THE FUTURE OF U.S. FOREIGN TRADE POLICY

WEDNESDAY, JULY 12, 1067

Conaress or TiE UNITED STATES,
SuncomMmrrTEE ON ForrieN Economic Povrroy,
Joint EcoNom1o COMMITTEE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to notice, in room S—407
the .(glgpitol, Hon. Hale Boggs (chairman of the subcommittee)
presiding,

Preser%t: Representatives Boggs, Reuss, and Widnall.

Also 1i)resen,t: John R. Stark, executive director; John B. Hender-
son, stafl economist ; and Donald A. ‘Webster, minority staff economist.
Chairman Boaas, The subcommittee will come to order, -

I am informed that Assistant Secretary Solomon is, unfortunately,
ill this morning.

We have his deputy, Mr. Joseph A. Greenwald, Deputy Assistant
Secretary for International Trade Policy, with us. '

Mr, Greenwald will incorporate the Secvetary’s statement into the
record, and also make the statement that the Secretary would have
made had he been here. ‘ .

We are very hagpy also to have Assistant Secretary McQuade,
with his deputy, Robert L, McNeill, | . :

We will hear from all of these gentlemen this morning.

Thank you very much for coming. You may go right ahead,

STATEMENT OF HON. LAWRENCE C.' McQUADE, ACTING ASSIST-
~ ANT SECRETARY OF COMMERCE FOR DOMESTIC AND INTER-

NATIONAL BUSINESS; ACCOMPANIED BY KOBERT L. McNEILL,
- DEPUTY ASSISTANT SEORETARY FOR TRADE POLICY ., . .

Mr. McQuape. I am very ‘pleased to be here today to take part in
this evalyation of our fomgm,trade olicy. I believe that hearings of
this type are useful in defining problems and seeking to determine
preciscly what our national objectives should be. . ,

Six years ago this committee held hearings on our foreign trade
policies, and a,‘freat deal of credit belongs to this committes for the
passage of the Trade Exi){,)nsmn Act, which laid the groundwork for
the. successful Kennedy Round negotiations just completed. The re-
sults of these. negotiations have not heen f,ull;{.revealed but I can
assure you that in a few days complete details on the concessions
granted by other countries will be ‘made public and those interested
in this area can see the fruits of our work. I think, given the aggressive
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and imaginative character of U.S. businessmen, that it will open up
great new opfortunities for them in the international markets.

However, 1 do not plan to make any further remarks about the
Kennedy Round other than to note at this time that there is still some
unfinished business. The administration will be submitting to the Con-
gress proposals for implementing the second part of the agreement on
chemicals dealing with elimination of the American selling price sys-
tem of valuation. The Department of Commerce supports elimination
of the American sellinghprice system of valuation. The Department
of Commerce supports the chemical agreement and we will be testify-
ing before the appropriate committees urging enactment of the im-
plementing legislation. Action by the legislatures of other countries
is required for fulfilling some of the obligations they have assumed.
In brief, the Kennedy Round will be occupying part of our time for
some months to come.

Other issues of trade Folicy which lie before us can be divided into
two categories—those of immediate importance calling for action in
the next few months and those of a longer term nature. I will discuss
them in that order. '

Perhaps the most immediate problem before us, other than the legis-
lation dealing with chemicals, is additional tariff cutting authority for
the President to replace that which expired on June 30. Basically our
need is for a relatively small reduction authority which will provide
us with tools for handling day-to-day housekeeping problems of com-
pensating other countries for increases in U.S. tariff rates. Such in-
creases, as you know, may be brought about by legislation enacted by
the Congress, by escape clause actions which might be approved by
the President increasing rates on items now subject to tariff conces-
sions, and by decisions of customs courts. We might also need such
anthority to modify existing tariff concessions in order to take care
of technical problems or close loopholes which may arise. We antici-
pate that proposals on this subject will be presented to the Congress
In the near future.

