to demand of the
Soviet Union that it discharge its international obligations on this point.

December 10, 1973.

PREPARED STATEMENT BY HANS J. MORGENTHAU, LEONARD DAVIS DISTINGUISHED
PRorEssos oF PoLrTcAI SCIENCE, CITY COLLEGE or THlE Crry UNIVEaSITY oF NEW
YORK, CHAIRMAN, AC&DEMIO CoMMIrE oN SovIwr JEWBY

A, rational consideration of trade between the United States and the Soviet
Union must start from the premise that from the very beginning of its history
the Soviet Union has regarded foreign trade as being inseparable from foreign
policy. It has regarded foreign trade as a weapon of Soviet foreign policy. As
Lenin put it in 1921:

"The capitalists of the entire world, and their governments, in the rush of
conquering Soviet markets, will close their eyes to the above mentioned reali-
ties, and will thus become blind deaf mutes. They will open credits which will
serve as a support for the Commnuist Party In their countries and will provide
us with essential materials and technology thus restoring our military indus-
tries, essential for our future victorious attacks on our suppliers. Speaking
otherwise, they will be working to prepare their own suicides."

In 1952, Stalin voiced his confidence in the profit motive of Western business-
men as an instrument through which the Soviet Union would be made strong
enough for its final triumph. Khrushchev was equally explicit in 1957. What I
said in my testimony before the Senate Foreign Relations Committee in
February, 1965, applies today:

"The leaders of the Soviet Union have consistently laid the greatest stress
upon the expansion of foreign trade. They have not tried to emphasize what
foreign trade can do for private profits and international peace. They have
consistently shown a particular Interest in whole industrial plants rather than
manufactured goods. But the Russian leaders are not Manchester liberals. They
have wanted foreign trade not for the commercial purposes our businessmen
want it for, but in order to gain the political strength necessary to achieve the
universal triumph of Communism. .-. . I am not arguing here against Western
trade with Communist nations per se. I am only arguing in favor of the
proposition that foreign trade has a different meaning for Communist nations
than it has for us. Trade with Communist nations is a political act which has
political consequences. It is folly to trade, or for that matter to refuse to trade,
with Communist nations without concern for these political consequences."

There Is, therefore, nothing extraordinary in making benefits in foreign trade
dependent upon political concessions on the part of nation whose foreign trade
policies serve political processes altogether. Such a linkage is dictated by
common sense unless we want to make sure that Lenin's, Stalin's, and Khrush-
chev's expectations come true. The only legitimate question to be asked concerns
the expediency of the political conditions proposed in the so-called Jackson
Amendment.

The expediency of the Jackson Admendment has been attacked before this
ommittee on three major grounds; that it increases the risk of nuclear war, that
It way cause the complete cessation of Jewish emigration from the Soviet Union,
and that it tries to interfere with the domestic affairs of the Soviet Union. These
arguments are astonishing both in themselves and in view of their eminent
source.
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It can be taken as common knowledge that nuclear war between the two
superpowers has been avoided not by virtue of what a particular diplomatic
maneuver ac-omplished or avoided but because of the nuclear balance of power
between the United States and the Soviet Union and because of the remarkable
self-restraint with which both superpowers have managed conflicts between them

The second argument assumes that the emigration policy of the Soviet Union
a mere reflection of United States foreign policy. There is no evidence for such
an assumption. It is of course true that the Soviet government is most sensitive
to foreign and particularly American, opinion and that it will therefore try to
avoid antagonizing that opinion unless it feels It must heed overriding interests
to the contrary. Based upon that argument, a case could indeed be made in
support of the Jackson Amendment, whose message of disapproval is unmistaka-
ble. However, determining the Soviet emigration policy are of course considera-
tions of domestic policy, the most important of which is that the Soviet Union
does not mind getting rid of certain categories of troublemakers and unreliable
elements and supposedly unreliable elements regardless of what the United
States does or does not do.

The Jackson Amendment does not seek a change in the domestic regime of the
Soviet Union. It does not try to introduce, for instance, parliamentary democ-
racy or freedom of speech into the Soviet system. Rather it attempts to give the
Soviet Union an incentive to comply with certain fundamental requirements
recognized by the Soviet Union itself as legally binding and which have become
one of the tests of civilized government.

International peace and order are a function of the balance of power-that Is,
of an approximately equal distribution of power among several nations or a
combination of nations, preventing any one of them from gaining the upper hand
over the others. It is this approximate, tenuous equilibrium that provides
whatever peace and order exists in the world of nation-states

But, the equilibrium does not operate mechanically, as the "balance" metaphor
would seem to indicate. Rather, it requires a consensus among the nations
involved in favor of the maintenance--or, if it should be disturbed, of the
restoration--of the balance of power. In other words, the dynamics of the
arrangement are embedded in a moral framework without which, in the long run.
it cannot operate. The participants must give their moral approval, in theory
and more importantly in practice, to the principles of the balance of power
it.Qelf in order to make it work.

What makes certain domestic policies of the Soviet government a matter of
vital concern to the outside world is its refusal to become part of a moral
consensus that is the lifeblood for the balance of power, and which would make
genuine detente not only possible but well-nigh inevitable. Were the Soviet
Union part of such a system, one would indeed not need to care on political
grounds about how autocratic and despotic its government might be. But as long
as the Soviet Union remains out-side such a system, at best indifferent and at
worst hostile to it, the rest of the world has a vital interest in certain of its
domestic policies. If the Kremlin abated its present totalitarian practices by
allowing its people a modicum of freedom of movement, it would be taking the
first step toward Joining and in a sense re-creating a system that would itself
be a manifesation of detente and provide the moral framework for the balance
of power.

Thus our interest in the totalitarian excesses of the Soviet government is not
C unwarranted meddling in the affairs of another sovereign nation in a misguided'

spirit of liberal reform. Nor does it solely express a humanitarian concern or
serve to placate public opinion at home. Foremost, it ir at the service of that
basic interest which the United States and the Soviet Union have in common:
survival In the nuclear age through a viable balance of power and genuine
detente.

PUEPAREn TrsrIo." or SISTER MAROARET ELLEN T7RAXLEB, CHAMiMAN,
NATIONAL INTERRzLIGIOUs TASK FORCE ON SOVIET JEWRY

My name is Sister Margar't Ellen Traxler. I reside at 1340 East 72nd Street,
Chicago, 'llinois. I am the chairman and one of the founders of the National
Interreligious Task Force on Soviet Jewry. I have also served as the president
of the National Coalition of American Nuns and as the executive director of the
National Catholic Conference on Interracial Justice.
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The National Interreligious Task Force on Soviet Jewry is a coalition of men
and women representing all of the religious communities In the United States
who are determined to extend every possible effort to ameliorate the plight of
Soviet Jewry. We are totally committed to the proposition that Soviet Jews
should be. given the basic human right to live with dignity within the Soviet
Union or to be able to leave that nation in an atmosphere of freedom for the
nation of their choice. The executive committee of the National Interreigious
Task Force firmly supports the Jackson Amendment and believes that this
amendment can be a vital factor In aiding the basic aspirations of Soviet Jewry.

In the light of the Task Force's coiiikltment to Soviet Jews, I should like to
read to you the Statement of Conscience of the National Interreligious Task

Force on Soviet Jewry which was adopted In Chicago on March 20, 1972 at our
initial plenary session attended by representatives of every major religious
denomination in the United States. This Statement of Conscience Is the founda-
tional statement of purpose for the Interreligious Task Force and remains the
seminal declaration which brings our constituency together around this great an
crucial human rights question.

Statement of Conscience of the National Interreligious Consultation on Soviet
Jewry, March 20, 1972, Chicago, Illinois.

"Thou shalt not stand Idly by while the blood of my brother cries out to thee
from the earth."

"Let justice roll down as the waters, and righteousness as a mighty stream."
The National Interreligious Consultation on Soviet Jewry, meeting in unprec-

edented deliberation on March 19 and 20 in Chicago, Illinois, calls upon the
conscience of mankind to make known its profound concern about the continued
denial of the free exercise of religion, the violation of the right to emigrate, and
other human rights of the 3 million Jewish people of the Soviet Union and of
other deprived groups and nationalities.

For believing Christians and Jews, the denial of the spiritual nature of man
and his right to nurture and to perpetuate the spiritual life is to deny the
creative power of God In whose Image He made man. The discrimination against
the Jews by the Soviet Union gives us all reason to believe that, under the
pretext of being anti-Zionist, It Is the very contribution of the Jews to humanity
which Is under attack. It is precisely the Jewish testimony in the world that
man's identity and freedom are not granted primarily by any state or constitu-
tion but are found in the nature of man himself. That is why each human being
is threatened in his fundamental right to freedom of conscience when the Jews
are persecuted.

Realizing our own failures in racism and in other areas of human rights, we
nevertheless cannot remain silent as long as the Soviet Union continues to
hamper or strangle the spiritual and cultural life of the Jewish people through
extreme and special acts of discrimination. We appeal to the Soviet authorities
to grant religious rights to Russian Jewry-the establishment of religious,
educational, and cultural institutions for the perpetuation of Judaism and
Jewish culture; the lifting of the prohibitions against publishing Hebrew Bibles
and prayerbooks and the production of religious articles; the permission to train
rabbis and Jewish teachers both in Russia and in seminaries abroad; the
creation of a representative body of Soviet Jewry with freedom to communicate
and associate with their co-religionists abroad.

We appeal to the Soviet authorities--let them live as Jews or let them leave
to be Jews. This consultation Is gratified to know that the Soviet government has
heard the pleas of millions in many lands and has permitted several thousands
of Jews to leave the country for Israel and elsewhere. We urge the Soviet
authorities to relent, and to continue to allow the thousands of others who have
sought exit visas to emigrate to the countries of their choice--which Is their
right under the United Nations Declaration.

This consultation is deeply disturbed by the reports of growing acts of
harassment, Intimidation, arbitrary arrests, and confinement of Jews and dissen-
ters to mental institutions. We appeal to the Soviet government to end this
policy of wanton oppression and fear.

This consultation protests against the continued imprisonment under ruthless
conditions of prisoners of conscience--Jewish and nonJewish--and we urge that
they be released and be shown clemency.

This consultation protests against the government sponsored campaign of anti-
Semitic and anti-Zionist propaganda which constitutes an incitement to hatred
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and violence In contravention of the United Nations Declaration on Human
Rights.

This consultation resolves to commit itself to a program of continuous
watchfulness and unrelenting efforts In demanding and in championing freedom
for all of Soviet Jewry, of Christians, and of intellectuals-of all who suffer
for their courage and their struggle for human dignity.

This National Interreigious Consultation on Soviet Jewry consisting of
Protestants, Roman Catholics, Eastern -Orthodox, and Jews, authorizes a direct
appeal to President Nixon, as the representative of the American people, to
convey in clear and forthright terms to. the Soviet authorities during their
forthcoming conversations In Moscow the" expectation of the American people-
Christians and Jews, black and white, liberal and conservative-that these
discriminations and denials of Soviet Jewry and others be stopped-now, and that
fundamental human rights be granted-now. We seek the relaxation of interna-
tional tensions and conflicts between the United States and the Soviet Union,
and the surest test of the genuineness of the commitment of Soviet authorities to
-the cause of universal peace and Justice Is the granting of justice and freedom
to the Jews and other deprived religious groups and-nationalities.

I speak for the executive committee of the Interreligious Task Force and for
thousands of Christians in the United States In stating to you In the most
emphatic terms that in the age after Auschwitz, we as Christians are not going
to stand by and allow Jews to be persecuted, intimidated or deprived of their
rights in any country. It is on this fundamental principle that the National
Interreligious Task Force on Soviet Jewry today voices support for the amend-
ment offered by the distinguished Senator from Washington, Henry M. Jackson.

TESTIMONY OF DRs. FRED POLLAK AND MELVIN POMERANTZ, ON BEHALF OF
THE COMMrflEE Or CONCEr.ED SCIENTISTS, INC.

Mr. Chairman; the Committee of Concerned Scientists is an organization of
scientists and academicians who believe in the inviolability of Intellectual
freedom and human rights as the foundation of science and scientific progress.
Therefore, it Is incumbent upon this Committee, by virtue of its purpose,
function, and representation, to respectfully submit to the Senate Finance
Committee a statement documenting the position of a substantial segment of the
American scientific and academic communities on The Trade Reform Act
(HR10710).

The American scientific community welcomes detente and Improved relations
between the United States and the Soviet Union, and fully supports heightened
U.S./U.S.S.R. collaboration in scientific research programs that will best serve
the advancement of science and civilization. In fact, because of the international
scope and nature of science, the American scientific community has been actively
engaged in such scientific collaboration and exchange for many years.

Unfortunately, however, the Soviet Union's present policy of repression and
denial of scientific and human rights to many Jewish and other scientists
violates both the spirit and substance of technological and scientific cooperation,
and threatens the very essence and purpose of detente. These repressive policies
have had a profound detrimental effect upon the attitude of American scientists,
diminishing their willingness to cooperate In a variety of Joint scientific and
technological undertakings, Including those for which the Trade Reform Act
would guarantee American tax-supported credits. Reacting to the persecution of
their Soviet colleagues, a significant number of American scientists and technol-
ogists have come to believe that It I neither morally possible nor scientifically
desirable to participate In improved scientific contacts and collaborative efforts
if the Soviet Union continues to abuse the cardinal tenets of science and
humanity-the freedom to emigrate, to inquire, to associate, and to travel.

Dr. Philip Handler, President of the National Academy of Sciences, under-
lined this serious development In a declaration of September 8, 1973, to Dr. M.
V. Keldysh, President of the Soviet Academy of Sciences: "The Implementation
of American pledges of hi-national scientific cooperation is entirely dependent
upon " voluntary effort and good will of our scientists and scientific Institu-
tions. . . .American scientists cannot, In good conscience, participate In Joint
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scientific endeavors unless they are carried out in a free scientific atmosphere
embracing international principles inherent to science, including the right of
scientists to live and work where they choose."

These "international principles inherent to science" are subverted by the
Soviet Union's widespread persecution of scientists as "punishment" for their
assertion of basic human rights. Most seriously' affected by these repressive
practices are those Soviet Jewish scientists who have sought to exercise their
right to emigrate by applying for visas to -Israel; many have been waiting
unsuccessfully for up to five years for visa approval. Almost without exception,
upon application for exit visas these scientists have immediately been dismissed
from their universities or scientific institutions, have been expelled and ostra-
cized from scientific circles, and have been excluded from all scientific meet-
ings, including international conferences held in the Soviet Union.

Among the hundreds of documented cases of individual persecution of scien-
tists and technicians who have applied for visas, we cite only a few representa-
tive examples: Leonid Zabelishensky, radio electronics and computer specialist,
Sverdlovsk, who was sentenced to six months in prison on the charge of
"parasitism"; Mark Azbel, eminent physicist, Alexander Voronel, eminent physi-
cist, Victor Fiermark, chemist, Victor Brallovsky, mathematician and cyberneti-
cist, Alexander Lunts, mathematician and computer scientist, all from Moscow,
all of whom have been threatened with prosecution on the charge of "parasitism
after having been dismissed from their scientific positions; Alexander Feldman,
engineer, Kiev, who was sentenced to 3% years imprisonment in a labor camp
oD the manufacturedd" charge of "malicious hooliganism"; Ida Nudel, economist,
Moscow, who has been threatened with prosecution on the similarly devised
charge of "alchoholism"; Boris Gurevich, geo-physicist, Moscow, who has been
threatened with revocation of his Ph.D. degree; Benjamin Levich, world-re-
nowned theoretical physicist and electro-chemist, Moscow, whose son, Yevgeny,
an astro-physicist, was forcibly inducted into military service in a Siberian
labor camp despite exteemely ill health as a "hostage" for the family, and whose
citations have been deleted from scientific journals in an attempt to make him a
"tion-person". The noted Soviet physicist, Andrei Sakbarov, was demoted from
his eminent institutional position and subjected to a well-orchestrated official
campaign of vilification for his efforts to advance human rights In the Soviet
Union.

The growing objection of American scientists to participation in cooperative
scientific and technological efforts with the Soviet Union while that government
continues to persecute outspoken scientists is attested to by the intensity of
official resolutions, public statements, and petitions of protest from large
numbers of United States learned societies, including the American Association
for the Advancement of Science, the American Physical Society, the American
Mathematical Society, the American Chemical Society, the High-Energy Astro-
physics Division of the American Astronomy Society, the Institute of Electrical
and Electronics Engineers, and the National Academy of Sciences.

For example, the Council of the American Association for the Advancement of
Science, representing a constituency of over 125,000 scientists In 284 affiliated
societies and academies, echoed this position in a statement adopted on March 1,
1974: "The integrity of scientific collaboration and exchange is damaged by
these repressive policies (in the U.S.S.R) because scientific cooperation depends
upon the trust and good will of individual scientists and there is increasing

C concern among scientists In the United States about the treatment of Soviet
scientists singled out for punishment and denied the right to emigrate." This
statement further enunciates: "American scientists believe profoundly that the
advance of science rests on freedom for individual scientists, freedom to
exchange ideas and data with others; to publish research results; to move from
place to place and from countryto country; to choose research problems; and
to find collaborators who have complementary interests and skill be eager to
work with scientists in other countries who share these ideals, but they will be -
hesitant to enter cooperative programs in which scientific freedoms are stultified.
. .. Intergovernmental agreements for scientific cooperation-will result in little
substance unless the scientists of both sides can confidently exercise the free-
doms that experience has shown are essential in finding the truth."

In a similar vein-the president of the 27,OW, member American Physical
Society, Dr. Joseph E. Meyer, in a letter to Academician M. V. Keldysh dated
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1/23/74, underscored the inescapable negative consequences of the Soviet
Union's present policy of harrassment against its scientists who have sought to
emigrate: "Cooperation between scientists of our two countries will necessarily
depend on the willingness and enthusiasm of Individual members In this effort.
The dismay is becoming so marked and so general among American scientists
that we cannot help but fear that there will be a decrease In their efforts to aid
the promising atmosphere of detente between our two countries.... May I beg
you on behalf of the American Physical Society to use your Influence to avoid
actions in the U.S.S.R. which cannot help but increase the disinclination of
individual Americans to cooperate fully and wholeheartedly in exchanges be-
tween our two countries."

In another expression of concern, the Board of Directors of the Institute of
Electrical and Electronics Engineers, which represents about 160,000 electrical
engineers all over the world, stated in a resolution directed to President
Siforov of the Popov Society and to President Keldysh, and Vice President V. A.
Koteinlkov of the Soviet Academy of Sciences, "This Board regrets that many
(Soviet) engineers and scientists and their families have been denied their right
to emigrate In violation of recognized international practices, often solely
because of their professional qualifications in Science and Engineering .
These practices seriously endanger the spirit of transnatl6nal friendship and
cooperation on which the operation of this institute Is based. The Board of
Directors of the Institute of Electrical and Electronics Engineers appeals to Its
sister organizations, and to the National Academies of Science and Engineering
In every country, to Join in support of equal human rights for engineers and
scientists."

We believe that the Freedom of Emigration Act incorporated in Section 402,
Title 4, of The Trade Reform Awt has already proved to be an effective
instrument for furthering human rights in the Soviet Union, by convincing that
government that it Is in its own best Interests, from both a general and a
scientific point of view, to allow greater freedom to its citizens, especially
scientists wishing to leave, We further believe that the Freedom of Emigration
Act accurately expresses the position of both the American people and the
American scientific community on this Issue.

Therefore, in keeping with our commitment to the principles of scientific
freedom, and our concern for the preservation of detente and the advancement
of scientific cooperation, and In response to the growing alienation of the
American scientific community as a result of the Soviet Union's abusive
treatment of many of Its scientists, especially those Jewish scientists seeking to
emigrate, we urge the Senate Finance Committee to pass the Freedom of
Emigration Act.

Senator Rmicorp. Our next panel consists of William R. Hewlett
and Dr. C. Lester Hogan.

Mr. Hewlett, Mr. Hogan, you may proceed.

STATEMENTS OF WILLIAM R. HEWLETT, PRESIDENT AND CHIEF
EXECUTIVE OFFICER OF HEW.LETT-PACKARD CO., PALO ALTO,
CALIF., AND DX C. LESTER HOGAN, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, PAIRCEILD CAMERA & INSTRUMEX
CORP., ON BEHALF 01 WE R ELECTRONIC MANUFACTURERS
ASSOCIATION, ACCOMPANIED BY ROBERT KRZSTEIN, I&

Statement of William R. Hewlett

Mr. Hmnmr. Thank you, Senator.
My name is William Hewlett. I am president and chief executive

of the Hewlett-Packard Co. in Palo Alto, Calif. Our major business
is designing and manufaOturing electronic tesA equipment.

I am testifying on behalf of the WEMA, the Western Electronic
Manufacturers Aisocation. With me is Dr. Hogan, who is also
testifying for WEMA. Dr. Hogan has some very specific points to
raise with reference to this bill.
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I might ,ay just a word about WEMA. WEMIA is a trade associa-
tion of some 715 companies primarily located in the western United
States and primarily engaged in electronic manufacturing. In partic-
ular, WEV; companies specialize in high technology operations.

In preparation for this testimony a poll was taken of these 715
members. 189 responded representing so far as sales are concerned
about 5 percent of WMA's membership. Last year the sales of

c these companies were slightly over $4 billion. The respondents re.
ported that 27 percent of their sales in 1978 was exported from the
United States. This compares with somewhere between 10 and 15
percent several years ago. These companies have certainly been ac-
tively engaged in the export fild.

The Hewlett-Packard Co., for example, has averaged about a 30
percent annual growth in international business since 1955. Last year
this international business was in the neighborhood of $300 million
and represented 42 percent of our total sales. Seventy-five percent oi
this international business was in exports from the United States,
either of finished products or partially fabricated material which was
then included in products made abroad.

WEMA appreciates this opportunity to comment on H.R. 10710,
primarily because its member companies have such great dependence
upon international trade. WEMA favors almost all of the provisions
of the bill. It is important to be able to negotiate reductions in tariffs
and nontariff barriers, to be in a position to take strong action
against inequitable foreign trade restrictions, to provide adjustment
assistance in response to increased imports, and to expand in availa-
ble markets. H.R. 10710 grants considerable authority to the U.S.
negotiators, but we feel that this is justified. It is important that the
people who are involved in trade negotiations have a considerable
degree of latitude.