‘Probably the second matter of immediate importance arises from
the fact that the concessions granted by the United States will go into
effect on the first of next year. This will necessitate, in oyr judgment,
amendment of title ITI of the Trade Expansion Act to improve the
provisions relating to applications for adjustment assistance. Failure
of any firm or groups of workers to meet the act’s tests for injury or
the threat of injury from imports over the last 5 years indicates that
the provisions may be too rigid. This matter is being discussed within
the administration with a new view to submitting appropriate legis-
Iation to the Congress. ‘ ' ‘ :

These are the problems in the immediate future which require ac-
tion. Now I would like to concentrate on some of the longer range is-
sues. While T cannot do so here today, I think it is proper to note that
the problems have to he related to the economy of our country and to
the impact on our balance-of-payments position when we try to define
our national interest. ' -

One of the problems which will 'be given considerable study is the
effect of removm‘g trade batriers on the flow of investment both into
and out of the United States. While onr knowledge in this area is
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limited it is clear that a relationship does exist, as almost one-quarter
of our total exports is to overseas subsidiaries of U.S, firms. As you
know, when U.S. firms seek to enter international markets they have
a variety of ways they can go about it. One of these is by exporting,
another is direct investment, and a third is licensing. And they see
to be effective in international markets by the appropriate mix of these
three methods.

This is 1eflected in part in the extraordinary growth over the last
decade of the international firm. We know these firms are making ver
considerable contributions to economic growth here as well as abroad.
We also know that these firms have great flexibility in shifting sales
and purchases among suppliers of various countries. We believe we
should look further into &is relatively new aspect of international
business so that we can take into account more fully the effects of
policy decisions on the operations of these firms. ‘ .

Much has been said and written about nontariff barriers and in the
Kennedy Round the first real progress was made in tackling these
restrictions on a multilateral basis. Nontariff barriers are different
things to different people. Some European countries, for example, con-
sider that the U.S. tariff is itself a nontariff barrier because the United
States has not adopted the Brussels tariff nomenclature system. We, of
course, reject such contentions but the very argument illustrates the
variety of things which someone may regard as a trade barrier. Deal-
ing with these subjects is very diéqu t and requires a great deal
of time and effort and understanding as well as constructive think-
ing on the part of all interested parties. The f?reement on inter-
national rules for dumping emerged from the Kennedy Round be-
cause all countries agreed after Jong discussion that there was a
common problem and that individual attention to it by each country-
only compounded the difficulties. o

This area is very broad and we believe that we should gick up
from where we stopped in the Kennedy Round and procee to_see
what we can do. Some of the important nontariff barriers of particu-
lar concern are in the areas of national procurement, quotas, purcha,s-
ing: policies of State enterprises and monopolies, and safety and
health regulations. S . .

But let’s not forget that, like negotiations on tariffs, negotiating re-
moval of nontariff barriers to trade is also a.two-way street. We have
to be willing to put our own house in order when demanding that
others do likewise, The handling of the ASP legislation will be a major
test in thisr t. o S ‘

.Mary consider that the border taxes imposed by a great number
of the developed countries constitute a nontariff barrier. We do not
disagree, but there is a strong relationship with the general problem
of tax policy. This issue is extremely difficult in that we are dealin,
with national tax structures and any solution. will have to be approv
by.a host of national assemblies. Some theorists argue that border taxes
have no trade effects. However, it is another thing to explain to a
businessman that a border tax of 10, 15, or 20 percent on top of import
duties does not have any effect on his exports, or that exemption from
such taxes of exports to this country does:not have an effect on the
prices in the markeplace in .the United States. We do not yet have
sntisfactory answers to the border tax-question but we will be looking
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for some in the near future. Some thinlk it would be best to seek amend-
ment of the General Agreement on Tariffs and Trade to wipe out the
distinction betwcen direct and indirect taxes so that the United States,
which largely relies on direct taxes, could legaly adopt the same
arrangement now followed by most European countries. Perhaps some
constructive suggestions for dealing with this problem will emerge
from these hearmgs. )

The problems of the developing countries will be covered rather fully
by Mr. Greenwald, so I need not dwell a great deal on that subject
at this time. The problem in its simplest terms is whether we can
properly adopt trade policies which would help promote economic
growth in those countries and assist them in earning sufficient foreign
exchanfge so that they can join the developed countries in a trading
world free of restrictive devices.