Let me comment briefly on some of the various titles of this bill.
Title I represents a considerable improvement over the earlier House
bill, H.R. 6767, because it now represents a better balance between
the responsibility of the Executive Office of the President and Con-
gress. It has important provisions dealing with nontariff barriers.
Nontariff barriers are becoming increasingly important in highly
technical fields.

Dr. Hogan will touch on some of these nontariff barriers in his
testimony. But I assure you that many of the countries to whom we
export show great skill in devising nontariff barriers to keep out our
products.

I think that the provision calling for consultation with industry
labor and agriculture is a most important addition to the bill. I cali
your attention, however, to a technical point on page seven if my
written statement. I do not think it is necessary t go into this point
at'this time but I feel it should be included in the bill.
- As far as title I is concerned, WEMA is opposed t6 any suspen-
sion of tariff items 806 and 807. It is our fleeing that suspension
would have an adverse effect by increasing the purchase of foreign
parts and even increasing manufacturing abroad. I refer you to the
comments of the Tariff Commission reproduced in my prepared
statement. The Tariff Commission basically came to the same conclu-
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sion. Title II also provides important help, not only in adjustment
assistance and retraining of individuals, but for smaller firms ad-
versely affected by imports.

Title III deals primarily with unfair trade practices, an increas-
ingly important element. As things now stand, dumping and coun-
tervailing duties provide some protection for items that are imported
into the United States. There is no basic protection, however, for
U.S. products competing in third markets. Title III would provide
considerable protection.

I also refer, on page 10 of my written statement, to a rather minor
suggested revision to these provisions.

WEMA is concerned about the most-favored-nation and credit
restrictions presently contained in title IV of the bill. I am afraid,
Senator Packwood, you are going to hear one more trade association
commenting along these lines. In my written statement I have listed
four reasons why we believe that it is desirable not to include these
restrictive provisions in the bill. You will find these reasons on page
11. If you wish, I can go into them later. But it is our specific
recommendation that the President be granted authority to extend
most-favored-nation treatment and credits when he feels it is in the
best interests of the United States. I also believe there should be
provisions for a review by Congress on a periodic basis, say every 2
years.

There are a couple of other matters that I think should be men-
tioned that are not specifically covered in the bill. One of them is the
problem of raw materials that we are importing from abroad. Al-
though this is partially covered, I think this needs bolstering.

The amendment cosponsored by Senators Mondale and Ribicoff
that we make an effort to work through the GATT goes a long way.
I think, however, that we need a bigger stick. The U.S. should have
the right to act unilaterallv if it fails to get action through GATT. I
think the mere fact that we have this big stick will make the GATT
discussions more effective.

Now, this is not an academic point, nor is it only related to the
petroleum industry. -Other supplier nations are now following the
lead of the oil producing countries and are attempting to restrict
exports and artifically increase prices. I refer specifically to the
situation with reference to bauxite and to the banana producing
countries of Central America. Both seem to be trying to set tip
restrictions on exports in order to increase prices.

I think there is also great concern among the high technology
companies, who are very dependent upon their international mar-
kets that them may be some tax changes written into this bill. I
think-rather I can say categorically-that the WEMA member
companies would be greatly concerned about any tax provisions
written into this bill. I assure y ou that it is not easy for t.S. high
technology companies to do business in West Germany, France, Ja-
pan, and the other developed countries of the world. In most of these
countries the old legacy of the mercantilistic system--urvives and the
governments clearly try to help their industries, and in many covert
ways.
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Nontariff barriers are a good example. But there are many other
ways in which the host countries help their own companies. I think
that American companies have a difficult time abroad when they run
up agaiiist that type of competition.

Rather than talk in general terms, let me be more specific. I think
it is sometimes a bit easier to visualize a specific example, and if you
will permit me I would like to say something about my company's

~ experience in the international market area.
Last year 42 percent of our orders came from outside the United

States. I have already mentioned that this represented some $311
million. In going back over the record-and mind you we are a
relatively small company-since 1954 we have contributed almost $1
billion to the balance of trade of the United States. In my prepared
statement you will see a chart showing our international orders and
below that, in the shades area, is the value added by manufacture
abroad. The difference between these two is approximately $1 billion
to which I am referring.

I can assure you that although this may be a somewhat dramatic
example, there are many other companies in WEMA who, in terms
of percentages, could provide almost exactly the same record.

Senator BENTSEN (presiding). Mr. Hewlett, if I may interrupt
here. You are a high technology company and, of course, many of us
have a great concern about the export of high technology that has
been developed Within the United States and then comes back and
competes with us. And yet, it is a very difficult task to try to find
ways to control the export of that kind of technology. For example,
expert technicians can go abroad and in effect carry it with them.

Can you propose any kind of limitations that can be helpful to us
in that regard I

Mr. HEw r. Let me comment on this. I think this is something
that perhaps is greatly overplayed. In the case of our own company,
we feel that the most important thing is not what we have in
production, but what we are thinking about. As proof of this, we are
constantly taking our competitors through our plants and showing
them what we are doing. We firmly believe that if they are simply
going to copy us, they will always be at a disadvantage. If American
industry, high technology industry, continues to run hard, you need
have no worry about what gets transferred abroad, because that will
always tend to be the technology of 3 or 4 years past.

Senator BE.NTsFr. You were referring earlier to some of the limita-
tions that are put on trade in some of these countries. In Japan, for
example, where you had a deficit in the past not only in low technol-
ogy items but also in high technology items-and that was the only
major country in the world where we ran into that situation-one of
the reasons for this was because of some of the barriers that they
place on trade with us. On large computers, for example, they have a
substantial tariff; then they use that money for research and develop-
ment that they plow back into industry to develop large computers to
compete with us.

Is that correct t
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Mr. HEWLErr. Well, Japan is h very troublesome country to deal
with. I do not care which way you look at it. We have a joint
endeavor there, so I can speak from firsthand experience. But I
would like to answer you by saying that it was not more than 4 years
ago that this country was flooded with small Japanese pocket calcu-
lators. I would like to hold up a high technology unit which we
make.

Senator BNTSpE. You have one of the more expensive ones, as I
Call.

Mr. HwLmTr. But look at what is happening. Even in the low cost
areas, American calculator manufacturers have virtually put the
Japanese out of business. And I can say that I am very glad that we
are not in the low cost calculator business. But here is a classic
example of what I was saving: the Japanese have basically followed
-an obsolete technology. They did not have the technological where-
withal. Thanks to people like Les Hogan, the American semi-conduc-
tor industry has moved ahead rapidly and left the Japanese far
'behind.

Senator B1 TSEN. Well, this example of Japan's using the money
-they collect from a tariff on large computers to give R.&D. to their
industry-is that. what you referred to earlier when you were talking
about government help to their industry

Mr. HzwTRr. That is one example. There are many other cases,
however. All through Europe there are cases where support is sup-
plied in various forms, indirect and direct.

Senator BwNT8EN. And now, on your high technology items, would
not labor be a relatively small percentage of the cost as compared to
-other products ?

Mr. HEWLr-r. That is correct.
Senator BENTsEN. Now, are you not assembling circuits in the Far

-East?
Mr. HF.wLlrr. Yes. sir. We ate.
Senator BzNT8EN. Now, would you tell me why you would do that,

thenI
Mr. HrwiE'rr. You know, Senator, you must have read my mind,

because I happen to be prepared for'that question. I thought you
might ask it.

Senator BEwrsF.N. Good.
Mr. HpwLv . There are certain products-core stringing and

• semi-conductor assembly, for example--that are very labor-intensive
and what needs to be done very exacting. We originally started our
Singapore operation by assembling core memories for computers.
Now, we all hear a lot of talk about core memories, but most people
'have never seen one. A core memory is a very remarkable device. It
.consists of a great number of very small. round beads, smaller in
(iameter than the cross-section of the lead in a pencil, Each bead, or
core as it is called, has a hole in it, and three -wireshave to be put
through each hole.

In one core plane for a modest computer there are about 140,000 of
these beads. I thought that you might be interested in seeing first-
'hand what something like this looks like. I have here and will pass
up to you, an actual sample of a core and the wires that have to go
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through it. To prove that there is a hole, and there are three wires
strung through it, here's an enlarged photograph of a strung core.
Here's a magnified photograph of what a core stack looks like, and
here is a typical core stack. I think you might be interested in
looking at these.

Now, you might ask why core-stringing cannot be done in the
United States. This is extremely exacting work. I hate to say this but
what Dr. Hogan will talk about in regard to semi-conductor assem-
bly is fairly simple compared to the task of stringing cores like these
Now when we first started our computer activities we were buying
all o our core planes from outside the United States. But we wanted
to learn the technique ourselves, so we started a group stringing cores
in Palo Alto, and we found it was very difficult to get American
labor to do that kind of work. I asked one of our people in the
project about some of his experiences, and he cited the case of a girt
who had spent 8 weeks, 120 hours, strain one of these core planes
and, at the last minute, she dropped her piers through it. She saw
her whole work go down the drain. She burst into tears and had to
be given the rest of the day off.

Now, you simply do not t this kind of problem abroad. What I
am saying is, in that kind of an operation what youi really-

Senator BE.NTSh.N. You know down in south Texas we have a lot
of people who are unempoyed. I think they have great manual
dexterity; I understand that a number of tests have proven this in-
addition to their mental agility. I would commend this area to you.

Mr. HEwLrrr. Yes, sir.
Senator PACKWOOD. Are you saying that generally, physiologically

or psychologically, the average American worker cannot do this and'
the average Asign worker can ?

Mr. HmmrT. I think that is right.
In the first place, most of the people in the Orient have been-

trained since childhood to use their hands. They all sew. They have
to make their own clothes. And it is amazing to watch the amount of
concentration they have. I simply cite from our own experience that
we had great difficulty in getting our 3eple to string cores on even a
modest, experimental basis, let alone do it day after day.

You might be interested, we string about 140 million of those cores.
a month. So it is a major activity.

Now I might observe that we also do some other things in Singa-
pore. *e manufacture this calculator, or rather its counterpart, in
Singapore. But we do not export these calculators to the United
States. Instead we sell them abroad, i Europe for example, for there-
is a tariff agreement between the Common Market and Singapore-
that allows us to import calculators into Europe duty free. This-
permits us to increase our calculator sales in Europe. So here is
another case where duties are very important.

Senator Brmrpm. Well, you have expressed your concern in work-
ing with the European Common Market. Let me ask you whether the
leadership is trying to work with some of these countries that are-
talking about developing cartels, be it bauxite or whatever raw
materials they would sell to us, where they might hold the price at a.
very high level.
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Do you not think we should be working very closely with the
European community of nations in that regardI

Mr. HEWIETT. Yes, sir. I think we should. But I have been in-
volved in this area and I do not think that many people have because
it is a recent event-of almost the last 12 months. I think that we are
certainly going to have to find methods of dealing with these, let me
call them national cartels, for example, that which is developing in
the current bauxite situation. I think the banana industry may be
somewhat different. Bauxite or oil can be kept in the ground forever,
but bananas cannot be kept on a tree.

Senator BFxTsnsE. Senator Packwood, since we are limited in the
number of members, why do we not just interrupt any time that you
feel that you have a question?

Senator PACKWOOD. I was trying to find something in the last of
his statement, but I do not see it. So I will ask Mr. Hewlett now,
absent any tariff or nontariff barriers in the world, are you hopeful
so far as using free trade, could you compete anywhere in the world
from an American manufacturing base?

Mr. HFvnwL . There are two answers to that question. If you mean
-on the basis of costs, I think yes. But there is something far more
subtle, and that is your presence in a country. I was just going to
come to this, because we have looked very carefully at what the effect
has been of setting up manufacturing plants abroad, especially in
Europe where we have three factories, two of which have been in
operation for some time.

Our experience has been that suddenly you become a European
company and -you have a much better acceptance from your cus-
tomers. Even now, with rising costs, there are cases where certain
products cost slightly more to produce in Europe, but in our opinion
it pays to do so because this represents us in the market and thus
increases the sale of our U.S. products. This is a very subtle situation,
but very real.

Senator PACKWoOD. Now, your cost answer is very important, be-
cause it is the nub of at least half of the problem we are talking
about. We have had a number of trade association representatives,
including nonrubber footwear. They cannot compete in this country
without tariff reduction, period. You are saying from a cost stand-
point not only can you compete here against foreign competition, but
if that were the only factor you could compete any place in the
world.

Mr. HEWLErr. I think so.
Mr. Hogan, wouldn't you agree with me?
Mr. HOGAN. Yes. I will comment on that.
Senator PACKWOOD. Thank you.
Mr. HFWLI~rr. In my prepared testimony there are charts that bear

directly on this question. They show the growth of our total sales and
in value added in our three principal manufacturing locations
abroad: one in West Germany, one in the U.K., and the last in
Japan.

If you look at Japan it is very evident that our sales were going
along at a rather flat rate until we began manufacturing. After that
point a very sharp increase occurred in the rate of our sales.
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Senator BE:Nir EN. Mr. Hewlett, I know we have used up some of
your time on questions, but because of the number of witnesses we
have, could you summarize, please.

.,Mr. HEwLE-r. Yes, sir,
I would like to make one additional comment, sir. This has to do

with tax incentives. WEMA is greatly concerned that there may be
some tax provisions written into this bill. We feel this would be a
very serious situation. I mentioned earlier the great difficulty that we
have competing because of the very excellent working relationships
that foreign firms have with their Governments.

I would like to draw your attention to one item which i think
shows gitaphically the increase in exports which can occur through
the use of a tax incentive. This happens to be our use of a Western
Hemisphere Trade Corporation, shown in my written statement. In
1963 we set up a Western Hemisphere Trade Corporation with the
Specific objective of using the tax savings to. increase our exports to
L.atin America. Since that time our tax savings have been about $1
million, and we have invested slightly more than $1 million in
developing the market.

Senator PACKWOOD. That is your tax deferred income that you kept
there?

Mr. HEwtETT. It is not tax deferred; it is tax not paid by Western
Hemisphere trade corporations, sir. We spent the money and you can
see, looking at the chart, the very sharp rise in sales that we have
experienced since 1963.

I suggest that much the same argument can be made with refer-
ence to the DISC provisions of the tax law. I would hope that the
DISC provisions could be expanded, primarily for the small compa-
nies. I think that many large companies have already benefited, but I
do not think this is the case with the smaller companies. I feel it
would be very helpful if it were possible to increase the DISC
benefits for small companies to 100 percent.

Senator BENTSEN. Can you quantify a small company for me?
Mr. HEWLETr. I would say one with annual exports of between $1

and $2 million, sir.
Senator BENTSE N. Could it be a large company that has smaller

exports?
Mr. HEWLETT. Yes, that is what I was saying. I would limit the

increase in DISC defferrals to exports of not more than $1 to $2
million. It would not cost the Government much and I think it

C. might encourage a lot of firms to get into the export business.
Senator PACKWOOD. Let me ask a question here?
You do not want American companies to be penalized, taxwise, by

going overseasI
Mr. HEwLm'r. Yes.
Senator PACKWOOD. With tax credits and tax deferrals, it seems to

me the argument to keep tax credits is valid. If you are not going to
allow an offset, dollar for dollar for taxes paid overseas, there is
going to be an absolute disincentive to go overseas.

What about on the tax deferral? If you get a lower tax rate
overseas, and you were taxed at let us say 30 percent, and as long as
you do not bring the profits back to the United States, that is all you
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are taxed, you can use the rest of it for investment and increase sales
there?

Mr. HEWLErT. No, sir, not in all cases. I think you have to gross
up in some selling operations-your average tax abroad has to be 90
percent of your domestic tax.

Senator PACKWOOD. Say that again?
Mr. HwLTT. -The tax that is paid abroad plus that paid in the

United States must be 90 percent of your domestic tax.
Senator PACKWOOD. Bob, is that right?
Mr. BEST. I am not sure.
Senator BENTSEN. It looks like you are going to send us to the

books on that one.
Senator PACEWOOD. The point I want to make is if you could defer

the tax credit by simply keeping your income overseas and not
bringing it back, and if the overseas taxes were less than the U.S.
taxes, would that not give you an advantage in your manufacturing
overseas as opposed to an American company having to pay taxes on
their income year-by-year, they cannot defer their income?

Mr. H wL=r. That is correct.
On the other hand, offsetting this are the many additional ex-

penses and dangers that exist abroad to an extent we do not have
here: Inflation, reevaluation, sometimes very adverse governmental
regulations and so on.

Senator PACKWOOD. Those are all things we have had here in the
last 3 years. Inflation, reevaluation and adverse regulation by Gov-
ernment.

Mr. HEwL T. I'm afraid we haven't seen anything yet.
You asked me to sum up. Basically, WEMA strongly supports the

passage of this bill, subject to the specific comments that I made.
We feel that you should strengthen those portions of the law which

provide protection against countries who do not Practice fair trade
practices. We also believe that there should be no tax changes in this
bill and, finally, in our view there is great urgency that this bill-be
passed. Time Is ruling out and trade negotiations are urgently
needed particularly with some of the new developments which have
followed the oil crisis.

Thank you very much.
Senator BErNTsp.N. Thank you very much for your testimony.
Would you proceed, sir?

Statement of C. Lester Hogan

Mr. HOOAN. Mr. Chairman, and I guess it is "member" of the
Finance Committee, I am C. Lester h-iogan, president and chief
executive officer of Fairchild Camera and Instrument Corp.

First I want to say, I honestly greatly appreciate the opportunity
of being here today and would like to thank you for allowing me the
chance to comment on the foreign trade legislation which is before
the Senate at this time.

I have with me on my.left, Mr. Robert Hurzstein of the law firm
of Arnold & Porter, who is a counsel to our corporation.
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I would like to preface my remarks by saying that Fairchild
Camera and Instrument Corp. basically agrees with the observations
of Mr. Hewlett, and we also agree with the observations that were
made here a little earlier by Senator Percy.

I think most of you know our industry has always taken a very
strong and almost completely unanimous position in favor of free
and reciprocal trade policies in the world marketplace.

We firmly believe that this is in the best interest not only of our
high-technology industries, but the United States as a whole. And I
would like today to somehow give you a reason to understand our
belief in this matter.

Now in 1970, I had the opportunity of appearing before the U.S.
Tariff Commission to explain the position of the U.S. semiconductor
industry and last year I was permitted to testify along with Mr.
Hewlett's colleague, David Packard before the Hlouse Ways and
Means Committee. During those testimonies, we made projections of
our industry and it seems that in every case, the projections which
we made, were extremely conservative, so I have updated some of the
data for today and I am happy to say that in almost every case, we
have beaten projections which we had made.

It is true that in an environment of free and equitable trade
competition, whenever and wherever American semiconductor firms
have participated, they invariably have succeeded in gaining a posi-
tion of strength.

The three largest semiconductor manufacturers in the entire world
are American. Texas Instruments is No. 1 Motorola is No. 2; and
Fairchild Camera and Instrument, No. 3. *e represent not only the
three largest in the United States, but the three largest semiconduc-
tor manufacturers in the entire world.

Senator BrNTSEN. Let me interrupt you for just a minute, Mr.
Hogan, because I am going to have to go chair another committee
right now they tell me. But I do want to say how strongly I agree
with you on both of those comments -free trade, but with the caveat
of reciprocal trade.

Mr. HooAN. I kept saying equitable and reciprocal. And I agree
with Mr. Hewlett, there are some countries that it is very difficult to
do business with and the two that I would point out are Japan and
France.

Senator BFTSEN. And when we get to that kind of situation, we
have to have a quid pro quo, do we not, in our bargaining?

Mr. HOoAN. We have to be tough. There is no other way. You must
be tough.

Senator BxTSm. Do you agree with the idea, as advocated by the
House that we ought to have a sectoral division in our negotiations I
Should this be on an industry-by-industry basis? How does that
affect your type of industry ?

Mr. HOGAN. I think the trade negotiators must be advised by men
from industry because it is only those of us deeply involved in the
industry that know what would be a fair trade. We might be trading
apples for oranges and our trade negotiators--Well, I do not think
industry people should sit at the table, but I think we ought to be out
in the hallway when negotiations are going on.
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If a proposal is made that we could explain it to our negotiators,
what that. might mean to American trade-

Senator BETsE.,. Well, do you think we ought to tie agriculture
and industry together? In the last round in the Kennedy talks, we
had France abstaining for almost a year because they did not want
to tie agrictture and industry together. This, therefore, made it very
difficult to carry on the negotiations.

Mr. HoGAN. I think it is perfectly proper to tie them together. I
would hate to see the trade talks come to no avail because France
again refuses to tie them together, but as everyone knows, in farm
products, we are the most productive, lowest-cost producer in the
world. We have a big stick there and I think we ought to use every
big stick that we have.

Senator BENr S EN. Well. in effect, it means that so long as they
maintain the artificially high ba'riers on agricultural products in the
European Common Market. their consumers are having to pay sub-
stantiallv more for their food than we are.

Mr. H G vx. Yes, yes, they' are.
I would like to point out one other thing about the semiconductor

industry, because I have some statistics in here about our industry,
but I would like to point out that the effect that we have is much
more profound and goes far beyond our own industry. It is the
semiconductor industry that has made it possible for the United
States to dominate the computer field.

Computers are made out of these silicone chips which we process in
our industry and if it were not for the silicone chips we are making,
the United States would not be dominant in the computer industry.

Senator BENTSEN. Mr. Hogan, if you would accept my apologies,61
do have to chair that other committee. Senator Packwood will pre-
side. I- would like very much to hear what you say and I look
forward to reading your testimony.

Mr. HooG ,. That is all right. I understand it. I certainly under-
stand.

And, as Mr. Hewlett pointed out, he held up one of the Hewlett
Packard calculators-3 years ago, 75 percent of all of the calculators,
shirt-pocket calculators sold in the United States, were built in
Japan.

Today, only 3 years later. we have completely reversed that statis-
tic. Seventy-five percent of all of the shirt-pocket calculators am
being built in the United States. They are being built in the United
States because we have learned in our industry to put all of the guts
of that calculator on one chip of silicone and I have a wafer here-
these are wafers which we process. My attorney has some which he
can pass out to you.

This, actually, is a 3-inch wafer of silicone in which there are 85
individual squares. Each square performs all of the functions of a
printing calculator.

It not only does all of the memory, all of the logic, adds, subtracts,
multiplies, and divides, but it decodes and drives the printer. There
are no other elements that are needed, so the assembly cost of putting
the calculator together, becomes relatively small.
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All one must do now is to take this wafer, chop it up into 85 little
calculators, solder it down in a package-and of course there is a
very difficult problem that is akin to the one of threading the wires
through the core, where we have to now connect wires, and in this
case there are about 42 wires that have to be connected from this one
chipt the outside world, And that is done in this package.

;Now, our business neatly divides into these two areas. The process
of actually making the chip. The high technology part is done in the
United States. We can do it at much lower cost, much more profita-
bly and much more capably, in the United States and we are the
absolute leaders in the technology of doing this.

The job of connecting those 42 wires to the chip is a slow, tedious.
laborious job. But I think I would take issue with Mr. Hewlett on
the fact that he thinks that Americans cannot do it.

We know Americans can do it. We have a factory in Shiprock, N.
Mex., where we hire 1,000 Navajo Indians, and they do a very
excellent job of hooking-these wires on.

However, it costs us a lot of money. We pay a lot of money for
that and we could not be competitive in world markets if we trans-
ferred all of this wire bonding back to the United States.

Senator PACKWOOD [presiding]. Let me ask you a question there
that Mr. Hewlett just answered affirmatively.

Absent these tariff and nontariff barriers, you could compete in the
world from American-based manufacture? Do you agree with that?

Mr. HoGAN. We can compete in the world by the teclhique that we
now use of doing the high technology part-

Senator PACKWOOD. I am talking about stringing the beads also. I
realize that is not what you -

Mr. HOGANX. No, no.
Senator PACKWOOD. You could not?
Mr. HOGAN.. No, I do not agree. We could not compete in the

world. We need the provisions of items 806 and 807 of the tariff law
that permit us to take American components overseas for the attach-
ment of the wires in order that we can then bring back chips that
make it possible for Mr. Hewlett to build a calculator that is compet-
itive.

And, because we have made use of that, we have brought the
calculator business back to the United States, which was, you remem-
ber, a Japanese market. It is now an American market.

I happen to be wearing an electronic wrist watch. There is not a
single moving part inside this wrist watch. You just push a button to
read the time. The light-emitting diodes that tell me the time on it.
It is a "gee-whiz" gimmick, but it will not be 10 years from today.
There will be no other kinds of watches made except electronic
watches, and because the American semiconductor industry domi-
nates the world, the watch industry will be an American industry. It
will not be a Swiss industry, nor a Japanese industry as long as we
can continue to dominate the world with our techniques of selling
conductors.

This will go into many other areas.
Senator PACKWOOD. The only trouble with that watch is when you

ore driving you have got to use both hands to look at it.
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Mr. HOGAN. We can take care of that at a slight additional cost.
We can put a stepping motor 'on this purely electronic watch and
give you a conventional kind of display.

Senator PACKWOOD. Can you ?
Mr. HoGAN. Yes, that can be done. That is why I say, give me 10

years. It is a "gee-whiz" thing now, but it will not be -in 10 years,
we will give you any kind of display you want on your watch, but it
will be purely electronic and the watch business will be American.

So I wanted to get the point across that as a result of our ability to
operate under the provisions of 806 and 807, we still have a strong,
positive trade impact by ourselves.

But, in addition to that, we are bringing businesses back to the
United States.

Senator PACKWOOD. Let me get back to this point again about the
assembly of these beads overseas. You are saying you cannot do it on
an equivalent wage basis in the United States ?

Mr. HOGAN. We cannot do it unless we mechanize, and so far it has
not paid us to mechanize because of a very high rate of change of our
technology.

Senator PAcKwooD. Well, that is exactly the argument that many
protectionists are arguing. You cannot afford to do it here unless you
could mechanize, so it is exported overseas and done by Asians who
have sewn clothes all their lives, and string these beads, and those
people would say this is the kind of technology we must keep in this
country.

So if that means a protective tariff, in order to do it, then that is
what-we ought to do.

Mr. HOGAN. But that is not technology, stringing the beads. The
technology is in making the wafer. That is what we keep in the
United States and we will keep it in the United States. But just
connecting the wire is not really high technology.

Senator PACKWOOD. So your argument there is the same as the
nonrubber footwear-people= We cannot afford to do it in this country
anymore; even more, we cannot compete in this country without
protection on that kind of a low-technology situation.

Mr. HOGAN. Well, we do not want protection, because even if you-
we could not bring back that business. Even if there were a high
tariff, we cannot afford it. The difference is much too great and te
reason is, we are competing on a worldwide basis. .

Remember, these packages are very small. A package this size now
represents all the guts of a desk-top printing calculator. There is
nothing else. No gems, cams, gears, wheels, electric motors, that we
used to be used to on these big complicated calculators, so this can be
shipped ir express-around the world very cheaply so every factory
in the world is a competitor of mine, whether it is Phillips in
Holland; whether it is Hitachi in Japan; whether it is Sequeseim in
France or Ferranti in England, you name it, they are competitors of
mine as long as they can make this and make it cheaper than I can.

They can come over here and sell in the United States, so I must
be competitive to survive. I must be competitive on a worldwide
basis.

Senator PACKWOOD. Doctor, let me ask you this. I am going to have
to draw your testimony to a close. We are" about 40 minues behind.
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Lbt me assure you that people from Tektronics in Oregon have
talked to me extensively about the exact problems you are talking
about so I am very aware of both the manufacturing overseas and the
tax credit and the tax deferrals, go ahead and summarize.

Mr. Hoo. All right, just let me run you quickly through some of
the graphs. We show the U.S. semiconductor industribalance of
trade and even though we do ship these wafers overseas and do the
wire bonding overseas, our net exports from the United States have
climbed dramatically and we are predicting for 1974 net exports of
the semiconductor industry alone, just our industry, of nearly $8
million, which is about one-eighth of the total net balance of trade of
the United States of $4 billion. So they are 'not insignificant, even by
itself.

We find exactly the same thing and we have disclosed here for the
first time, some relatively-well, it is information that up until now
we have kept proprietary, of our own corporation, but it is public
from here on, and we have shown that we have a very strong and
very rapidly growing balance of trade.

If we go on to the number of employees, semiconductor industry
employment in the United States, that has grown except for the
recession years of 1970 and 1971, which hit our-industry very hard.
Our employment has been growing very steadily over the past decade
from about 60,000 to 100,000 employees in the United States, and we
estimate it will go up to 120,000 employees this year.

So that in addition to that, our export business, and we agree with
Mr. Hewlett that we need some presence in the country in order to
do business in France, we need some presence there but we call these
plants market penetration, and it is not economical for us to do most
of our manufacturing there.

We can do it cheaper by doing the high technology part in the
United States and to assemble at our offshore facilities and then sell
in France, but once we are there, our sales in France skyrocket and
you will notice we have gone through this country-by-country and
shown what Fairchild's sales have been in the United Kingdom and
in Germany and what have you, as a result of that.

But about one out of every four domestic employees, we have more
than 11,000 employees in the United States now and about one-
fourth of those are employed only to service our export business, so
that this balance of trade does bring jobs to the United States, as any
positive balance of trade-

Senator PAcKwOOD. Doctor, I am going to have to stop you. Your
entire statement will be in the record and I have read your entire
statement this morning. I-am basically in agreement with both what
you and Mr. Hewlett say. I appreciate very much your taking your
time to come.

Mr. HOGAN. Thank you very much. I appreciate the opportunity.
Senator PACKWOOD. Thank you,
[The prepared statements of Messrs Hewlett and Hogan follow.

Hearing continues on p. 2311.]

Pmlw TzanmoNror WzLa R HawLm, l BZALI oF WEMA

Mr. Chairman and members of the committee; I am William I. Hewlett,
President and Chief Executive Officer of the Hewlett-Packard Company' of Palo
Alto, California. Our major business is designing and manufacturing electronic
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test equipment We also design and manufacture medical and analytical
instrumentation, computers, computer peripherals, calculators and related high-
technology products.

The Hewlett-Packard Company is a founding member of WEMA and it is on
behalf of WEMA and its member firms that I am appearing today in support of
H.R. 10710, "The Trade Reform Act of 1978."

WEMA is a trade association of 715 companies, located primarily in the
Western United States. WEMA member firms share a common interest in that
they are all high-technology companies engaged in electronics and information
technology. A preponderance of WEMA member companies are small-to-medium
in size, designing and manufacturing sophisticated components and equipment
for a number of end markets. Some of the types of r products WEMA member
companies manufacture are: semiconductor devices, such zs transistors, diodes
and integrated circuits; computers and computer peripheral equipment; test
equipment such as oscilloscopes, signal generators, counters and voltmeters;
calculators, telecommunications equipment, such as radio transmitters and
receivers and, finally, components such as tubes, resistors, capacitors and
similar items.

INTRODUCTION

The sale of high-technology products abroad-such as those manufactured by
WEMA member companies--has been one of the prime areas in which the U.S.
has continued to -hold its own in the world marketplace. According to U.S.
Department of Commerce statistics, the favorable balance of technology inten-
sive exports over imports ranged from $7.5 billion to over $10 billion in the
past sixteen years. Last year, the favorable balance in these product areas was
$10.7 billion.

Despite strong competition abroad, most WEMA companies have been success-
ful in maintaining a technological lead over their foreign competitors. In a
survey concluded last month, 189 responding WEMA companies--whose sales
volume last year amounted to slightly over $4 billion or approximately 54% of
the total sales of our entire membership-indicated that 27% of their 1978 sales
came from the export of U.S. manufactured products. This is a substantial
increase over several years ago when a majority of the respondents to a similar
survey indicated that their-4nternational sales accounted for between 5% and
15% of their total sales.

My own company offers an Interesting example. Since 1965, Hewlett-Packard
has experienced a 80% average annual growth rate in international sales. Last
year, we received $311 million in international orders, 42% of our total
volume. U.S. exports represented approximately 75% of this international
volume.

Similar growth has been achieved by a number of WEMA companies who see
international business as not only a way of increasing their profits, but as a
way of providing jobs for U.S. employees. Of the 189 WEMA companies
responding to our questionnaire, 26% of their total U.S. employment--slightly
more than one out of every four Jobs-exists to support the export of U.S.-made
products. At Hewlett-Packard, one out of every three U.S. manufacturing Jobs
exists to support exports. I would also note that a healthy involvement in
international business has-promoted the Job security of U.S. workers. This is
because in the past, cyclical trends in U.S. and international business have
tended to counteract each other-when one was up, the other was likely to be
down and vice-versa.

The involvement of WEMA companies in international trade has made them
acutely aware of the need for a cohesive national trade policy -which will
improve their ability to compete abroad with U.S. exports and, when required,
by local production. To accomplish this, we believe that legislation should be
enacted which would permit the United States to: (1) negotiate reAuctions in
tariffs and non-tariff trade barriers; (2) take strong action against inequitable
foreign trade practices; (8) respond to serious difficulties caused by imports,
and (4) increase trade with the developing countries and with those areas of the
world which prebently lack Most-Favored Nation Status.

It is in this context that WEMA welcomes this opportunity to appear and
present its views on H.R. 10710, "The Trade Reform Act of 19M8."

I am especially pleased to have with me today Dr. C. Lester Hogan, President
and Chief Executive Officer of Fairchild Camera and Instrument Corporation in
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Mountain View, California. Dr. Hogan will present later a statement which
amplifies both Fairchild's and WEMA's views on H.R. 10710. Because of
Fairchild's experience, I believe that Dr. Hogan's comments, particularly on
Tariff Items 806.80 and 807 and the new European Rules of Origin will be
valuable to the Committee.

H.R. 10710-"Timn TRADi RziroaM AoT or 1978"

WEMA strongly supports the concept and most of the specific provisions of
H.R. 10710, "The Trade Reform Act of 1978," as passed by the House on
December 11, 1978. We believe prompt enactment of this legislation is needed if
the U.S. negotiators are to have credibility with their foreign counterparts and if
the United States Is to achieve the stated purpose of the act "... to stimulate
the economic growth of the United States and maintain and enlarge foreign
markets for the products of United States agriculture, industry, mining and
commerce; and ... to strengthen economic relations with foreign countries
through the development of fair and equitable market opportunities and through
open and non-discriminatory world trade."

H.R. 10710 is a far different-and we believe a much improved-bill than the
proposal which the Administration submitted to the Congress a year ago. Last
May David Packard, Chairman of the Board of the Hewlett-Packard Company,
appeared before the House Ways and Means Committee to offer WEMA's
comments on H.R. 6767 and other-related Administration proposals. In the
course of his presentation, Mr. Packard made twelve specific recommendations
as to how that legislation could be improved. Most of these recommendations
were subsequently accepted by the House Ways and Means Committee and
approved by the House.

There is no question that H.R. 10710 grants the U.S. negotiators substantial
authority over the management of U.S. trade. Some people fear that this
authority might be misapplied, and, thus undermine U.S. efforts which, for
several decades, have been directed towards a multilateral expansion of inter-
national trade through the GATT. WEMA believes that likelihood of such
misapplication is remote. In fact, we believe a firmer, more realistic U.S.
attitude would help convince our International trading partners of our serious-
ness In seeking equity in international trade. This would strengthen GATT and
help make it into a more viable, problem-solving organization.

Let me now offer WEMA's specific comments on H.R. 10710.
Title I-Negotiating Authority

WEMA believes that H.R. 10710 provides the Executive Office of the Presi-
dency with the necessary legislative authority and flexibility to negotiate
meaningful reductions in tariffs and non-tariff impediments to trade. At the
same time, we approve of the careful limitations developed by the House of
Representatives, including those provisions which require reports to the Congress
and the accreditation of 10 members of the Congress as official advisers to the
U.S. trade negotiators. We believe that the Congress must play an active role in
the formulation and implementation of U.S. trade policy.

We are pleased that the House, in approving H.R. 10710, recognized the
Importance of non-tariff trade barriers to increased international trade. Non-
tariff trade barriers are of particular concern to WEMA member companies
who, operating in the areas of high-technology, frequently have products with
sufficient technical qualities to overcome tariff barriers, but which are excluded
or limited by more covert non-tariff trade barriers.
Title I--Oon ultation With Indautry

In WEMA's view, one of the major deficiencies of H.R. 6767 was Its failure to
recognize the need to secure timely and adequate advice frow industry, labor,
agriculture and/or business groups before and during multilL -ral trade nego-
tiations. These are the parties who are likely to be most knowledgeable,
especially with regard to non-tariff trade barriers. WEMA was therefore,
especially pleased, that the House Ways and Means Committee developed the
Advisory Committee mechanism presently embodied in H.R. 10710. This will put
the U.S. negotiators on more of a par with their European counterparts who,
WEMA believes, were generally more effective during the Kennedy Round
because of their closer relationship with the private sector.
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In this connection, WEMA believes that the Senate Finance Committee should
amend Section 185(e) (2). This Section presently, and we believe properly,
provides that the meetings of policy and technical advisory committees may be
exempted from the requirements of the Federal Advisory Committee Act relat-
ing to open meetings, public no-ice, public participation and public availability
of documents. Unfortunately, Section 185(e) (2) does not exempt these advisory
groups from the provisions of Section 11 of the Federal Advisory Committee Act
which requires that "any person" may be furnished minutes of the meetings. This
omission would largely negate the intent of the present language of the bill. We
therefore hope that the Senate Finance Committee will broaden the present
reference to Section 10 of the Federal Advisory Committee Act in Section185 (e) (2) to include Section 11 as well.
Title II-Relief From INjury (Jauaed By Import Oompetition

WEMA generally supports the sequence for extending import relief set forth
in Section 203 of H.R. 10710. In particular, we believe that the Ways and Means
Committee substantially improved the Administration's original proposals relat-
ing to Items 806.80 and 807 of the Tariff Schedules of the United States.

These Tariff Items stimulate the purchase of U.S. origin parts and components
by permitting their duty-free re-entry into the United States when contained in
products manufactured or further processed abroad. WEMA believes that the
potential unilateral suspension of Tariff Items 806.80 and 807 as proposed in
H.R. 6767 would have increased the sale of foreign made parts and components
and thus adversely, affect U.S. exports and U.S. labor.

Dr. Hogan, In his testimony, will discuss the importance of Items 806.80 and
807. Meanwhile, It is worth noting that the U.S. Tariff Commission, after
extensive hearings in 1970, concluded that the net effect of repeal would be a
$150-$200 million deterioration in the U.S. balance of trade and a net-oss of
U.S. Jobs. As It relates to the likely impact of repeal on the electronics
industry, the Tariff Commission found that:

1. ".... repeal of Items 807.00 and 806.80 of the Tariff Schedules of the United
States would not markedly reduce the volume of Imports of the articles that
now enter the United States under these provisionL Rather, the products would
continue to be supplied from abroad by the same concerns, but in many cases
with fewer or no U.S. components, or by other concerns producing like articles
without the use of U.S. materials"

2. "... repeal (of Tariff Items 807.00 and 80680) would probably result in
only a modest number of Jobs returned to the U.S., which likely would be more
than offset by the loss of jobs among workers now producing components for
export and those who further.process the imported products."

8. ... elimination of... Items (807.00) would significantly affect the cost
of imported semiconductors. In the short run, the added costs would probably be
absorbed by the producers of these articles. In the long run, because of price
competition, Its elimination would provide a significant Impetus to increase the
amount of manufacturing that would be performed abroad."
Title lr-AdJustment Aasostanoe

WEMA supports the expanded and liberalized adjustment assistance provi-
sions for employees--support payments, retraining, and job search allowance-
specified in Chapter 2 of Title II. International trade is subject to continual
change, and as the record shows, the existing adjustment assistance program has
been inadequate and disappointing.

WEMA also supports Chapter 8 of Title II, relating to adjustment assistance
for firms We believe that a temporary slowdown of Imports, by means of the
import relief provisions of H.R. 10710, may be insuffmcient to restore many
Impacted firms to economic health. Many of these companies, particularly the
smaller ones, will require outside assistance. We believe it is vitally Important
to try to restore ailing firms to economic health. There Is no substitute for a
sound and viable local business offering secure job opportunities.
Title lII-Relief Prom Untar Trade Practioes

WEMA generally supports the provisions of Title III. In particular, we are
pleased that the problem of subsidies In international trade has been recognised
and that Section 801 would permit retaliation against such subsidies.
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WEMA does have one recommendation with respect to the countervailing duty
provisions. As written, H.R. 10710 permits the Secretary of the Treasury to
waive application of countervailing duties for a period up to four years in
cases where such an application would threaten completion of trade negotiations.
However, the bill further stipulates that such a waiver be limited to only one
year whenever the products are produced in foreign government-owned or
controlled facilltie& We believe the one-year period may be much too short to
permit negotiation of a satisfactory agreement on subsidies and thus we
recommend deletion of this arbitrary one-year limitation.

; Title IV-Trade Relations witht Qou.ntries Not Bnjo$l.g Non-Diorimit~torv
Treatment

None of the Communist countries recognize the right of emigration. Therefore,
Title IV, as passed by the House of Representatives, would prohibit the
extension of Most-Favored Nation (MFN) tariff treatment and U.S. Government
credits and credit and investment guarantees to all Communist countries except
Yugoslavia and Poland which have already been accorded MFN status.

WEMA believes there are four major reasons why Title IV should be modified
to permit the extension of MFN treatment and the granting of credits to the
Communist countries when such actions are in the best Interests of the United
State& Failing modification.

Title IV should be deleted from H.R. 10710:
1. The humanitarian intent behind the tying of the extension of non-discrimi-

tory tariff treatment, credits and credit and investment guarantees to the
freedom to emigrate is commendable. However, we believe that the most
effective way to solve problems of this type is through a broad range of
diplomatic efforts instead of the inflexible provisions of Title IV which are only
likely to Increase Soviet resentment. Instead of changing the nature of their
society for the sake of increased trade, the Soviets might even revert to the more
repressive policies of a couple of years ago.

2. Private persuasion and quiet diplomacy have brought about much of the
recent improvement in U.S.-Soviet relations. This slowly developed and fragile
detente, possible in large part because of the Soviet desire for increased trade,
is needed more than ever today. The passage of Title IV into law is likely to
force the U.S. and the USSR back into a policy of confrontation.

8. Continued denial of Most-Favored Nation tariff treatment has a negative
effect on U.S. exports since It severely limits the ability of the Communist
countries to sell their products in the United States aid, thus, earn sufficient
funds to increase their purchases of U.S. products. In addition, the Communist
countries see the denial of non-discriminatory tariff treatment as placing them
In a "second class" statuL This has a powerful symbolic, almost emotional,
impact. So long as the United States Is unwilling to extend MFN tariff
treatment, long-term prospects are not too bright for increased two-way trade
and the settling of long-standing differences such as lend/lease with the USSR.

4. The elimination of Export-Import Bank credits and credit guarantees
would encourage Communist purchasers to seek an increased number of prod-
ucts from our West European and Japanese competitors who do not restrict
themselves on matters of export credits This would reduce the substantial
growth which has occurred in recent years In U.S. exports of peaceful, non-
strategic goods to the USSR, the Socialist countries of Eastern Europe and the
Peoples' Republic of China. Some figures may help illustrate the growing
importance of these markets. In 1970, only $80 million, less than 1% of the $48
billion in U.S. exports, went into the USSR and Eastern Europe. In 1978 U.S.
exports to these countries were well over $2% billion. Although close to 80%
were agricultural products, principally wheat, corn and soybeans, U.S. exports
of industrial commodities played a prominent role, increasing some 7-% times
to almost $200 million in the period 1965 to 1972.

A good measure of this growth has been due to the recent more realistic
attitude of the U.S. Government towards East-West trade. This demonstration of
interest, including the elimination of many unnecessary export controls and the
ability to extend credits In certain well-warranted cases, has encouraged the
Communist countries to consider United States firms as reliable suppliers. It
has also encouraged U.S. businessmen to make major long-term commitments In
funds and personnel which are required to develop these complex and difficult
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markets. A reversal of present U.S. policy would negate'these gains and
relinquish this important market to our West European and Japanese competi-
tors, all of whom are in business for the long haul and none of whom restrict
themselves on matters of credit.

RELATED MATTEB8
Aooees to Raw Materioas

The Ways and Means Committee, in considering the Trade Reform Act of
1973, concentrated on the need to: (1) achieve greater access for American
products in foreign markets; (2) develop reasonable and equitable restraints
against imports severely affecting U.S. workers and U.S. firms, and (3) provide
effective adjustment assistance to U.S. workers and firms impacted by abnormal
increases in imports. Since the Ways and Means Committee finished Its work,
another problem area has arisen which calls for immediate attention. This is the
problem of access to scarce raw materials needed to support the economy of the
U.S. and promote the welfare of Its citizens.

The export controls placed by the Arab countries on oil shipments provide the
most dramatic illustration of the difficulties we and other countries face in
obtaining raw materials. Similar export controls could, however, be imposed by
other countries-on other raw materials presently or potentially in short supply.
The United States is already more than 50% dependent on imports for six of the
thirteen major raw materials required by our industries. Estimates show that by
1983 we will be dependent on imports for nine of these materials.

Early in December, 1978, Senators Mondale and Ribicoff called attention to
this problem and recommended modification of H.R. 10710 so that one of the
major objectives of the United States would be to enlarge the scope and powers
of the GATT to deal with the critical issue of scarce raw materials. Senators
Mondale and Ribicoff also suggested language which would permit retaliation
against unjustified foreign export controls over raw materials and supplies
essential to the well-being of the United States.

WEMA agrees that the only way to deal effectively with the problem of
unjustified restrictions on raw materials is through increased multilateral
cooperation, preferably within the GATT. We prefer this approach to that,
recommended by some, of merely modifying the Export Administration Act of
1969 to permit the United States to unilaterally impose counter-embargoes. The
United States is no longer the only or even a major supplier of commodities to
which counter-embargoes could be applied. Other countries could, and probably
would, supply these commodities. For this reason, we believe U.S. counter-
embargo measures under an extension of U.S. export control authority would be
largely ineffective.

WEMA is concerned, however, that some of the provisions suggested by
Senators Mondale and Ribicoff, particularly those dealing with retaliation, stem
directly from the recent, largely politically inspired oil embargoes. As a result,
these measures may be too extreme when it comes to future situations in regard
to other commodities in short supply. For this reason, we urge the Finance
Committee to thoroughly consider the problem of raw material shortages and to
make appropriate changes in H.R. 10710. These changes might be more along the
more moderate lines recently proposed by the Administration, perhaps in
connection with the proposals of Senator Chiles and others to modify the Export
Administration Act of 1969. Action along these lines would enable the U.S. to
more easily impose counter-embargoes in the event a multilateral solution
proved impossible.
International Tax (onsiderations

Although H.R. 10710 does not Include any international tax change, from
time to time various proposals have been advanced Including those of the
Treasury Department which the President transmitted to the Congress on April
10, 1973. Additional International tax measures were suggested to the Ways and
Means Committee preceding and during their consideration of the Trade Bill. I
also understand that the Finance Committee has received several international
tax proposals and may even be inclined to write some of them into H.R. 10710.

In view of this interest, I would like to spend a little time describing how
WEMA's high-technology companies operate abroad. In doing so, I hope the
importance of fair and equitable tax provisions will become obvious. WEMA
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urges the Congress not to enact tax rules and regulations which would permit
our foreign competitors to seize market opportunities to the ultimate detriment
of U.S. industry and labor. We believe that any changes in our international tax
laws should be made with the objectives of:- (1) increasing U.S. exports and the
concomitant number of U.S. Jobs and, (2) permitting U.S. companies to operate
abroad on the same basis as their foreign competitors.

To understand our reasoning, it is important to consider our high-technology
industries and their international activities in the following context:

1. Most WEMA companies do not manufacture abroad. Those that do, like the
Hewlett-Packard Company, find that manufacturing abroad enables them to
meet foreign competition much more effectively with U.S. manufactured prod-
ucts as well as with foreign manufactured products.

2. In many cases, if manufacturing abroad was not undertaken, a substantial
part of the local foreign market or even a regional trading block could be lost.
The importance of this to U.S. high-technology firms should not be underesti-
mated. Foreign markets are prime growth areas and many U.S. companies,
particularly those in electronics, have a considerable advantage in technology.

3. The loss of foreign markets would have an adverse effect on U.S. employ-
ment and U.S. prices. Employment would be affected because, as I have already
indicated, many U.S. Jobs exist to support U.S. exports of finished products and
also, because U.S. manufacturing subsidiaries abroad are among the major
purchasers of U.S. origin parts, components and raw material. A loss of exports
would raise prices because reduced U.S. production volumes would lower
efficiencies and increase costs, and

4. The loss of foreign markets would reduce U.S. exports and curtail
dividends and other payments from overseas operations. This would have a
severe adverse effect on the U.S. balance of payments and the U.S. balance of
trade.

Let me use my own company to illustrate some of these points. As I
mentioned earlier, last year Hewlett-Packard received $811 million in orders
from outside the United States. This represented 42% of our total orders and is
a substantial increase from the average 10 to 12% in international business we
received during the 1950's, before we began to make investments in marketing
and manufacturing facilities abroad. Thus far in 1974, our international mar-
kets have been especially active; international orders at $108-million for the
first three months are up 59% over the comparable period of fiscal 1978. We
look forward to continuing growth though perhaps not so great, for the balance
of the year. OVer the years, the Hewlett-Packard Company has strongly sup-
ported the U.S. balance of trade. From 1954 to 1973, for example, we made a
positive contribution of almost $1 billioxi to the U.S. balance of trade.

It is interesting to examine the composition of our international orders in
terms of U.S. exports and products manufactured abroad. You will note from
Exhibit I that the value added abroad was almost $80 million, or 11 percent of
total corporate orders in 1973. The difference between the two curves represents
our U.S. exports-in 1973 about $235 million, or 32 percent of the corporation's
business, and some 75 percent of our international volume.
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Clearly, this export activity requires a proportionate amount of our total
employment--development and production engineers, manufacturing people,
clerks, accountants, etc. So far as manufacturing is concerned, over 5,600 Jobs,
85 percent of our total U.S. manufacturing employment, exists to support our
international activities--which in turn have grown so fast only because of the
investments In marketing and manufacturing facilities we have made abroad-
8,600 of these Jobs are In California, 1,800 are in Colorado and the balance is
distributed among the states of Massachusetts (825), Pennsylvania (160), and
New ,Tersey (220).

Let's look at these growth figures. They show that Hewlett-Packard has grown
much faster than the growth of the U.S. economy. In the years 1960 to 1970, for
example, the average annual increase of U.S. gross national product was a
little less than 7 percent. For Hewlett-Packard's sales as a whole, it was
slightly over 16 percent, but for our exports the annual average Increase
amounted to almost 28 percent I

Similarly, while total employment in the U.S. grew less than- 2 percent per
year from 1960 to 1970, Hewlett-Packard's manufacturing employment in the
U.S. rime at an average annual rate of about 15 percent, while our U.S.
manufacturing employment dependent on exports aveiagV a 24 percent annul
inereame.

In every case where we have established facilities abroad to manufacture
finished goods, the principal motive has been to protect and expand our markets
outside the United States. Manufacturing at these locations largely eliminates
transportation charges and local tariffs. This makes our products competitive
with those of local manufacturers.



2283

44 4

INEWL TT-P=€LR HUPO '

If gNAN ORKR *- OK* JA MESE ONR~

P.II

£ 114 ,W A

In our experience, manufacturing abroad also has a strong positive effect on
our U.S. exports. The three charts in Exhibit II show the increase in orders for
our U.S. products which occurred after we had established manufacturing plants
In West Germany, the United Kingdom and Japan. We find that manufacturing
even a relatively limited variety of standard, higher volume products overseas
identifies us as a local supplier and thus benefits all of our product lines and
services. As a result, U.S. exports to these areas have grown at a rapid rate. I
am certain that if we had not begun manufacturing in West Germany, the
United Kingdom and Japan, we would not have secured anywhere near as large
a portion of these markets.

As a matter of fact manufacturing abroad to not a simple affair, and today
with increased inflation, currency Instabilities, complex foreign laws and retu-
lations, etc., it is sometimes more costly than comparable operations in the
United States. At Hewlett-Packard, we have found that the once substantially
lower manufacturing labor rates abroad have steadily increased. In addition,
our overseas plants have to pay the added cost of importing many of their parts
and components, and also do not enjoy the higher efficiency and lower unit costs
of long production runs. When you add these up, some products may actually
cost slightly more to produce abroad and thus partially or completely offset the
local tariff advantages. Yet even in these cases, we consider local manufactur-
ing a strong plus because it maintains our presence in the country,, fdrms a
strong basis for product support and keeps us closely attuned to local needL

Hewlett-Packard's experience is matched by the experience of a number of
other WEMA member companies. These companies have found that manufactur-
ing abroad to penetrate growing foreign markets has increased their U.S.
exports and provided greater and more stable employment opportunities for
their U.S. employees.

In addition, almost every WEMIA company finds that marketing abroad in an
expensive matter particularly in the developing countrieL Qualifed sales
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engineers are difficult to find and to retain. Customers tend to be scattered more
widely, need greater assistance and pay their bills more slowly than their U.S.
counterparts. Adequate after-the-sale-service is also costly. Skilled service
personnel and sizeable parts stocks are necessary but frequently under-utilized
compared to similar situations in the United States.

Let me take a moment to describe how my company uses U.S. tax incentives
to overcome some of these problems and thus increase U.S. exports.

The Hewlett-Packard Company has always recognized the need for an aggres-
sive international marketing program carried out, wherever possible, by techni-
cally oriented, locally based sales and service organizations. Unfortunately, in
many areas abroad the market is so slim or growing so slowly that it is not
economically feasible, at least for the first few years of operation, to expend the
funds and effort necessary to establish and maintain effective sales and service
organizations.

This was the situation in regard to Latin America in the early 1960's-a
potentially good market but one whose proper development seemed beyond our
means. After reviewing the matter, we decided to establish a Western Hemi-
sphere Trade Corporation (WUTC) and use the tax benefits to expand our
Latin American marketing efforts.

Hewlett-Packard Inter-Americas was established in early 1964. A program of
sales visits to the principal countries was immediately begun. In addition,
participation in local technical exhibitions was increased, and our existing
network of independent sales representatives in the various countries was
extensively revamped and strengthened. As signs of market growth became
unmistakable, further efforts were undertaken. This included the establishment
in 1966 and 196T of wholly-owned or controlled sales and service organizations
in Argentina, Brazil, Mexico and Venezuela. These organizations, in turn, hired
technically trained, local sales engineers and service technicians and began an
extensive cultivation of their local markets. We also leased space on a U.S. flag
freighter for a small exhibition of our products to which we invited local
electronic engineers and doctors as the ship visited various Latin Americani
ports.

Ten years has elapsed since Hewlett-Packard Inter-Americans started to
function. In this time the cumulative WHTC tax benefits have amounted to a
little over $1 million, and virtually all of this amount has been spent to
increase our penetration of the Latin American market. Exhibit III shows how
well this effort has paid off. Our Latin American sales, which had been going
along at a steady level for many years, began to rise almost immediately upon
the establishment of our Western Hemisphere Trade Corporation. An even
greater amount of growth occurred after the four sales organizations were
established in 1966-67. Taking the ten-year period as a whole, the average
annual compound growth rate of our business in Latin America has been 81%.
This compares to an overall growth rate of 27% for international sales in the
same period (Exhibit I) and 27%, 26% and 36% respectively for the strong
major markets of West Germany, United Kingdom and Japan (Exhibit II).
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Quite frankly, we believe our use of the Western Hemisphere Trade Corpora-
tion has produced many benefits. For example, many of our Latin American
customers have access to improved assistance and service Perhaps more impor-
tant, some 600 U.S. manufacturing workers owe their livelihood to our Latin
American business, and the entire effort has been a benefit to the U.S. balances
of trade and paymentL I feel perfectly confident that, had we not undertaken
this ten-year effort, our business in Latin America today would be perhaps % to

lower.
The Domestic International Sales Corporation (DISC) legislation passed by

the Congress and signed into law at the end of 1971 provided some tax
incentives which would permit U.S. exporters to compete on more nearly the
same basis as their foreign competitors. WBMA welcomed the DISC concept as
an extremely useful one particularly to encourage and support smaller export-
ers. In fact, we believe the Congress should seriously consider stimulating
further export efforts by increasing DISC benefits to those firms new to export
and to smaller exporters. Such stimulation might take the form of 100%10
deferral on annual exports uj) to perhaps $2 million.

With all this as background, let me say that WEMA thoroughly agrees with
the President's comments on April 10, 1978, "that investment abroad, on balance,
means more and better jobs for American workers;'- We also believe to be
successful abroad, many U.S. firms have to make a greater Investment and take
greater risks-than they would in the United States Under these circumstance,
measures that call for limits on international investment and special taxes on
profits earned abroad blunt incentives and severely limit competitive ability.
U.S. controlled business abroad should be permitted to operate, so far as
possible, under the same tax burdens which apply to their foreign competitors
and tales paid abroad should continue to be directly creditable against U.S.
taxes. Only in this way can U.S. subsidiaries abroad compete with their foreign
competitors on a fair and equitable basis. Finally, we believe that the Congress
should enact only those changes in the U.S. tax laws which would remedy specific
situations The Congress should not enact a comprehensive series of new tax
rules and regulations which would handicap U.S. firms operating abroad, permit
foreign competitors to seize market opportunities, and ultimately, result in a
loss of Jobs here In the United States.

OONCLU5ION

In conclusion, Mr. Chairman, I would simply say that WEMA supports the
concept and, with the exception of Title IV, most of the provisions contained in
H.R. 10710. We believe that prompt enactment of this legislation is necessary to
enable the U.S. negotiators to deal effectively with our trading partners in the
present round of trade negotiations.

We believe that the provisions presently embodied in Title IV would ad-
versely effect the interests and welfare of the United States. We, therefore, hope
that this committee will modify Title IV to permit the extension of MFN
treatment and the granting of credits when such actions are in the best interests
of the United States. If mod.flhcation is not possible, WBMA recommends that
Title IV be deleted.

WEMA believes a pressing need exists to ensure equitable access to scarce
raw materials needed to support the economy of the United States and promote
the welfare of Its citizens. We, therefore, recommend adoption of language which
would seek enlargement of the scope and powers of the GATT to deal with this
critical issue, and permit retaliation, if required, against unjustified foreign
export restrictions on scarce materials essential to the wellbeing of the United
States.

WEMA believes that any changes in our tax laws affecting U.S. trade and
U.S. firms operating abroad should be made with the objectives of Increasing
U.S. exports and permitting U.S. companies to operate abroad on the same basis
as their foreign competitors. In this light WEMA urges the Congress %ot to enact
tax rules and regulations which would handicap the international operations of
U.S. firms and permit foreign competitors to seize market opportunities to the
ultimate detriment of U.S. industry and labor.

This concludes my formal presentation; I will be pleased to respond to any
questions the committee may have either now or after Dr. Hogan finishes his
testimony.
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PWWAMZ STATEMENT or DR. C. LsTER HOoAN, PRESIDENT AND CHIEF EXECUTIVE
OFFICER, FAIRCHILD CAMERA & INSTRUMENT CORP.

Mr. Chairman and members of the Finance Committee . . .

I greatly appreciate the opportunity to be here today and would like

to thank-yQu for allowing me to comment on foreign trade legislation

which is before the Senate at this time.

I'd like to preface my remarks by saying that Fairchild Camera

and Instrument Corporation -- as a long-standing member of WEMA

and the electronics community in general -- basically agrees with

the observations Mr. Hewlqtt just made regarding the Trade Reform

Act of 1973.

As you know, our industry has always taken a strong position

in favor of free and equitable trade policies in the world marketplace.

We firmly believe this is in the best interests not only of high technology

companies such as ours, but also of the entire United States.

Because of Fairchild's experience in internationally integrated

manufacturing operations, I intend to point out some of our convictions

regarding any trade legislation that might be passed this year.
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For instance, you undoubtedly are aware that we have steadfastly

opposed those who claim that American semiconductor manufacturers

should be denied the use of Tariff Items 806. 30 and 807. 00. The House

Ways and Means Committee recognized the unique characteristics of

the semiconductor -- or solid-state electronics -- business, and the

importance of these tariff items to our industry and the United States.

I'd like to clarify some of the major reasons for our belief that

open trade policies are beneficial to the U. S. and at the same time give

you an appreciation for the environment of international competition

which is typical of most high technology industries.

As U.S. semiconductor technologies continue to permeate the

world marketplace, the importance of maintaining America's dominance

in international markets, many of which are just emerging, is clear.

In 1970. 1 had the pleasure of appearing before the U.S. Tariff

Commission to explain the position of the American semiconductor

industry. Last year I testified along with Mr. Hewlett's colleague --

David Packard, who I know is familiar to all of you -- before the Ways

and Means Committee on the Trade Reform Act you're now considering.

On each of those occasions we described what we considered to

be some rather impressive accomplishments for America's high

technology industries and, in retrospect, it seems that these industries

continually outstrip the most optimistic forecasts.
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In an environment of free and equitable trade competition,

whenever and wherever American semiconductor firms have participated,

they invariably have succeeded in gaining a position of strength. U. S.

companies mast be provided every opportunity to do business on foreign

shores without unnecessary constraints. The rewards are not only limited

to our industry and its beneficial effects on such important national

concerns as balance of trade and domestic employment and payrolls.

The semiconductor industry also has a direct impact on many large U. S.

industries that utilize solid-state devices in their products.

U. S. Semiconductor Industry.. act on Other U. S. Industries

The U. S. computer industry, for one, would not be what it is

today without semiconductor technologies. The incorporation of

semiconductor devices into data processing systems of all sizes has

been primarily responsible for the proliferation of higher performing

and less expensive computers throughout the world.

The electronic calculator industry is another fitting example.

That industry would have been totally lost to Japan if it had not been

for American semiconductor firms and their technological developments.

Just three years ago the Japanese had almost complete control of

this marketplace -- more than 75 percent. Today, primarily because

of U.S. semiconductor techniques which allow us to put literally all

of the electronic functions on one tiny chip of silicon, Japan owns

only about a fourth of the electronic calculator market, which essentially

has returned to U. S. firms. The high-labor assembly requirements

for the electronic calculator are simply no longer the factor they

once were.

But computers and calculators are only two areas where American

business has profited because of the semiconductor industry.
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The U. S. lost the radio and black-and-white television markets

during the 1950s because we did not have the capability to cost- effectively

compete with the Japanese. Today American firms are retaining the

color TV marketplace because of solid-state electronics.

Just as important are the areas of potential. Semiconductors

and other electronics are only beginning to penetrate such fields as

automobiles, cameras, household appliances, timepieces, industrial

processing equipment and communications systems. These giant markets

cou'd, and probably would, go to foreign business if the U. S. semiconductor

industry does not remain viable.

Tariff Items 806. 30 and 807. 00

Let me now address Tariff Items 806. 30 and 807. 00, which

basically, as you know, allow American manufacturers to produce

parts domestically. . . ship them abroad for assembly or processing . . .

and then reimport finished products with duty only upon the value of

the assembly abroad.

For the semiconductor industry, these provisions are critical.

Only about five years ago we were putting the equivalent of several
0

hundred electronic components on a single chip of silicon smaller

than the size of your fingernail. Today we can put many thousands,

sometimes tens of thousands, of components on these tiny chips,

and this capability will continue to grow.

International competition in our business is fierce, however,

and our overseas operations are the most effective means for U.S.

companies to remain competitive.
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Essentialy there are two basic functions in producing our products.

The diffusing, etching and building of these complex devices are

accomplished right here in the United States. But the problem of

connecting the wires so that this mass of electronic circuitry can be

connected to the outside world is definitely a low-technology, high-labor

part of our business. Therefore U. S. semiconductor companies since

the early and mid-1960s have concentrated their assembly operations

offshore.

This is where Tariff Items 806. 30 and 807. 00 are so

important . . . they allow U.S. firms to operate cost-effectively,

and thereby lead the world in the international marketplace. As I

will explain, the economics of the U.S. semiconductor Industry, as well

as my own corapany, support this.

Economic Facto's

In 1973, the semiconductor industry produced and sold

$4. 5 billion worth of semiconductor devices worldwide. We estimate

that in 1980, the industry Will produce and sell something in excess

of $11 billion worth of these devices. And for the remainder of the

decade we anticipate a cumulative semiconductor marketplace of more

than $60 billion.

If U. S. companies are going to compete in this environment,

they must be allowed to build products in the most cost-effective manner.

30-229 0 - 74 - 36
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In 1974, for instance, the United States marketplace is expected

to consume some 48 percent of the world's semiconductor devices.

However, American companies will produce approximately 62 percent

of the world market, thanks to the overseas operations and policies

which allow us to remain competitive (see Figure 1).
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figure 1

International semiconductor consumption is now growing at

a faster pace than United States consumption. In 1980, for instance,

the U. S. will be consuming some 42 percent of the world semiconductor

market. Nonetheless, if allowed to compete fairly on the international

scene, we expect that U. S. companies can still produce 64 percent of

the world's semiconductor devices (see Figure 2).
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WORLDWIDE SEMICONDUCTOR MARKET
1980 CONSUMPTION AND OWNERSHIP
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Figure 2

Industry statistics from 1958, running through 1980 projections

(see Figure 3), definitely show this trend toward international markets.

The United States market will continue to grow dramatically

in dollar volume, but will ciecrease each year as a percentage of the

total.
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Figure 3

The 1980 semiconductor market is expected to be more than

$11.4 billion, with Japan's and Western Europe's combined potential

exceeding that of the U. S. This is another strong sign that the United

States should retain and safeguard its competitive position everywhere.

When we consider all of this potential, I think an inipressive

fact is that the U. S. semiconductor industry's balance of trade has

been consistently positive for more than a decade and, except for

the 1970-71 recession, has shown steady progress (see Figure 4).

This is considerably different from the erratic overaU balance of

trade of the U. S. (see Figure 5). In 1973, the U.S. semiconductor

industry's positive balance was $490 million, and is expected to-approach

$600 million in 1974.
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Looking specifically at Fairchild Camera and Instrument
Corpora tion, our semiconductor trade balance also has been
consistently positive (see Figure 6). Last year we accounted for
$44 million, or 9 percent, of the industry's favorable balance of
trade. In 1974, we expect a positive trade balance of $75 million,
or 13 percent, of the industry', total.
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Figure 6

The Industry has enjoyed a positive balance of trade in all of

what are currently the major semiconductor markets outside the

U. S. - - West Germany,' the United Kingdom, France and Japan (see

Figure 7, 8, 9, 10).
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Figure 10

In Japan, the U.S. industry's balance of trade has usually been

highly positive, but capital investment restrictions have prevented

American companies from establishing a strong internal manufacturing

position.

We at Fairchild recently improved our performance in Japan

through a joint venture. The Japanese have eased their trade barriers

to a minor extent recently but they still remain strong and the

concessions that were made came only after hard negotiations. I think

this Lurther bears out the need for the U. S. government to be equipped

to engage in trade negotiations. Tariff and non-tariff trade barriers

also currently exist in Europe -- a topic I'll discuss in my closing

comments.



2299

-13-

Despite certain restrictive policies in these areas, Fairchild

and other American firms have been able to increase their sales,

thanks to the current U. S. tariff rules which permit us to keep

ourselves cost competitive. My company's sales in Western Europe,

for instance, have increased 200 percent in the past two years (see

Figure 11). We've also seen comparable increases in the Far East

(see Figure 12). And in Japan, we have actually more than tripled

our business in the same period. Our ability to have internationally

integrated assembly operations -- facilitated by Tariff Items 806. 30

and 207. 00 -- was key to this success.
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Figure 12

Domestic Employment

Of equal significance is the fact that increases in both domestic

employment and payrolls have been realized because internationally

integrated manufacturing facilities have allowed U. S. semiconductor

companies to achieve worldwide industry leadership.

Contrary to views advanced by some, international operations by

innovative and technologically sophisticated companies do not export

jobs at the expense of American workers.

The growth of jobs in the semiconductor industry actually

corresponds with the establishment of offshore facilities, which

essentially began in 1962 (see Figure 13). Because offshore operations

allowed the U. S. semiconductor industry to be competitive and to

grow,7they favorably influenced domestic employment, which has

nearly doubled in the last decade.
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The employment decline in 1970-71 was caused by the

recession. However, the U.S. semiconductor industry achieved

peak employment levels in excess of 100, 000 last year and this is

expected to increase by about 20 percent in 1974.
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Figure 13

Some argue that denial of Items 806. 30 and 807. 00 would

bring foreign assembly jobs "back" to the United States. Whatever

the case in other industries, that is simply untrue in the semiconductor

business. The overwhelming majority of semiconductors can only

be sold very cheaply -- first, because their inexpensiveness is a

prerequisite for their large-scale use in electronic end-equipment;

and second, because foreign competition will always be present.
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As a result, most semiconductor products cannot be marketed

anywhere if they are assembled with domestic labor at U.S. wage

rates. Increased labor costs for our company alone would be an

estimated $70 million per year. The cost of our products therefore

would increase substantially and would undoubtedly price them out of

the market. The undeniable fact is that semiconductors are one of

those product types that cannot be totally produced in the U.S. and

sold competitively.

Should Tariff Items 806. 30 and 807. 00 be repealed without

alternate policies instituted, U.S. semiconductor manufacturers

who want to remain competitive could well be forced to take the only

alternative available to them -- shifting more operations abroad.

Thus, the unalterable economics of semiconductor production dictates

that the elimination of these Tariff Items would substantially reduce

U. S. employment.

Semiconductor operations in the Far East and the U.S. are

not by any means independent of one another. We estimate that

nearly one out of every four of our domestic employes directly

support or interface with offshore facilities (see Figure 14).
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At the same time, over the past decade, U. S. payrolls in

the-semiconductor industry show significant growth patterns

(see Figure l5). Following a slight downturn during the recession,

industry payrolls have now surpassed the peak levels of 1969,

standing at t.he $950 million mark and more than doubling during

the last decade.

SEMICONDUCTOR INDUSTRY PAYROLL
(PAIO TO U.8. EMPLOYEES)
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Figure 15
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It also is worth noting that the semiconductor industry is

an anti-inflationary bus-iness in an inflation-plagued world. The

average selling prices for semiconductor products continually go

down as volumes increase and manufacturing cost reductions are

realized (see Figure 16).

AVERAGE PRICE OF SEMICONDUCTOR&
J11" 0i THE UNMITD STATES)
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Figure 16

This non-inflationary characteristic Is contrary to most

industries, but it has allowed the semiconductor business to help

improve the quality of other U. S. products as welL.

For one thing, it makes these other products price competitive

in both U.S. and international markets. Repeal of the current tariff

(806. 30 and 807. 00) provisions, and the institution of protective polices,

would therefore diminish the competitiveness of other U.S. companies.
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Correspondingly, semiconductor industry price declines

as the result of cost-effective manufacturing, have resulted in

consistently increasing unit sales and production (see Figure 17).
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Figure 17

The competitiveness of the U. S. semiconductor industry strictly

depends upon continuing low prices for products and the increase

in demand which results. As I've said, this is only made possible by

internationally integrated manufacturing operations.

We have found that most persons advocating discou-iauance of

Tariff Items 806. 30 and-807. 00 do not offer realistic solutions for

the semiconductor industry, or for the United States.
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Some have suggested automation of the assembly process in

the U. S. I'd like to answer that suggestion by explaining that e-ich

semiconductor or line of semiconductors requires cuswm-mad,

automated assembly equipment. When the market for a particular

semiconductor product is relatively stable, the investment in the

complex and expensive machinery for automated assembly makes

sense. In those cases where it is economically possible we do

automate to bring foreign assembly and production back to the U. S.

However, in the case-of many semiconductor products, innovation

is so rapid that by the time the custom-made assembly machines

are ready for production, the particular semiconductor is nearly

obsolete. And even if the product is still selling, it in rare that one

semiconductor product is sold long enough to return the enormous

cost of buying automated assembly equipment.

Finally, because of intense competition, many semiconductors

must be designed and produced before there is any certainty that a

sizeable market exists. No company can repeatedly risk capital on

automated assembly operations under these circumstances, nor can

a company afford the time lag between innovation and production that

automation entails in areas of rapid product development. land assembly

provides the flexibility of rapid production and low capital investment

required to keep pace with competition.

I've already addressed the employment question but I would

like to emphasis that Fairchild Camera and Instrument Corporation

is very sympathetic to labor's concern over any unfair competition

from abroad which causes unemployment.
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We believe that the present level of unemployment in the
U. S. is entirely unacceptable and we've always conducted our company's
operations with this in mind, expanding in areas of chronic unemployment

such as-New England (Maine).

National Security and Potential Eastern Trade

A marketplace that I did not allude to earlier but which is only
now emerging and becoming available to Western world semiconductor
firms is in the Eastern Bloc nations. We estimate that this rather
controversial area offers a potential commercial semiconductor
market in excess of $5 billion for the remainder of this decade.

Recognizing the sensitivity of doing business in this sector of
the world, however, I do not advocate totally opening the technological
doors to these nations. But, whenever and wherever national security
is not jeopardized in any way, I am convinced it is in the best interests
of our nation to trade in the Eastern Bloc. Mr. Hewlett cited a number
of the substantial benefits that are, and can be, realized.

Of course, adequate national security safeguards must be
provided. Aside from closely scrutinizing the types of technol6j-Ses
to be transferred, on-site monitoring and other precautions should
be built into any trade agreements. We also should make every effort
to guarantee a share of market for American firms.
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If we do not sell to this area, our Western European and

Japanese competitors most certainly will, and in some instances

are already doing so. The East can provide an important customer

base for U.S. semiconductor firms and sales to the East would

certainly help insure our position of leadership in world markets

by supplying additional resources for us to recycle into future research

and development.

Therefore, with national security always a primary consideration,

-e believe the U. S. should enter the Eastern marketplace. One

thing is definite: if we do not, our competition in Europe and Japan

will.

Foreign Trade Barriers

The final point I'd like to touch on today relates to the European

Economic Community and certain trade barriers some of our allies

have placed on non-European products, and thus on the U.S. semiconductor

industry.

One of the most disturbing developments in international trade

is the European Rules of Origin which unfairly penalize products produced

in Europe using American-made devices. Potentially, these rules

could drastically reduce the volume of American exports of electronic

components in the European Economic Community (EEC) and European

Free Trade Association (EFTA) countries.
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Denial of the European market to the American semiconductor

industry would have one of two effects: 1) it would force American

companies to develop European manufacturing facilities sufficient to

meet the requirements of the European Rules of Origin, r gardless

of the costs and inefficiencies involved, or 2) it would deny to

American companies a vital market for semiconductor devices.

The latter alternative would also seriously reduce our cost

competitiveness and would not only have an impact on the number of

people employed by our industry in the U. S. but also in numerous

lesser-developed countries.

As we understand the European Rules of Origin, for an

electronic or other manufactured product to be classified as

originating in an EEC or EFTA country, the value of the non-originating

material and parts used in the product must not exceed 40 percent

of the value of the finished product.

- The Rules also state that the value of non-originating semiconductors

used in electronic equipment classified in certain specified classes

of the Brussels Tariff Nomenclature, must not exceed 3 percent of

the value of the finished equipment.
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An additional hurdle is placed in the way of American

aemlconductor products in that non-originating parts and materials

classified in the same tariff heading as the finished product

(chapters 84 to 92) of the Brussels Tariff Nomenclature, must be no

more than 5 percent of the value of the finished product.

Thus semiconductor devices produced in Europe from wafers

fabricated in the United States would not qualify as an originating

product under this provision. A European manufacturer who uses

American semiconductor devices in end products such as computers.

television sets and other electronic equipment would be forced to

purchase his semiconductors from a European manufacturer.

The only alternative to meeting these requirements for the

semiconductor industry seems to be the establishment of European

manufacturing facilities. However, such facilities are not as

economically sound as our present manufacturing capabilities. The

result would be the loss of our cost competitive position in these

markets.

- Today, nearly all semiconductor devices produced by American

firms in Europe do not qualify as originating products under the

guidelines set forth by the European Rules of Origin. Under present

plans, we understand these rules will be in full effect by 1977.

An important part of the GATT negotiations therefore must

be the elimination of the Rules of Origin provided for by the

Agreements between the European Economic community and the

European Free Trade Association.*
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Senator PACKWOOD. Let me apologize for Senator Byrd's absence.
Hestill plans to get here if he can this morning. He is tiedup in an
Armed Services Committee meeting on some critical votes and
amendments and he asked me to express his apologies.

For the rest of the witnesses, let me say that It is my intention, as
long as I am presiding, to go right through this morning and finish
up whatever the time, if that is 12:80 or 12:45, whvy we will just keep
going until we finish.

Senator Taft?

STATEMENT OF RON. ROBERT TAFT, JR., A U.S. SENATOR FROM
THE STATE OF OHIO'

Senator TAw. Thank you very much, Senator. I appreciate very
much the opportunity to be here to discuss what is certainly one of
the most important bills before the Congress at this time.

I understand that my colleague, Senator Percy of Illinois, a cos-
ponsor of the Adjustment Act that we introduced last year, has
already testified and I do not anticipate trying to repeat the general
approach that Senator Percy, I know, has already set forth very
ablyAb ave a prepared statement in some detail as to our views on the

committee bill that has been developing and I would just like to
submit that for the record.

Senator TAFT. I would like, at this time, to point out some of the
specific differences in the adjustment assistance provisions that are
covered, generally, in my statement, but I would like to be very
specific about the differences between the bill which we have intro-
duced (S. 1156) and the House bill.

They are as follows: The House bill would cut off the worker's
benefits after 1 years of job retraining. The Percy-Taft bill would
maintain assistance throughout the retrauing period.

The committee may want to consider whether this approach ought
to be changed.

Second, the bill as we understand it, the bill as it presently stands
provides no program for assistance to the communities affected. The
Taft-Percy bill does provide-pecific assistance to the communities
affected, and I feel that this is something we should consider very
carefully. It is true that while some industries are affected by any
change in the import pattern, the secondary impact on a community
can in many instances I believe be as serious as the impact upon the
individuals in the industry themselves. The individuals may find jobs
in some other area, or in an aligned industry in some other branch of
business not affected by the imports.

At the same time, this may result in a large change in the income
coming into the particular community. An analogy of that came to
my attention yesterday in a meeting with Environmental Protection
Agency officials, about the possible effect of the 1977 Water Pollution
deadlines upon an entire community.

We were talking in terms of not hundreds of jobs, but perhaps as
many as 12,000 job_ in a particular area, with several studies having
been done that indicate the deadlines will affect 8,000 jobs not in/.
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volved in the industry to which the prohibitions on water pollution
would apply directly.

This situation may well be analogous to the situation of some
import impacted communities. Thus, I think some consideration of
broad community impact-and admittedly it is hard to try to draw
such standards and criteria-would be appropriate.

Third, the House bill does not provide assistance to workers over
the age of 60 or older until they reach the social security age. Our
bill does specifically address itself to this particular problem and I
would think it might be appropriate to address ourselves to this
problem, particularly in a period of somewhat rising unemployment.

I think that we ought to recognize that those over the age of 60
have a particular problem in securing either retraining or employ-
ment to last until the time that they do reach a social security age.

Fourth, the bill's benefit level for workers are considerably lower
than that of the Taft-Percy bill and they do not include fringe
benefits in the calculation of previous wages as our bill does.

More and more of the actual percentage of total compensation that
workers in this country are receiving i many industries is going
into fringe benefits and this seems likely to be a trend that will
continue. To be realistic, I would think that an adjustment program
ought to address itself to this particular problem.

Next, the bill provides considerably less generous job relocation
allowances than our bill does in ., ,y circumstances. The provision
of adequate relocation help must be a crucial, part of a well-struc-
tured adjustment assistance program.

I have called in my testimony for an early warning data and
analysis function so that government will help to take care of these
import related problems, or begin to take care of them, ahead of
time. This would provide more notice and I do not think the present
bill has such provisions available in it.

Those are what we think are the most important differences be-
tween our two measures with respect to adjustment assistance. I
would like to-mention one particular area that I think deserves a
tod deal more attention. That is the whole question of import relief
t rough a more efficient domestic economy.

My testimony, as submitted, mostly concerns the bill's proposed
defensive actions to restrain imports, or in the case of short supply
situations to obtain them. I do not think we should ever forget,
however, that our best defense against excessive imports is a good
offense.

In terms of lower domestic relative to foreign pricing, of course,-
our success depends on factors varying from farm crops to executive
pay. In large quantity, it relates to the efficiency or productivity of
American industry.

For this reason, our last-place position in productivity increases
among major free-world nations between 1965 and 1970, 2.1 percent
annually as compared to Japan's 14.2 percent annually, has been a
major cause of concern.

Even though we recognize the situation improved and hopefully
will continue to improve, in 1972 Japan's rate of increase was still
about three times the rate of ours.
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Nevertheless, the relative importance of improvements in produc-

tivity to an improved trade picture for various industries, as well as
the importance of various measures needed to improve productivity,
have not been assessed definitively. Nor has the government served as
a catalyst to improve productivity.

Senator Percy, Senator Javits and I introduced S. 1752, which
would revitalize the Productivity Commission and redefine its func-
tion so that it would determine that the importance of various
productivity changes to the trade situation. It would then concen-
trate its efforts as a catalyst upon obtainable changes likely to make
the most difference in our-international competitive position.

That bill passed the Senate unanimously, but apparentl is bogged
down in the House at the present time over an all dly excessive
price tag. The price tag, I should mention, is only $5 million.

Improvement in our trade laws depend, I think, not only upon
favorably reporting of this bill with amendments, but also upon
continued congressional assessment of other relevant legislation be-
fore us, such as the Productivity Commission bill, with a "trade-
conscious" view.

I thank the committee for this opportunity to appear and I will be
glad to try to answer questions.

Senator PACKWOOD. Senator, thank you very much. I will not ask
you any questions. You and I have to go for a vote right now. I
think I agree with every word of your statement.

[The prepared statement and news release of Senator Taft follow:]

PREPAMD STATEMENT OF ROBzRT TAFr, JR. A U.S. SENATOR FROM THE STATE OF
OHIO

Mr. Chairman and members of the committee, I am pleased to have the
opportunity to discuss what is certainly one of the most important bills before
the Congress at this time. In the interest of time I will confine my remarks to
what might be called the Import relief provisions.

Congress has not acted on major trade legislation in twelve year, which
follows the historical pattern of long intervals between action upon major trade
bills. Assuming that the pattern will continue, the decisions made on this bill
will affect the operation of the American economy in a fundamental manner for
years to come.

The committee and Congress face the task of legislating at a time when the
"Freer Trade" cornerstone of our International economic philosophy-is under
serious attack. While the benefits of international trade are not overly visible t
many Americans, the costs have been painfully evident. The real inroads made
by imports since the mid sixties and the continuing import threat perceived by
workers; the food price explosion, leading consumers to question the old adage
that international trade is good for them by definition; and the oil embargo's $15
billion "tax" as a reminder in a painful way that the world is not a textbook
free market economy; have clearly fostered a desire among many of my
constituents for policies tCesigned to achieve a-much greater degree of economic
isolationism.

These concerns indicate the necessity to pay greater attention in international
economic politles-to the needs of our own people, but to do so effectively it i
essential to determine whether the benefits which have led this Nation to support
freer trade-oriented policies in the past remain today. Thew benefits are still
immense. Just in terms of domestic prices, present import barriers have been
estimated to cost us about $10 billion annually. Prof. Stephen Magee of the
University of Chicago estimates that enactment of the Burke-Hartke bill would
ultimately double the cost.

Those who advocate much more restrictive international trade policies are
asking American consumers to pay a multibillion dollar tax. It is their burden
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to prove that benefits are at least commensurate. Of course, any such analysis
must also take Into-account the enormous possible foreign policy and interna-
tional relations costs of a further retreat from international economic coopera-
tion led by the United States, possibly leading in turn to trade retaliation which
could jeopardize America's 8 millon export-related jobs.

ThADI ADWUSTKENT ASIBMANCE

It the tremendous costs of protectionism I have mentioned are to be avoided,
an alternative means of addressing the legitimate concerns of those injured by
international trade must be provided. To fulfill this need, Senator Percy and I
introduced 8.1156, The Trade Adjustment Assistance Act The Philosophy of the
bill is expressed clearly in Its preamble, which states that while additional
import restrictions should be avoided wherever possible, the workers, firms,
industries and communities aggrieved by imports "should not bear unaided the
burden for a trade policy which is in the Nation's interest."

The present trade adjustment assistance program, which was enacted at the
suggestion and with the support of organized labor, is universally viewed as a
major failure of the 1962 Trade Expansion Act. Those few benefits which have
been made available have been "too lttle, too late." While the legislation before
you would make some needed improvements, it falls far short of the total
overhaul necessary to make adjustment assistance work.

The comments of George Meany and the National Association of Manufactur-
ers on the working of the trade adjustment assistnace program are quite similar
and the committee should heed them. Meany has called adjustment assistance "at
best burial Insurance" and expressed the desire on behalf of the AFL-CIO
members for "Jobs, not jobless pay." Similarly the NAM has proposed replace-
ment of the present "retroactive compensation" program with a "Job retentionse
job creation" program. Rather than accepting unemployment checks, workers
generally want to keep their jobs and if this is impossible, move on to better
Jobs. An adjustment assistance program for workers must be responsive to these
concerns or It will constitute little more than a continued, unsuccessful attempt
to buy off labor support for international trade.

H.R. 10710 does contain important provisions, along the lines of provisions we
had suggested, to make the delivery of benefits more timely. The most Important
would liberalize greatly the criteria for granting assistance, and place time
deadlines In the Government's consideration of adjustment assistance applica-
tions Other provisions of our bill which address this problem would provide
Increased and more 'flexible amounts of worker relocation assistance in the form
of low-interest loans and grants for those who cannot find adequate help through
public employment services, allow workers the opportunity for technical, profes-
sional and academic retraining as an alternative to narrowly defined vocational
retraining, provide assistance throughout the retraining period, extend eligibility

-for assistance to workers who voluntarily separate from their jobs, and provide
more favorable loan participation terms for firms who have made substantial
efforts to adjust to import competition on their own. While I certainly realize
the budget constraints, adequate Job search, relocation and training arrange-
ments are essential. In addition, a vastly Increased Government-ndustry effort
is called for to provide the data arA analysis necessary for a more effective
"early warning" system, so that preventative measures can be taken early to
deal with probable future import competition.

While Increased benefits alone will not salvage the adjustment assistance
program, they are necessary. Leonard Woodcock illustrated the total inadequacy
of present benefit levels when he indicated to your committee that the trade
adjustment allowance maximum under H.R 10710 comprises only 47 percent of
an auto worker's wages and a much lower percentage of his total benefit level
This situation must be changed. Our bill would raise that 47% to 80%, and
allow fringe benefits to be included for calculation purposes. Furthermore, we
recommend that assistance be broadened for older workers specifically In
recognition of their difliculties in the job market, by providing assistance for
workers age 0 or over, until they are satisfactorily relocated In a new Job or
they are eligible for social security. We have also recommended that communi-
ties as well as workers and firms be aided under the program, with assistance
perhaps patterned after the Defezm Department's program for communities
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Impacted by cutbacks in defense and aerospace. While the NAM has raised some
thoughtful questions about this approach, I believe it would be valuable to some
of Ohio's communities such as Massillon and East Liverpool and I urge the
committee to evaluate carefully Its potential nationwide.

Unquestionably, these changes in the Adjustment Assistance program would
cost millions of dollars. To the extent an expanded program could replace more
protectionist responses to our trade-related problems, however, its net effect
will be to save multiples of that figure.

FUTM IMPORT BME AND ON5UM= PROTON

In recognition that despite their costs, tariffs and import quotas can provide
valuable time for domestic industries to adjust to import competition, HE.L
10710 wisely provides Increased authority for those measures, conditioned upon
a presidential explanation of the reasons why adjustment assistance would not
be a sufficient remedy. The bill's ordering of priorities for import relief from
the least harmful (adjustment assistance) to the-most harmful (quotas and
orderly marketing agreements) Is a major step forward. Nevertheles% I am
concerned that the bill goes too far by allowing relief whe- Imports are the
"substantial" rather than the "primary" cause or threat of serious economic
Injury, as we had recommended.

The bill must continue to treat import relief solely as a means of buying
time so that our industries can become more competitive. Americans can-benefit
by incurring increased costs for a few years in the interest of promoting a
major permanent expansion of job opportunities, but clearly our consumers
should have to keep bills out of line with the progress being made by protected
industries.

BALANCE OF PAYMENTS AUTHORTY AND RZU FROM UNAI PICom

I fully support the provisions of this bill which provide the tools the President
needs to work for elimination of unfair import competition and a fair deal for
American industries and their workers.

Authority along the lines of title III of the bill would be helpful in this
regard by allowing the President to retaliate against unfair import restrictions
or export subsidies used by our competitors. While arrangements creating a one-
way trade, superhighway to the American consumer were justifiable during the
postwar recovery world of a devastated Europe and Japan, there is no excuse
now for allowing our industries and their workers to be placed at a disadvan-
tage by unfair trade practices. The bill should contain provisions, however, that
facilitate negotiations aimed at defning acceptable practices and thus minimiz-
Ing conflicts.

Under title I of the bill the President Is empowered to impose unilaterally a
15% import surcharge against one particular country for up to 150 days If
"fundamental international payments problems" require it. While some form of
this provision is desirable, It illustrates concern I have with respect to several
aspects of this bill-whether they maintain a proper relationship between
congress and the President. Application of this provision to one country would
almost certainly be seen as economic warfare by the country subjected to It and
thus the power to impose such a surcharge is a huge grant of authority to the
President. While the Ways and Means Committee has Improved the bill tre-
mendously In this respect and has kept in mind that the President will need
considerable discretionary negotiating authority, I uriithe committee strongly
to scrutinize tif bill's role for congress and to make any necessary chage so
that Its role is more constructive.

iMPort OF MnSNN OR 8O? sU Y -

Skyrocketing oil Import prices and oil embargo have caused Americas to
strive for a new type of Import "rellef"--assura that it will be possible to
import materials in short supply.

Of course, the extent of the oil import bill depends largely upon the suCCeMS of
our efforts to conserve and to increase production of petroleum domestically. It
is too early as yet to endorse or reject the AFL-CIO's suggestion that non-
essential imports mayLhaye to be curbed so that we can afford the neCsM



2316

petroleum. In view of the costs of import restriction I have mentioned, we all
hope that this possibility can be avoided.

As a means of assuring continued flow of materials in short supply, I would
certainly support a directive to the President to seek international rules--with
the caution that we not expect too much and that agreements be entered Into
after an assessment of their possible impact In terms of forcing us to export our
own scarce resources.

However, there are too many crucial cases where the United States allows
export of its scarce materials while others restrict exports--ferrous scrap, hides
and wheat have been painful examples in the past two years-for us to settle
for the status quo.

Although export retaliation may become necessary in some situations after
due warning-to-subject countries, I would not support amendments giving the
President C(arte-nche authority to undertake it. Congress should retain
significant authority in this crucial area, perhaps with reorganization act proce-
dures to speed up any needed ratification or some other compromise arrange.
ment for shared congressional executive responsibilities.

IMPORT BELIEF THROUGH A MORE EFFICIENT DOMF.TIC ZONOMY

While my testimony has concerned the bills proposed defensive actions to
restrain imports (or in the case of short supply situations, to obtain them), we
should not forget that our best defense is a good offense in terms of lower
domestic relative to foreign prices. Of course, our success depends on factors
varying from farm crops to executive pay, but in large part It relates to the
efficiency-or productivity-of American industry. For this reason, our last
place position in productivity Increases among major free-world nations b
tween 1965 and 1970-2.1% annually compared to Japan's 14.2% annually-has
been a major source of concern. Even when the situation had improved in 1972,

- Japan's rate of increase was about three times ours.
- The r-elattve importance of improvements, in productivity to an improved

trade picture for various industries, as well as the importance of various
measures needed to improve productivity, have not been assessed definitively.
Earlier in this Congress, Senator Percy, Senator Javits and I introduced S.1752,
which would redefine the productivity Commission's function soAbat it would
determine the importance of productivity changes to the trade situation and-
concentrate its catalyst efforts upon attainable changes likely to make the most
difference-ini internaf~lmV-competitive position. That bill passed the Senate
unanimously but has been bogged down in the House over Its allegedly
excessive price tag of $5 million. Improvement in our trade laws, depends not
only upon favorable reporting of this bill with amendments, but also upon
continued congressional assessment of other such relevant legislation before us
with a "trade-conscious" view.

TA"T WAaNa FINANCE CoMMITTee OF DANCERS OF PROTECTIONIST TR&Dz
LEGIaAnoN

WASHIroTON, D.C. (April 10)-Senator Robert Taft, Jr. today told the
Senate Finance Committee that import restrictions already cost American

C consumers $10 billion dollars per year and urged the Committee not to enact
international trade legislation leading to massive new protectionist measures.

Testifying on the pending Trade Reform Act of 1974, which provides the power
fwr new trade negotiations with our Allies, Taft argued that much more help is
needed for workers firms and communities hurt by imports so that they do not
bear the full cost of a liberal trade policy. However, he suggested that the
government protect them by enacting an expanded program of adjustment
assistance rather than imposing miich more detrimental import restrictions.

'"he present trade adjustment assistance program of grants, loans and tax
credits to help affected workers and businesses is a dismal failure," Taft said,
becausee it provides retroactive compensation rather than preserving Jobs.
Although benefit levels are obviously important, workers do not simply want
burial benefits followed by unemployment; they want to keep their Jobs, fnd If
this is Impossible, to move painlessly to new and hopefully better jobs. Any
adjustment assistance program which fails to address these concerns will be
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simply an unsuccessful attempt to buy off labor support for international trade,
resulting largely in a waste of taxpayer's money."

To revamp the present trade adjustment assistance program in this manner,
Taft suggested changes proposed months ago by himself and Senator Percy. In
addition to the provision of more generous benefit levels for workers, based on
former fringe benefits as well as wages, he recommended that the Trade Neform
Act be amended to provide liberalized allowances for job relocation assistance,
an extension of eligibility for benefits throughout job retaining periods, eligibil-
ity for benefits of workers who quit to look for other jobs before they are
actually laid off and benefits for workers over 60 until they find new jobs or
become eligible for social security. In addition to much more timely delivery of
present benefits for affected businesses, Taft recommended institution of govern-
ment and industry "early warning" efforts to provide the data and analysis
necessary to detect problems related to import competition in their early stages,
He also recommended adjustment assistance to help whole communities, such as
Massillon, and East Liverpool in Ohio, industries in response to import competi-
tion.

Speaking on the other sections of the bill, Taft urged-Ahe Committee to
scrutinize the role of Congress in this legislation.

Taft also:
Supported the bill's expanded authority for retaliation against unfair trade

practices, stating that government should continue to help obtain a fair deal for
American industry in the world economy;

Called for negotiations to assure better access to materials such as petro-
leum, in short supply, but said that Congress should retain a role In any
decision to retaliate against embargoes rather than delegating this power totally
to the President;

Reminded the committee of the importance of increased industrial productiv-
ity for international trade purposes and called for enactment of his bill to
revitalize the U.S. Productivity Commission.

Senator PACKWOOD. As there is no one else here to preside, I will
run over and vote, and come back about a quarter of 12.

We will then continue with the witnesses, taking Mr. Henriques,
Mr. Skornia, and Mr. Peyser in that order.

[A brief recess was-taken.]
Senator PACKWOOD. Mr. Henriques.

STATEMENT OF VICO E. HENRIQUES, VICE PRESIDENT, COMPUTER
AND BUSINESS EQUIPMENT MANUVACTURERS ASSOCIATION,
ACCOMPANIED BY OLIVER SMOOT, DIRECTOR OF INDUSTRY PRO-
GRAMS INDUSTRIAL ACTIVITY

Mr. HENRIQtJs. Mr. Chairman, for the record, I am Vico Hen-
riques, vice president of the Computer and Busines Equipment
Manufacturers Association.

Mr. McCloskey, who had intended to testify, had a death in his
family and is unable to be here today, and Mr. Klg, who origi-
nally would have accompanied me has been called to Tehran, so I am
accompanied today by {r. Oliver Smoot, who is the director for
industry programs of our association.

We have submitted Mr. McCloskey's formal statement, and a list
of our member companies is- attached to that statement.

Recent conversations of our association members having been held
with melhbers of Congress indicate that so much has chaned since
H.RAe40710 was passed by the House in December thatate bill is
irrelevant. This is exactly contrary to the views of business leaders in
our industry. We believe that thebill is a good one but that it should
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be amended to include authority for negotiations and rules for access
to supply and that the Senate should pass such an amended bill as
soon as Possible. We recognize that the bill presents difficult issues,
but we believe that overridn all of them is the need to0p. event
further deteriorationin the international trading environment which
environment has proven so beneficial over the past 25 years

Our industry has long been cited as a model of the concept of it
growth industry. Computers and business equipment have been ap.
plied most extensively by far in the United States. Whatever hap-
pens to the market in the United States in the future--and I believe
this industry will continue to grow to become one of our Nation'o
largest--our products are just beginning to be intensively applied
throughout the world.

Nevertheless, figures for the years 1963 and 1973 illustrate the
growth of foreign trade as a factor for our industry. In 1968 exports
for our industry were $371 million and imports were $109 million. In
1973 exports were $2.32 billion and imports $918 million. During the
period, there has been a steady growth in trade for most items in our
industry and an overall growth in our positive trade balance. The
growth possibilities of our industry have not gone unnoticed abroad,
and we face vigorous competition assisted in _ many countries by
governmental restraints.

The rapid pace of technological development alluded to earlier by
both Mr. Hewlett and Mr. hogan exposes all of us to increased
competition from products embodying new ideas. In the 1960s, the
Japanese realized the value of semiconductor technology and created
the electronic calculator market. That market exists primarily in the
United State& At the present time, U.S. manufacturers, as you heard
earlier, through the application of technology have won back the
lead in this product.'

However, competing at individual consumer price levels has im-
posed new pressures on all manufacturers. We think the U.S. indus-
try can meet this challenge without artificial support, and now
Aierican calculator firms are vigorous international competitors.

The members of our industry believe wholeheartedly that the count
try's international economic future is tied to a world trading system
open to freer and fairer international competition with reduced tariff
and nontariff barriers, and concentration on our economic strengths,
which include: highly skilled, paid and productive-workers; innova-
tive and aggressive management; vigorous development of technol-
ogy; and rational application of our resources of capital.

Tiiere is a tendency, here and abroad, to believe the U.S. computer
and business equipment industry is unstoppable. In the near future,
this idea may have to be revised. In recent years other countries have
built nontariff barriers consisting of complex inportation require-
ments, government and quasi-governmental buying policies and di-
rect financial support to their domestic computer industries, and have
raised traditional tariff barriers against other product&

At the present time, the EEC Rid Japan are encouraging massive
reorganization through merger of their domestic business equipment
manufacturers. In some countries control over access to the national
telecommunications network is being used to control development of
terminal based computer systems.
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As you are aware, U.S. firms must act in strict accordance with
U.S. antitrust laws at home and abroad. Additionally -it is not in the
American tradition for the Federal Government to plan and coordi-
nate the actions of industry, nor does the U.S. industry desire such
arrangements. However, it is clear that no industry can long match
the concentrated action of governments which act to favor their own
industry or to discriminate systematically against foreign corpora-
tions.

We believe, therefore, that our negotiators must have the power
and our Government must have the dedication, to establish and
maintain freer and fairer rules of international trade. As we see it,
we must not cling by artificial restraints to industries in which we
clearly have no comparative advantage, nor can we long countenance
other countries to cling to similar barriers of their own. For this
reason, we strongly support the effective adjustment assistance provi-
sions in H.R. 10710.

It is because the trade negotiations can address the traditional
problems of tariffs; because they have been set up to address the
proliferation of nontariff barriers; and because they can be expanded
to address the problem of equitable access to supplies that we believe
this bill should go forward as rapidly as possible.

There is one additional matter that I will address, title IV on the
most favored nation status and financial credits. The U.S.S.R. and
Eastern Europe are currently the largest undeveloped markets for
our industry's products. Since the passage of the Export Administra-
tion Act of 1969, and under the regulation of the Department of

Commerce, our member companies have moved to compete-n this
area. There is a d-iiite preference in these markets to purchase
American goods, as they are the best available.
* However, as in other markets, we have experienced increased com-
petition from European and Japanese competitors. All of the com-
peting companies face fairly equal restrictions on a national security
basis through the International Coordinating Committee. The other
nations have, however, long since extended the equivalent of both
MFN status and credits to Eastern Europe and to the U.S.S.R.

We urge the Congress and the administration to work as rapidlyaspossibleforasoution acceptable to all parties In our view, the
most appropriate action would be for the committee to address this
important issue separately so as not to delay the initiation of the
trade negotiations. It must be realized that continuation of the
current impasse will serve ultimately not to denytrde to the cen-
tralized market countries, but rather either to divert'that trade to
other competing-Muntries or to force internal development to meet
the need. If this occurs, neither the individuals desiring to emigrate
nor U.S. business will benefit.

We believe that H.R. 10710 is a good bill. We believe, in summary,
that it should be amended to include negotiations on access to sup-
plies, and we urge that the Cong act rapidly to handle the MYN
issue and pass this bill so that the trade negotiations which are vital
to preserving and expanding fair and equitable international trade
can begin.

Thank you, Mr. Chairman.
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Senator PACKWOOD. How would we address ourselves, assuming we
take it out of thisbill, to the problem of trying to encourage Russia
to allow emigration of Soviet Jews?

Mr. H NuQuEs. I am afraid, Mr. Chairman, that is somewhat
outside our area of competence. We think the issue should be ad-
dressed, and we think it should be addressed humanly, but we think
it is an issue that is not completely in consonance with the remainder
of the bill in its purposes and intent.

Senator PACKWOOD. The thing is, each business group comes here
and says, well, it is not in the area of our competence. That does not
give us much help, and we may end up trying to do something,
however unwisely.
-- We will do it and have no advice from businesses as to how we
should go about it, and that quite often is the way things end up in
bills adverse to business, because they simply default on any position
at all. But I will leave it at that.

So far I have gotten no advice from any of the trade associations
that have testified, except, take it out and to approach it some other
way.

Mr. MNRiQuE. Well, sir, that is basically the position we find
ourselves in in our industry.

Senator PACKWOOD. Thank you.
I have no other questions.
Mr. HMNiQumE. Thank You.
[The statement of Mr. McCloskey previously referred to follows:]

PREPARED STATEURNT OF PErE F. McCosR EY, PRESIDENT OF THE COMPUTER AND
Busizr sS EQurPMimrT MAiUFAoTURERs AssOczATroN

Mr. Chairman and Members of the Committee. For the record, I am Peter F.
McCloskey, President of the Komputer and Business Equipment Manufacturers
Association. A list of our member companies is attached to my statement.

Recent conversations members of our Association and I have had with
Members of Congress and Senators, In particular, indicate that so much has
changed since H.R 10710 was passed by the House on December 11, 1978, that
the Bill is irrelevant. This is exactly contrary to the views of business leaders
in our Industry.

We believe H.R. 10710 is a good bill; that it should be amended to Include
authority for Legotiations and rules for access to supplies; and that the Senate
should pass the resulting bill as soon as possible. We recognize that the bill
presents difficult Issues but believe that over-riding all of them is the need to
prevent further deteriormtion in the international trading environment which has
proven so beneficial over the past twenty-five years.
- Our Industry has long been cited as a model of the concept of a "growth"

C industry. Computers and business equipment have been applied most extensively
by far in the United States. Whatever happens to the market in the U.S. in the
future-and I believe this Industry will continue to grow to become one of our
Nation's largest--our products are just beginning to be-intensively applied
throughout the world. Nevertheless, figures for the years 1968 and 1978 illustrate
the growth of foreign trade as a factor for us. In 1968 exports for our Industry
were 371 million dollars and imports were 109 million. In 1978 exports were
2.32 billion and imports 918 million. During the period there has been a steady
growth In trade for most items in our Industry and an overall growth in our
positive trade balance. The growth possibilities of our Industry have not gone
unnoticed abroad. We face vigorous competition'assisted in many countries by
Governmental restrain ' "

The rapid pace of technological development In the Industry exposes all of us
to increased competition from products embodying new ideas. In the sixties, the
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Japanese realized the value of semi-conductor technology and created the
electronic calculator market. That market exists primarily in the U.S. At the
present time, U.S. Manufacturers, through the application of-even more advanced
technology have won back the lead in this product. However, competing at the
price levels attractive to the Individual consumer is imposing new pressures on
all manufacturers. We think U.S. Industry can meet this challenge without
artificial support. Now American calculator firms are vigorous International
competitors.

The members of our Industry believe wholeheartedly that the country's inter-
national economic future is tied to a world trading environment open to freer
and fairer international competition with reduced tariff and non-tariff barriers,
and concentration on our economic strengths, which include: Highly-skilled, paid
and productive workers; innovative and aggressive management; vigorous
development of technology; and rational application of our resources of capital.

There is a tendency, here and abroad, to believe the U.S. computer and
business equipment industry is unstoppable. In the near future this idea may be
as quaint as the ideas expressed so recently in the book, "The American
Challenge." In recent years other countries have built non-tariff barriers consist-
ing of complex importation requirements, Government and quasi-Governmental
buying policies, and direct financial support to their domestic computer indus-
tries and have raised traditional tariff barriers agaTnst other products.

At the present time the EEC and Japan are encouraging massive reorganiza-
tion through merger of their domestic business equipment manufacturers. In
some countries control over access to the national communications network is
being used to control development of terminal based computer systems.

As you are aware, U.S. firms must act in strict accordance with U.S. anti-
trust laws at home and abroad. Additionally, it is not in the American tradition
for the Federal Government to plan and coordinate the actions of Industry, nor
does U.S. Industry desire such arrangements. However, It is clear that no
Industry can long match the concentrated action of Governments which act to
favor their own Industry or to discriminate systematically against foreign
corporations. ,

We believe, therefore, that our negotiators must have the power, and our
Government must have the dedication to establish and maintain freer and fairer
rules of international trade. As we see it we must not cling by artificial
restraints to industries In which we clearly have no comparative advantage, nor
can we long countenance other countries to cling to similar barriers of their
own. For this reason we strongly support the effective Adjustment Assistance
provisions In H.R. 10710.

It is because the trade negotiations can address the traditional problems of
tariffs; because they have been set up to address the proliferation of non-tariff
barriers and because they can be expanded to address the problem of equitable
access to supplies that we believe this bill should go forward as rapidly as
possible.

There is one additional matter I will address--Title IV on Most-Favored
Nation Status and Financial Credits. The U.S.S.R. and East Europe are
currently the largest undeveloped markets for our Industry's products. Sine the
passage of the Export Adtninistration Act of 1909. and under the regulation of
the Department of Commerce, our member companies have moved to compete in
this market. There is a definite preference in these marbets to purchase Ameri-
can goods as they are the best available. However, as in other markets we have
experienced Increased competition from European and Japanese competitors
All of the competing companies face fairly equal restrictions on a National
Security basis through the International Coordinating Committee. The other--
trading nations have, however, long since extended the equivalent of both Most-
Favored Nation Status and credits to East Europe and the U.S.S.R.

We urge the Congres and -Administration to work as rapidly as possible for
a compromise acceptable to all parties. In our view the most appropriate action
would be for the Committee to delete Title IV so that the congresss can address
this important issue appropriately, but not delay initiation of the trade negotia-
tions. It must be realized that continuation of the current impasse will serve
ultimately not to deny trade to the Centralized Market countries but rather,
either to divert that trade to other competing countries or to force internal
development to meet the need. If this occurs, neither the individuals desiring to
emigrate nor U.S. business will benefit.
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Mr. Chairman, we believe HR. 10710-is a good bill. We believe it should be
amended to include negotiations on access to supplies. We urge that the
Congress act rapidly to compromise the MF'N issue and pass this bill so that the
trade negotiations which are vital to preserving and expanding fair and equita-
ble international trade can begin.

Thank you.
CBEMA Mmm CoMPAmn

A.B. Dick Co.
Acme Visible Records, Inc.
Action Communication Systems.
Addmaster Corp.
Addressograph Multigraph Corp.
AMP, Inc.
Bell & Howell Co., Business Equipment Group.
Burroughs Corp.
Control Data Corp.
Dennison Manufacturing Co.
Dictaphone Corp.
Digital Equipment Corp.
Eastman Kodak Co., Business Systems Markets Division.
General Binding Corp.
General Electric Co., Communication Systems Division.
GF Business Equipment, Inc.
Honeywell Information Systems, Inc.
IBM Corp.
Itek Business Products.
K-Tronc, Inc.
Lanier Business Products, Inc.
Litton Industries, Inc.
SM Co.
Micro Switch Division, Honeywell, Inc.
Moore Business Forms, Inc.
The National Cash Register Co.
Olivetti Corp. of America.
Pitney Bowes.
The Singer Co., Business Machines Division.
Sperry Remington.
Sperry UNIVAC.
The Standard Register Co.
TRW Data Systems.
UARCO, Inc.
Unicom Systems, Inc.
Victor Comptometer Corp.
Xerox orp.

Senator PACKWOOD. Mr. Skornia.

STATEMENT OF THOMAS A. SKORNIA, COORDINATOR OF THE
COMMITTEE OF CALIF0ORIA SEMICONDUCTORS MANUFACTURER.

Mr. Siromu. Mr. Chairman, my name is Thomas Skornia, and I
am the coordinator of the Committee of California Semicoaductor
Manufacturers, a group of relatively small but rapidly growing
semiconductor manufacturers and the industries which supply the
semiconductor industry. The committee for which I speak is com-
posed of eight semiconductor manufacturers with annual sales in
1978 of more than $300 million and which employ in excess of 15,000
people, all of those in Santa Clara County, Calif. The committee is
also authorized to speak for 29 suppliers in some six Western States,
and I shall be brief.

The semiconductor industry, as I am sure you know from your
experience with Tektronics, is a special part of the electronics indus-
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try which has just been represented by Mr. Hewlett and Dr. Hogan
from Fairchild. The semiconductor manufacturers and suppliers for
whom I speak fully endorse and support the positions of both
WEMA and Fairchild with respect to TSUS items 806.80 and 807.00.

My purpose in testifying before you today is to emphasize the
importance of the preservation of those tariff schedule items to the
vast array of small businesses in the semiconductor industry.

Now having heard from Mr. Hewlett and Dr. Hogan, you have
heard from representatives from two large multinationals 'Fortune
500 companies7l which are listed on the New YOrk Stock 6xchangs
I represent a dozen small multinationals, none doing as much as100
million in sales in their most recent complete fiscal year, and all but
one of which are either privately owned or traded over the counter.

I can declare unequivocally that anything that might be done to
harm the large companies in our industry in their ability to utilize
Tariff Schedule Items 806.80 and 807.00 will harm us even more

.because of our more limited resources. So the point that I wish to
make with that is that this is not a matter that the enormous
multinationals like I. T. & T., Hewlett Packard, Fairchild, are
exclusively interested in, but something that very greatly affects the
small businesses in the electronics industries who ilso assemble and
process part of their product overseas.

Now, we are small businesses but we are high technology and
multinational, and we are crucial also to America's balance of pay-
ments, to more than 15,000 of her jobs, and to her continuing world
technological leadership. The statements which Mr. Hewlett and Dr.
Hogan have made today respecting Items 806.80 and 807.00 are not
for the krotetion exclusively of big business. They are for the
preservation of American tecMologica leadership, iarge-and smal,
and we support them without reservationNow, I will spare you a description of how we operate because I
tIink, as you have said Senator Packwood, in your discussions with
Tektromncs, you are full aware of that, so I will go outside of that,
and I will simply second what Dr. Hogan said, that we feel too, as
smaller manufacturers that we could not compete satisfactorily if we
had to move all of our assembling operations back in the United
States. And I should not say "back" because they were basically
never here, except when the companies were very small and in the

-formative stages. We feel that on cost basis alone, because we have to
compete with Japanese and German manufacturers who process and
assemble overseas and who bring their products back under schedules
similar to 806.80 and 807.00, We would be in a very subitntial
disadvantage in the world.

Senator PAcXwooD. Is this similar with German and French manu-
facturers? They do their assembly of this particular kind oY gadget
in Asian countries?

Mr. Sxomm. That is my understanding. The Japanese are in
Taiwan and some other places which we are also, including-Hong
Kong, Korea, and Malaysia.

It is interesting that 30 years ago we had a war over the Bas
Asian coprosperity sphere, and it turns out now that the Japanese
appropriated that are economically in a very peacful way, but in a
very substantial way, and they are direct competitors. -1

30-239 0 - 14 - 38
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Senator PACKWOOD. You agree with Mr. Hewlett that there is
something in the physiological and psychological makeup of Amb. 1-
can workers that they simply cannot do this kind of work?

Mr. SKoRNrA. No, I do not. I would not use Dr. Hogan's example,
because I think there are anthropologists who say that the American
Indians came across the Berin& Straits, and maybe that supports Mr.
Hewlett, that they are Asians in origin, too. But I do not think that
has anything to do with their dexterity. I would rather think that
the jobs in question are so repetitive, involve so much drudgery, that
it is very hard to get anyone to do them, even at the regular
American wage rates. And I think because they are so repetitive and
so undesirable from the standpoint of the American worker it would
cost us far more than it would be worth to get the jobs done. And
that would make it even more uncompetitive.

So the consequences, I think, would be that we would be in a
substantial competitive disadvantage. Now, every industrial nation I

-know about has provisions like 806.30 and 807.00 in their tariff
schedules, and hence make it possible for their technology companies
to do the same things overseas that we do, in competition with us.

Now, I would like to, because I think that my committee will
authorize a divergent view on section 402 of the bill, express that to
you, and perhaps be the one representative of a trade organization
who has divergent views. We are very interested in the bill as it
stands, specifically section 203 that has to do with these tariff sched-
ule itmTins. But we want the bill with or without section 402. I would
disagree with the many trade organizations that have said that the
matter of Soviet emigration policy is irrelevant to the bill, because if
that is true there are a lot of other things that are irrelevant to the
bill, like adjustment assistance. Both can be and are related to trade
policy, and L-do not find it irrelevant. It. may be on other policy
grounds desirable to some other trade organizations to exclude it, and
the dispute, from the bill. But I do think, as you asked the last
witness, that there is a problem if industry is unable to give you any
help in how you get that policy changed other than in the trade bill.

Iow, for myself, and just extemporizing for a moment, it seems to
me that the next time we are asked to sell wheat or some other basic
commodity to the Soviet Union, we ought to condition that on achange in Soviet emigration policy. I think, in short, everything that
we do, or this Government do es, which is potentially of benefit to the
Soviet Uno an becniinduo a hne n permnent
change, in their emigration policy. Certainly, most-favored-nation

treatment is one of those items. I do not want to get in the middle of
that dispute, but I do want to state to you that we want the bill, and
we will take it with title IV or without title IV.

Senator PAoKWOOD. The companies you represent manufacture just
semiconductors?
_ Mr. SKoNIzA. No. As a matter of fact, that is one other point I
wanted to touch on. Senator. One of our companies can give you a
watch that you can read while driving with both hands on the wheel.
This is a liquid crystal display which you may be familiar with. You
do not have to push a button or anything; t.e LCD display can be
readable in daylight. Unfortunately, this one cannot be read in the
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dark, and there is no way to be able to read it in the dark without
shining a flashlight on it, and I suppose if you are driving at night
that is a problem. But this now, this watch is made by a subsidiary of
Intel Corp., which is one of the eight that I represent.

One of its main technological ingredients is a large scale inte-
grated circuit which is basically made in the United States, is assem-
bled and further pressed overseas under the provisions that I have
been discuss-mg. is watch, and the one like Dr. Hogan showed you
will, in our belief, bring back to the United States the watch indus-
try which has been dominated by Swiss and Japanese interests for 60
or TO years. And I think that development alone indicates where we
have come from and where we are going technologically, and that it
is in the interests of the United States to be sure that the trade
policies encourage this kind of continuing technological develop-
ment, and make it economically possible.

Senator PACKWOOD. Would your companies, the ones you represent,
be involved in supplying companies like Fairchild or Hewlett Pack-
ardf

Would they buy semiconductors I
Mr. SKoRNA. Yes, they might. In fact there is some traffic back

and forth. I think, in fact, some of the smaller companies will even
occaionally buy devices by Fairchild, Motorola or TI, the big three
in the business. There is some of that back and forth, but probably
less of it today, because our industry, the semiconductor industry, has
been booming now for the last 12 months. And some companies are
backordered almost 52 weeks. It is really unbelievable.

Senator PACKWOOD. I want to understand the industry. There is
nothing in and of itself which you would use the semiconductor for?
It has got to go into something ?

Mr. SKowuA. That is-right.
Senator PACKWOOD. Ard your companies are not involved in ma-

ing the something that it goes into ? -.
Mr. SKORNu. With the exception of watches, in this case-there is

another company in our group that makes calculators, handheld
calculators, and that same company as a matter of fact, now makes
point of sales equipment. So they do in fact use their own circuits
and chips for purposes like that. By and large, that is an exception.
Intel makes the watches, National makes the point of sale equipment
and handheld calculators, and I think that is about it.

Senator PACKWOOD. Thank you very much.
Mr. SKOw;NA. Thank you for your attention.

- [The prepared statement of Mr. Skornia follows:]

P AMD TESTIMONY OF THOMAs A. S1ORNA ON DEW ALT OF THE COMM TE OF
CALFOBNIA SEMICONDUCTOR MANUFAOTURE

Mr. -Chairman and members of the Committee, I am Thomas A. Skornia,
Coordinator of the Committee of California Semiconductor Manufacturers, a
group of relatively small, but rapidly growing, semiconductor manufacturers
and the Industries which supply the semiconductor industry. The Committee is
composed of eight semiconductor companies with annual sales In 1978 of more
than $300 million, and which employ in excess of 15,000 people. The Committee
is also authorized to speak for 29 suppliers in six states.

The semiconductor industry is a special part of the electronics industries
which have just been represented before you by William I. Hewlett,, President
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and Chief Executive Officer of Hewlett-Packard Company, speaking on behalf of
WEMA, and Dr. C. Lester Hogan, President of Fairchild Camera-& Instrument
Corporation. I would particularly call their testimony to your attention and
state that those semiconductor manufacturers and the suppliers whom I repre-
sent fully endorse and support the positions of both WEMA and Fairchild with
respect to TSUS Items 806.80 and 807.00.

My purpose in testifying before you today is to emphasize the importance of
the preservation of Items 806.30 and 807.00 of the TSUS to the vast array of
small businesses in the semiconductor industry.

You have Just heard from representatives of two large multi-nationals,
"Fortune Five Hundred" companies, which are listed on the New York Stock
Exchange. I represent a dozen emoji multi-nationals, none doing as much as one
hundred million dollars in sales in their most recent complete fiscal year, and
all but one of which are either privately owned or traded over-the-counter. I can
declare unequivocally that anything that might be done to harm the large
companies in our industry in their ability to utilize Tariff Schedule Items 806.80
and 807.00 will harm us even more because of our more limited resources.

We are small businesses, but we are high technology and multi-national, and
we are crucial to America's balance of payments, to more than 15,000 of her
Jobs, and to her continuing world technological leadership. The statements which
Mr. Hewlett and Dr. Hogan have made before you today respecting Items 806.80
and 807.00 are not for the protection of "big business," they are for the
preservation of American technological leadership, large and small. We support
them without reservation.

Let me now describe briefly a typical situation among our small companies
with respect to the use of Items 806.80 and 807.00. Most of our companies do all
of their R & D and engineering work at U.S. facilities. They manufacture the
basic element of the product (the silicon wafer which contains several hundred
integrated circuits) in the U.S. Their total employment in the U.S. at this time Is
in excess of 15,000 people. They purchase the other parts of their product from
U.S. manufacturers, and send these parts (including the wafers) to assembly
plants In Mexico, Hong Kong, the Philippines and Malaysia where the various
U.S. parts are assembled Into a finished product. The product is then returned to
the U.S. under Tariff Item 806.80 or 807.00 at which time duty is paid on the
value added. Back in the U.S. the product is put through final quality assurance
testing and shipped to customers throughout the world.

Without 806.80 and 807.00 it would be reasonable to expect one or more of the
following to happen even to the smallest businesses in the semiconductor
industry :

1. The assembly work done off-shore would continue to be done overseas in
which case few if any Jobs would return to the United States and the added
duties would increase product cost significantly, which means we would be less
competitive in world markets. This would have two effects, one would be that
foreign producers would become more competitive, so that the U.S. would import
more and export. fewer semiconductor devices with the consequent deteriorative
effect on balance of trade and decreased employment by the industry. For
example, the largest foreign competitor of one of the bigger companies In our
Committee is a Canadian company which also has an assembly plant in
Malaysia. Product returned to Canada from Malaysia carries no duty. Already
the Canadian manufacturer has an important cost advantage in world markets.

2. Product destined for foreign market would not be returned to U.S. for final
testing but would be tested overseas and shipped direct to the overseas cus-
tomers from the assembly plant. If some testing is done overseas, it might be
more-- economical to do all testing overseas resulting in the exporting of
additional jobs.

& Parts for assembly abroad would be purchased from foreign suppliers
instead of U.S. suppliers at lower cost to reduce the value of materials on which
duty is paid.

4. The entire manufacturing operation (including the manufacture of the
silicon wafers) would be put overseas to supply foreign customers.

5. Eventually all semiconductor manufacturing facilities would be located
overseas, and U.S. users would be forced to purchase all of their semiconductor
devices abroad.

The one thing that would not be economically possible would be to continue to
operate as the industry presently -operates. Whatever adaptations the industry
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made would result in a deterioration of the balance of trade and the lois of
U.S. Jobs. Because the semiconductor device is basic to the electronics industry
(e.g., computers, calculators, process controls) the repercussions could have a
serious effect on the whole economy if the U.S. electronics industry was unable
to maintain its worldwide competitive position. Other U.S. industries dependent
on electronics would also be adversely affected.

Let me show you an example of what our industry is able to do. This is a
wrist watch, but it is no ordinary watch. It is made by a subsidiary of one of
the companies in our Committee at a plant in Cupertino, California. This watch
does not have hands, you read the time directly by a digital liquid crystal
display. The time will remain accurate to within five seconds per month% because
time intervals are established from the natural vibrations of a piece of quartz
crystal. There are no moving parts and the watch operates for one year on the
power from one tiny battery. It is an electronic watch using U.S. manufactured
parts, some of which are assembled off-shore. The watch itself is assembled in
Cupertino, California. -

If you go into any Jewelry store in this country you will find that most of the
watches available to you there are made either in Japan or Switzerland. The
manufacturer of this watch has Just negotiated contracts to sell substantial
quantities in both Japan and Switzerland. The company now employs well over
100 people in its manufacturing plant. We have the beginning of a new industry
and it is starting here in the U.S. in a field which has traditionally been
dominated by foreign manufacturers. This means more jobs for American
workers and a positive balance of trade.

In summary, let me emphasize that the semiconductor companies in our
Committee are infants but are growing rapidly. We employ increasing numbers
of persons here in the U.S. and our balance of trade contribution is positive,
sizeable and growing. If we are to continue to grow we need and ask Congress
to provide freedom to complete fairy In the world. We do not want protection.
We are willing to stand on our own feet and if we are permitted to do so we
will continue to create new jobs and more exports.

Gentlemen, thank you for inviting me to appear before you and for your
attention. I would be happy to answer questions.

Thank you.
Senator PACKWOOD. Mr. Peyser.

STA TEMN OF XEFERSON E. PEYSER, GENERAL COUNSEL, THE
WIR INSTITUTE, ACCOMPANIED BY: ARTHUR H. SILVERMAN,
WASHINGTON COUNSEL, THE WINE INSTITUTE

Mr. PFYsFR. Mr. Chairman, my name is Jefferson E. Peyser, gen-
eral counsel for Wine Institute, and accompanying me is Mr. Arthur
Silverman, Washington counsel.

May I say, I wish to take this opportunity to thank you, Mr.
Chairman and the committee, for the opportunity of presenting our
views. We realize you are running late. We will try to be as brief aq
we can.

We are aware, of course, of the provisions of section 801 and the
remedies they are providing therein. However, we-believe the inequ-
ties which ar6-facing our industry and from which our industry
suffers, indicate the need for additional safe ards. We also believe

__that there should be positive and affirmative directions to our negoti-
ators at the time of the discussions.

If it is agreeable to you, Mr. Chairman, I will try to eliminate
some of the figures and ask that the entire statement be made a part
of the record.

Senator PACKW0OD. All right. Your entire statement will go in the
record.
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Mr. PF -sI. The Wine Institute, of course, is the California Wine-
growers Association. Its members produce approximately 90 percent
of all the wine grown in California, and 83 percent of all the wine
made in the United States is produced in the State of California.

I am authorized to speak for other wine-producing districts, par-
ticularly Ohio and New York.

There" is one thing about the alcoholic beverage industry, and that
is that it is the most regulated industry of any in America. It has
stringent government controls. The Federal laws control production,
transportation, labeling, advertising, licensing, and taxation.

In addition to that, each of the States has its own set of laws
governing the distribution and sale of wine, and no two States have
identical provisions regulating the marketing of wine. The wine
industry is subject to many and varied domestic trade barriers, and
these are the result of'the Supreme Court decisions known as the
Brandeis decisions, interpreting the 21st amendment whereby there
has been withdrawn from the alcoholic beverage industry the protec-
tion of the commerce clause and other constitutional guarantees.

I will not burden you, but these barriers take many forms, such as
discriminatory excise taxes, discriminatory license fees, and the like.

In addition to the inhibitin influence of barriers ereleted by var-
ious states, the California and American wine industries have been
unable to develop fully the American market because of the views of
a small but vocal dry minority who constantly seek to propose
measures at the Federal or State level which would prohibit or
seriously curtail the sales of our product.

The California and American wine industries compete in the
American marketplace with foreign wines from all over the world,
particularly with those from the European Economic Community
and from Spain and Portugal. All foreign wines move freely in the
American market and are only subject to the same laws and regula-
tions which apply to the United States. The same taxes are levied
upon them as are levied upon us, plus a very modest import duty.

In spite of this the American winegrower seeking to market his
products is faced with a nightmare of restrictive and prohibitive
laws. The United States wine export figures bear great testimony to
the barriers that foreign countries have erected against our wines. Of
the 292,888,191 gallons of American wine sold in 1973, a mere 742,957
gallons were exported to other countries, and I might say a substan-
tial proportion of that went, to Canada.

Conversely, in 1978, the United States imported 55,171,747 gallons
of foreign wine. These figures clearly indicate that reciprocity is not
a reality for the American wine industry. The total f.o.b. value of
American wine exported in 1978 was $2,624,000, opposed to a value
for imported wines, as determined by the market value in the ship-
ping country, of $282,253,000.

World wine exports in 1972 were valued at over $1.5 billion, and
totalled over a billion gallons. Although the United States is the
sixth largest wine producer in the world, its share of the exports is
practically nil. The world market. for wine is growing as the stand-
ard of living improves and consumer taste preferences change.



The traditional wine producing countries have high and stable per
capita consumption. For example, Italy and France, with almost 80
gallons; Arentina and Portugal, close to 20 gallons; Argentina and
Portugal, 2O allons; and Spain, nearly 15 gallons. These markets
are growing fast in per capita consumption in addition to others. I
will eliminate the statistics and ask that it be incorporated into the
record, the detailed table that is contained here.

The U.S. wine exporters feel it is both proper and reasonable that
they be given the opportunity to compete in all markets under the
same conditions as foreign lands compete in the United States mar-
ket. Open and free treatment is accorded to foreign wines in the
United States, as evidenced by their spectacular rate of growth.

In 1973, imports of French table wines increased 54.6 percent over
1971, Italian wines by 98.4 percent, Spanish table wines by a phe-
nomenal 139.8 percent, and Argentinian and South African wines by
an almost unbelievablele 1,063.7 percent and 1,842.7 percent respec-
tively.

I will again omit the table on the detailed countries here and ask
that it be made a part of the record.

The flood of foreign wines into the United States may be just
beginning. According to recent FAO publication, the production of
French wines with an appelation of origin increased by 100 percent
in 1973 when compared with the 1972 figure. This figure is particu-
larly significant when one considers the fact that on a value basis the
United States was the leading importer of French wines in 1972.

Unfortunately, American wines are not accorded similar treatment
in foreign countries. The failure of American wineries to export
wine is not due to a lack of desire, but by a lack of significant ability
which is attributable directly to protectionist barriers erected by
foreign countries.

Senator PACKWOOD. Let me ask you a quick question.
When you go into Japan, is their high tariff to protect the domes-

tic industry I
Mr. PieYse. Yes.
Senator PACKWOOD. Do they apply the same restrictions to French

wind and German wines, or any other wines trying to get intoJajpan fMr. PEYsER. I believe so. The European Common Market, of

course, has their own protective barriers which I was going to allude
to. As far as Mexico they have an ad valorem tax that makes it
prohibitive. And Japan has two things. It has a high duty and it has
a, in addition to that it has a high excise tax.

Senator PACKWOOD. The question I am asking is this: does Japan
have a significant indigenous wine industry that they are trying to
protect against American wines, French wines, or other wines?

Or what is the reason for the high tariff?
Mr. PEY ER. JapanI
SENATOR PACKWOOD. Yes.
Mr. Prysr.. Japan is a greatly developing country. It does not

presently have a great wine industry at the moment. And I may say,
it is desirous, it has indicated a desire to purchase American Wines.
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The problem is that the price, by virtue of the excise and ad valorem
taxes, is such that it is almost impossible to sell wine in Japan.

Senator PACKWOOD. But the same applies to every wine producing
country as far as penetrating the Japanese market is concerned.
They do not want to spend their money for wine. I mean, the
government is going to make sure they do not.

Is that correct I
Mr. PrYsn. Yes.
Senator PACKWOOD. Thank you.
Mr. PzysR. Well, here I was just about to say, Japan levies a duty

of 820 yen per liter on still wines, or approximately $4.34 per gallon.
Still wines, which include table wines, constitute a major share of
wine sold throughout the world. Needless to say, a duty of four
dollars plus per gallon is extremely high especially when compared
to a duty of 37.5 cents assessed by the United States on imported
foreign table wines.

In addition to the high duty rate, Japan imposes very high excise
taxes based on the wine's value. An excise tax of 85 cents per gallon
is assessed on still wines containing 12 percent or less alcohol by
volume, which have a landed cost, insurance, and freight value of not
over $10.07 per gallon. However, if the cost, insurance, and freight
value of the wine landed in Japan after the imposition of the $4.60
per gallon duty exceeds $10.07 per gallon, the excise tax is 50 percent
of the cost, insurance, and freight value of the wine. This 50 percent
excise tax rate, coupled with a four dollar plus per gallon duty,
causes the price of our wine to Japanese consumers to rise to an
astronomical level/

We estimate that a case of California wine at $5 a case free
alongside ship, San Francisco will cost the Japanese consumer $28,
and a $7 case $31.

Mexico is another country where the United States faces unreason-
ably high duties. An ad valorem tariff of 75 percent of the invoice
value and a barter surcharge of 17 percent of the invoice value are
levied on table wines. Naturally, the official valuation is extremely
high. A $5 and $7 per case f.o.b. winery would cost the Mexican
consumer about $37 and $40 per case respectively.

Many other countries impose high tariffs. Portugal levies a duty
rate of four dollars per gallon for still wines. Yet, in 1973 Portugal
shipped 8,197,000 gallons of wine to the United States, while in 1959
it shipped only 324,000 gallon. Portugal experienced a growth in the

C U.S. wine market of over 2,430 percent over a 15 year. period. And
yet, the U.S. wine exports to Portugal during this period remainednegligible...The European Economic Community has erected what is perhaps

the most pervasive scheme of barriers against other wines. The Com-
munity regulations are designed to protect their own local industry
while at the same time fosternig exports of their wines.

One device utilized by the Community to safeguard their domestic
wine market is the reference price system. Annually, the EEC sets a
reference price for wines imported into the Community. Should the
landed cost of the wine be less than this refeence price, a counter-
vailing duty is levied equal to the difference between the landed cost
of the wine and the reference price.
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This device allows the Community to control the minimum price at
which imported wine can be sold within the member countries. Price
is an extremely important factor in the marketing of wine, and the
ability to set minimum prices allows the community to regulate
competition from foreign wines.

Senator PACKWOOD. Let me ask you, if I could, to summarize the
rest of your statement.

Mr. PYSER. I just wish to point out that the community likewise,
also have enological requirements. For example, they do not recog-
nize what is called the lubrusca grape wine which is the eastern
grape. There are some in Oregon, there are some in Washington.
They do not even recognize that as wine. They will not permit it to
come in.

They have created certain regions in France and they make our
regions compare to theirs.

Senator PACKWOOD. Let me interrupt for some questions.
What is the difference between a still wine and a table wine?
Mr. PEYSER. A still wine is--there are two still wines. A table wine

is 14 percent, or under by alcohol. A dessert is a still wine, but it is 14
percent or over.

Senator PACKWOOD. That is the only difference?
Mr. PEYsE. That is the only difference.
Also, there are figures here that I ask to be incorporated, to show

for example 55 million gallons of wine were imported into this
country, and we were able to export about 700,000 gallons.

Senator PACKWOOD. Let me ask you another question. It seems to be
a solecism in your testimony, you say:

In order to Increase the volume of our exports, we urge that the United
States, at the forthcoming meeting of the General Agreement on Tariffs and
Trade, seek to negotiate elimination of all foreign tariff and nontariff barriers
which Impede the free flow of American wines.

And yet, the conclusion of your testimony, you want barriers
erected against the import of foreign wines, or you do not want them
lowered from what they are on the tariffs.

Mr. PYsmn. Well, we are talking about the barriers which
impede--and for all practical purposes, preclude sales in those coun-
tries. We are asking frankly, we are not concerned with competiti-
tion in the marketplace on an equal basis, what we are talking about
is where in effect the barriers-completely eliminate the possibility of
getting in to those markets.

Senator PACKWOOD. I understand that, and you want those elimi-
nated.

Mr. PNszP. Eliminated.
Senator PACKWOOD. But you want to continue to keep present

duties on imported wineI
Mr. PJ.rszn. Well, cerainly. Well, if they will eliminate all of their

barriers and all of their duties, we will eliminate-
Senator PACKWOOD. That is what I wanted to know.
Mr. PEYs. That is right.
Senator PACKWOOD. If-you can have access to their markets on an

equal basis, they can have access here on an equal basis?
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Mr. PP.smn. Absolutely.
Senator PACKWOOD. Okay.
Mr. PEYSER. Now, the reason we are asking that this bill be

amended for no further reductions is because in the last GATT
round we did get hurt, and our sherry tariff was reduced. But we
received nothing in exchange therefore. We also recognize very well
the position that the common agricultural policy of Europe and the
trading off. Agriculture pretty much gets hurt and wine gets hurt
worse.

So we believe that the Trade bill should be amended, the Trade
Bill should be amended to provide that where a country, either by
law such as Argentina or Chile preclude American wines, or where
they effectively by a device of reference prices and so forth exclude
us from their market, that their percentage of the American market
should be frozen-not the quantity, but the percentage of the market.

We have lost almost 25 percent of the American market to imports,
and it will continue so unless something is done in that regard.

Thank you.
As I say, I realize the time element, and I would ask that the

balance of our-
Senator PACKWOOD. All of your statement will be in the record.
I am sorry, but we are going to have to conclude today. I apologize

for keeping ti o long.Mr EYSER. Not at all.
Thank you very much.
Senator PACKWOOD. This does conclude the hearings on the trade

bill. All of the statements will be printed in full in the record, and
they will be summarized for members and staff.

Thank you very much.
Mr. PEYSER. Thank you.
[The prepared statement of Mr. Peyser follows:]

PREPARED STATEMENT ON BEHALF OF WINE INSTITUTE BY JEFFERSON E. PEYSrE,
GENERAL COUNSEL-WINE INSTITUTE

Wine Institute is the trade association of the California winegrowers. The
members of Wine Institute produce approximately 90%16 of all wine grown in
California. Approximately 83% of all wine made in the United States is
produced in California. While this statement is made on behalf of Wine
Institute, I am also speaking for the entire American wine industry. The other
wine producing areas of the United States Join in the requests and proposals
advanced herein.

The alcoholic beverage industry, of which the California wine industry is a
part, is unique. Wine and other alcoholic beverages are subject to more
stringent governmental controls than perhaps any other lawful product Federal
laws control production, transportation, labeling, advertising, licensing and
taxation. Each of the states has its own set of laws governing the distribution
and sale of wine and no two states have identical provisions regulating the
marketing of wine.

The wine industry is subject to many and varied domestic barriers to trade.
These barriers are a direct result of four United States Supreme Oourt
decisions written by Mr. Justice Brandeis in the middle and late 1930's, known
as the Brandeis Decisions, which interpret Section -Two of the Twenty-first
Amendment to the Constitution as withdrawing from alcoholic beverages the
protection of the Commerce Clause and of other Constitutional guarantees such
as equal protection and due process of the law. Because of the Brandeis
Decisions, various states have erected discriminatory barriers against wines
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imported from other states. These barriers take many forms. For example, a
number of states levy higher excise taxes on wine produced outside the taxing
state than on wine produced within it.

In addition to the inhibiting influence of barriers erected by various states, the
California and American wine industries have been unable to develop fully the
American market because of the views of a small but vocal "dry" minority of
our citizens who constantly seek to propose measures at the Federal, state and
local levels which woul&prohibit or seriously curtail sales of our product.

L PROPOSALS RELATIVE TO THE ABOLITION OF FOREIGN TRADE BARRIERS

The California and American wine industries compete in the American mar-
ketplace with foreign wines from all over the world, particularly with those
from the European Economic Community, and from Spain and Portugal. For-
eign wines move freely in the American market and are subject to the same
laws and regulations which apply to United States wine. The same excise taxes
levied on American wines are imposed on imported wines which, in addition, are
assessed a very modest Import duty.

Although foreign wines are freely distributed in the United States, the
American winegrower seeking to market his products overseas Is faced with a
nightmare of restrictive and prohibitive laws and regulations. The United States
wine export figures bear testimony to the barriers that foreign countries have
erected against our wines. Of the 292,888,191 gallons of American wine sold In
1973, a mere 742,957 gallons were exported to other countries. Conversely, in
1973, the United States imported 55,171,747 gallons of foreign wine. As the
figures indicate, reciprocity is not a reality for the American wine industry. The
total f.o.b. value of American wine exported In 1978 was $2,624,647 opposed to
a value for imported wines, determined by the market value in the shipping
country, of $282,253,666.

World wine exports in 1972 were valued at over $1.4 billion and totaled over
a billion gallons. Although the United States is the sixth largest wine producer
in the world, Its share of the exports is practically nil. The world market for
wine is growing as the standard of living Improves and consumer taste
preferences change. The traditional wine producing countries have high and
stable per capita consumption. In 1972, for example, per capita consumption in
Italy and France totaled close to 30 gallons, in Argentina and Portugal close
to 20 gallons, and in Spain nearly 15 gallons. However, many new markets are
opening up where per capita consumption Is low, but growing fast. The United
Kingdom, Scandinavia, many countries in continental Europe, Canada, Japan
and Australia are all extremely promising wine markets

PER CAPITA CONSUMPTION IN SELECTED NATIONS I

Population Quantity Increase over 1960
Country (millions) (gallons) (percent)

United Kingdom ...................................... 56.1 1.06 43Sweden.............................................. 1.68
Nethertands .......................................... 13.4 1.69 12
West Germany ........................................ 59.2 5.30
Canada .............................................. 22.1 .74Japan ............................................... 107.1 .02 79Australia ............................................. 13.0 2.30 58

a The per capita consumption figure for Sweden is for the year 1970. The figures for Canada and Australia are for 1971
All other per capita consumption figures and the population figures are for 1972.

United States wine exporters feel that it Is both proper and reasonable that
they be given the opportunity to compete in all markets under the Same condi-
tions as foreign wines compete In the United States market.

Open and free treatment is accorded to foreign wines In the United States,
as evidenced by their spectacular rate of growth. In 1978, Imports of French
table wines increased by 54.6% over 1971, Italian table wines by 98.4%, Spanish
table wines by a phenomenal 139.8%, and Argentinian and South African table
wines by an almost unbelievable 1,063.7% and 1,842.7%, respectively.
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U.S. IMPORTS OF TABLE WINES FROM SELECTED COUNTRIES

Gallons
ncrease 1973 over

Country Imports-1971 Imports-1973 1971 (percent)

France ............................................... 7,397, 154 11, 442,680 54.6Italy ................................................ 4.7 4 3,0S~ 4, 763, 999 9,453,4100 9.
3,286, 496 7,881,448 139.8

Per gl ............................................. , 250,671 7,930,279 . 51.0
Chile .............................................. 78 986 157,693 99. 5
ArgentUa ............................................ i1,864 138.062 1,063.7
Miexlo ............................................... 1,347 55.928 392.8
South Afria .......................................... 29 55,395 1,842.7

The flood of foreign wines into the United States may be just beginning.
According to recent FAO publication, the production of French wines with an
appellation of origin increased by 100 percent in 1978 when compared with the
1972 figure. This figure is particularly significant when one considers the fact
that on a value basis the United States was the leading Importer of French
wines in 1972, and of these imports, 76 percent on a value basis were wines with
an appellation of origin.

Unfortunately, American wines are not accorded similar treatment in foreign
countries. The failure of American wineries to export wine In significant
quantities Is not due to a lack of desire on the part of our winegrowers. The
lack of significant export trade In United States wine can be directly attributed
to protectionist barriers erected by foreign countries.

Some examples Illustrate the difficulties facing the American winegrower
seeking to establish an export market. Barriers against wines take various
forms; some are completely prohibitive In nature. For example, Argentina,
whose wines, as we have shown, have enjoyed such astonishing growth here, as
well as Chile and Peru totally prohibit the Importation of American wines. Yet,
wines produced In those countries can be, and have been freely sold In the
United States.

Other barriers take the form of extremely high duty rates which effectively
preclude the distribution of United States wine. For example, Japan levies a
duty of 320 yen per liter on still wines, or approximately $4.8361 per gallon.
Still wines, which include table wines, constitute a major share of wine sold
throughout the world. Needless to say, a duty rate of $4.886 per gallon is
extremely high, especially when compared to the duty rate of $0.875 assessed by
the United States on imported foreign table wines.

In addition to the high duty rate, Japan imposes very high excle taxes on
wine, based upon the wine's value. An excise tax of $.85 per gallon 'is assessed
on still wines containing 12% or less alcbhol by volume which have a landed
c.l.f, value of not over $10.07 per gallon. However, if the c.i.f. value of the wine
landed in Japan, after the imposition of the $4.60 per gallon duty, exceeds
$10.07 per gallon, the excise tax Is 50% of the c.i.f. value of the wine. This 50%
excise tax rate, coupled with a $4.88 per gallon duty, causes the price of our
wine to the Japanese consumer to rise to an astronomical level.

We estimate that a case of California wine costing $5.00 per case fa.s. San
Francisco, will cost the Japanese consumer approximately $2800. A $7.00 per
case wine would cost about $81.00. Obviously, the salability of American wine
in Japan is severely limited by Japan's tariff and excise tax structure.

Mexico is another country where U.S. wine faces unreasonably high duties. An
ad valorem tariff of 75% of the Invoice value and a "barter" surcharge of 17%
of the invoice value are levied on a typical table wine. However, if the invoice
value Is less than the official valuation-about $1&60 per case of 12 bottles-the
rates apply to the official valuation. Naturally, the official valuation is in
practice extremely high. A $5.00 and $7.00 per case wine (f.o.b. winery) would
cost the Mexican consumer about $37.00 and $4.0.00 per case respectively.

Many other countries impose high tariff barriers. For example, Portugal levies
a duty rate of $4.00 per gallon for still wines. Yet, In 1978, Portugal shipped

I An exchange rate of 1 yen = f0.0085 8 (Bank of America quotation of March 15, 1*74)
is used throughout this statement.
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8,197,000 gallons of wine to the United States while in 199, it shipped only
324,000 gallons. Portugal experienced a growth in the U.S. wine market of over
2430% over a 15 year period. U.S. wine exports to Portugal during this period
remained negligible.

The European Economic Community has erected what is perhaps the most
pervasive scheme of barriers against other wines. The Community regulations
are designed to protect their own local wine industry while at the same time
fostering exports of their wines.

One device utilized by the Community to safeguard their domestic wine
market is the "Reference Price" system. Annually, the E.E.C. sets a reference
price for wines imported into the Commpnity. Should the landed cost of the wine
be less than this reference price, a countervailing duty is levied equal to the
difference between the landed cost of the wine and the reference price. This
device allows the Community to control the minimum price at which imported
wine can be sold within the member nations. Price is an extremely important
factor in the marketing of wine, and the ability to set minimum prices allows
the Community to regulate competition from foreign wines. The reference price
can be raised at any time.

Further, in order to ship wine into the Community, the importer must obtain
an import license. By the terms of its own regulation, should the Community
feel that its market is threatened by imports, It may limit or totally cease
Issuing Import permits. Any particular wine from a country can be precluded
entry, or all wines from all third countries may be embargoed.

This same embargo power is possessed by individual countries within the
E.E.C. Should a member nation feel its domestic wine market is threatened, It
can suspend imports until the next meeting of the Council.

The reference price system along with the embargo power are obviously
restrictive influences against establishing a worthwhile market within the 1.E.C.
A great deal of time, money and effort s needed to create consumer demand for
one's product. American wineries cannot afford to expend the capital necessary
to sell in the E.E.C. as long as there is a threat that their exports can be
in view of the possible uncertain consequences.

Additionally, many technical rules and regulations inhibit the exportation of
wine to the E.E.C. Wines sold in the Community must meet the enological
standards prescribed by E.E.C. regulations. For example, table wines to which
wine spirits have been added may not be sold in, or shipped Into the Community.
On the other hand, table wines produced within the Community to which wine
spirits have been added may be exported therefrom.

Further, the E.E.C. does not recognize certain grape types as being wine
grapes. The labrusca grape which is grown in the Eastern United States and
used there in winemaking is not recognized as a wine grape by the E.E.C.
Therefore, United States wines made from this entire family of grapes may not
be sold in the E.E.C. In view of this, it is only reasonable that imported wines
be required to meet U.S. production and labeling standards.

While the E.E.C. regulations protect the Community wine industry against
competition from imports, they also foster exports. The regulations provide for
export subsidies when conditions in the receiving country warrant. Additionally,
storage and distilling subsidies are provided for Community wines when their
prices fall below a certain prescribed minimum.

Numerous other barriers against United States wine exist Further examples
could All volumes. However, the laws and regulations cited above give an
ndlcation of the very severe obstacles faced by the American vintner who wishes
to export.

In order to increase the volume of our exports, we urge that the United
States, at the forthcoming meeting of the Oeneral Agreement on Tariffs and
Trade, seek to negotiate elimination of all foreign tariff and non-tariff barriers
which impede the free flow of American wines in international commerce.

IL MEKASUR8 DrhM AT PUSuVING THS AMIMGAN WINE INDUTSY ' BHAMK 0F
THE DOMETO MAKAW.

Because of the liberal trade policy practiced by the United States toward
foreign wines, such wines have Increased their share of the United States wine
market from 5.6% in 1967 to 15.8% in 19M. During the past sixteen years, sales
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of foreign wines in the United States have increased more than six times from
8,500,000 gallons in 1957 to 55,171,747 gallons in 1978.

In the past few years, sales of imported table wines containing not over 14%
alcohol by volume have soared at an alarming rate. In 1970, sales increased
over the previous year by 34.7%; in 1971, by 25.8%; in 1972 import sales
increased a record 48.9%; and in 1978, by 21%. From 1967 to 1978, imported
table wine sales in the United States grew from 11,265,000 gallons to 45,874,657
gallons, a dramatic gain of 303%. During this six year period, we estimate that
the market share of foreign grape table wines increased from 18.4% to 28.7%.
Unless this trend is halted immediately the domestic wine industry will face
economic ruin.

There is convincing evidence that the European countries Intend to continue to
expand their grape table wine exports to the United States. In September of
1972, at a meeting in Hungary, a document was presented to the Intergovern-
mental Study Group on Wine and Vine Products of the Food and Agricultural
Orgailization of the United Nations which contended that by 1980, United States
wine production would not be sufficient to meet the U.S. consumer's demand. The
document stated that by 1980, 217,200,000 gallons of foreign wines would be
sold in the United States-an increase of 524% over the 1970 import figure. The
U.S. delegates to the meeting vehemently disputed these contentions.

During the past three years, 1971, 1972 and 1973, 143,817 acres of grapes were
planted in California, the chief grape producing state In the nation. In January,
1974, the California grape growers Intended to plant 40,000 additional acres In
the coming year. Almost all of these plantings will be used for wine production.
The 1971 plantings will begin bearing in 1974. By 1977, all of the plantings
between 1971 and 1974 will be bearing. After allowances are made for the
small portion of these plantings that will be used for non-wine purpose, and for
a normal rate of vine removal, the 1971 through 1973 plantings will cause a net
increase in bearing acreage for wine production of about 138,400 acres. Assum-
ing the 1974 plans materialize, by 1977 the total increase will be about 170,200
acres. A reasonable estimate of annual grape production from the increased
acreage is 1,021,200 tons by 1977. A reasonable estimate of annual wine
production would be 182 million gallons. That is, normal production in 1977 can
be expected to exceed what would have been a normal crop in 1978 by 182
million gallons.

Even if there is a decrease of 200,000 tons in the utilization of table and
raisin variety grapes for crush, the net increase will still be over 750,000 tons
(133,000,000 gallons) by 1977.'

The average annual increase in total consumption for 1972 and 1978 was
approximately 20,915,000 gallons. In 1973, the increase was only 10,832,000
gallons. Of this increase, 8,129,000 gallons was attributable to imports while
only 2,203,000 gallons was from domestic production. That is, consumption of
imported wines increased almost four times as much as did domestically
produced wine. Yet, California's additional production alone is estimated to 182
million gallons annually by 1977. If foreign wine sales continue to erode the
American share of the domestic market, an Industry depression is inevitable.

Despite the protectionist posture taken by many foreign nations against wines
produced outside the country, the California wine industry has never advocated
retaliation. On the contrary, we have for many years pressed for a free and
equitable world trade policy. However, an orderly domestic market is essential
to the maintenance of a healthy grape and wine Industry. If foreign wines
continue to flood the domestic market, the American wine industry will sustain
grievous damage. And, while certain segments of government readily point to
the salutary effects which allegedly result from catering to the economic needs
of our allies and trading partners, concrete results are often impossible to
pinpoint. In fact, quite the reverse may be true, especially as our balance of
payments status, which for a time seemed to be improving, has suffered as
serious setback as a result of increased prices of foreign oil and other goods.
Nor can one seriously contend that whatever indirect benefit this country may
accrue by permitting or encouraging increased sales of imported wine can in

I The figure of 260,000 tons presented here Is considered a reasonable estimate of the
net diversion of table and raisin variety grapes from crush resulting from the Increased
supply of wine varieties.
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any meaningful way offset the inevitable damage such a policy will have on our
own wine industry.

Thus, in order to maintain the health of our American wine industry, we urge
the United States to mAke no further tariff concessions on imported wine. The
present duty structure, which Is already very low, is as follows:

Per gallon
Champagne and sparkling wines ------------------------------- $1.17
Grape table wine --------------------------------------------. 875
Grape dessert wine ----------------------------------------- 1.00

Should these modest tariffs be lowered any further, foreign wines will
continue to inundate the American market in ever greater volume.

Further, in order to preserve the American wine industry's historical share of
the market, foreign wine imports must be limited in a reasonable manner which
will provide for an orderly market for all wines, regardless of origin. We
propose that each country shipping grape table wine (wine containing not over
14% alcohol by volume and made from a grape base) into the United States
which, by reason of tariff or non-tariff barriers effectively prevents the fair and
competitive marketing in said countries of United States wines, be alloted a
quota according to that country's share of the American grape table wine market
during a base period. As a base period, we suggest the calendar year ending
December 31, 1971.

We believe that this proposal is fair and equitable. It is not our goal to
prohibit imports, but in our view, our proposal is a reasonable and practical
approach to solving the problems of the American wine industry.

Mn. CONCLUSION

The American wine industry has historically been a depressed industry beset
with numerous and substantial surpluses. The industry receives no governmen-
tal aid or subsidy and must compete with foreign wine industries that often
receive subsidies from their governments.

Once again, the U.S. wine industry finds itself faced with the Imminence of
enormous surpluses. While the industry continues to lose its share of the market
to foreign wines, it is denied access to markets abroad.

The situation is critical and corrective measures are needed immediately. To
recapitulate the measures which are necessary to remedy our critical situation,
we ask:

1. That the Trade Reform of 1973 be amended to provide that there be no
further reduction in United States wine tariffs at the GATT negotiations;

2. That the United States strenuously support placing the elimination of tariff
and non-tariff trade barriers against U.S. produced wine high on the agenda; and

3. That the Trade Reform Act of 1978 be amended to impose quotas upon
grape table wine produced in countries with trade barriers which effectively
prevent the fair and competitive marketing of United States wines. Quotas
should be based on that exporting country's respective market shares for the
calendar year ending December 81, 1971. Such quotas would impose no volume
restriction, but would merely freeze the market percentage in order to prevent
further erosion of the American wine industry's share of its own market.

We strongly urge your favorable consideration of our requests.

[Whereupon, at 12:25 p.m., the hearing adjourned.]
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