One current suggestion toward this end is a proposal by the develop-
ing countries that the industrial nations grant to less-developed coun-
t?/ exports the tariff cuts of the Kennedy Round right away instead
of staging them over 5 fyears. We need to examine the implications of
such action in terms of its impact on our industries and the general

roblem of preferences for the exports of deVeJopinf; countries. We

now, of course, that man&/ of the products of the developing countries
are not competitive with domestic production and that these will pose
no_problem whatever—some, of course, would pose a problem. We
still want to give this matter further consideration, however, hefore
making specific proposals, . '

Second, there are a number of materials needed by American in-
dustry and not available in the United States which are subject to
import duties. Some of these could be made firee of duty without any
difficulty. The. Congtress seems to be in general sympathy with this
idea, for it has approved a number of suspensions of duty in recent
years to relieve industry of unnecessary costs. Congress has also given
the executive branch siuthority to negotiate elimination of duties for
a few such Fmduct‘s, namely nickel and limestone for making cement.
We would like to look further into this area and possibly make some
recommendations for eliminating duties which wouid not only help
reduce the costs of our domestic industry but would also benefit the
developing countries. C ’ 5

Next is the issue of trading with the countries of Eastern Europe
and the Soviet Union, This is 2 matter which isalready being discussed
within the Congress. Wé support the principle that the United States
should improve its trade relations with these countries. In fact, we
believe it 18 in the national interest to do 0. In addition to the foreign
policy advantages invdlved in which we would defer to the Depart-
ment of SBtate, these countries constitute useful markets for our in-
dustrinl and agricultiiral output. We should not, of course, rush head-
long into blanket MF'N treatment of all such eduntries, but we should,
in my view, #uthorize the Prédident to make individual MFN' ar-
rangements on a country by country, quid pro quo, basis wherd the
benefits aré clenr. R ‘ 4
Y mentioned earlier that other nationd have urged us to adopt the
Brussels Tariff Nomenéldtute system to make our tariff and product
classification system considtent with most of the developed countries
of the world. Without prejudicing the issue one way or another I think

!
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we should give this idea consideration. A universal tariff classification
is obviously desirable and I am sure it would be very helpful to us in
the Government and those in business to be able to use statistical data
without having to go through complicated and tortuous comparisons
of nomenclature. On the other hand, our present tariff was designed
to meet, our needs. So, the issue is important enough, I think, to merit
our consideration in coming months.

Now, Mr. Chairman, I have briefly identified a number of trade
policy issues which seem important to us in the Department of Com-
merce. There are others, of course. We will be following these hearings
closely and we will do ever,ything we can to cooperate with this com-
mittee in its examination of our foreign. trade policy. We expect your
deliberations to make an important contribution to the Nation’s as-
sessment of the next steps in this field.

Representative Bocas. Thank you very much, Mr. McQuade,

I1 (tih'ink before going into questioning we will hear from Mr. Green-
wald. ) S
Mr. Greenwarp. Thank you, Mr. Chairman, ‘

I would like to apologize for the fact that Mr. Solomon is not able
to aﬁpear this morning. He was particularly looking forward to it. I
think he attaches a great deal of importance to the work this committee
is doing and particularly wanted to be present here to participate in
the discussion. : o .
I think you already have the rather lengthy statement which was
repared for Mr. Solomen, It wasn't his mtention to read you that
engthy statement. And I will follaw his own purpose and just com-
gnerln]t Yelil); briefly, summarize it very briefly, extemporaneously, if that
isall right. .
~Ohairman Bogas, We will incorpgrate the statement in the record,
without ebjection. Lo ' : i

STATEMENT OF HON. ANTHONY M. SOLOMON, ASSISTANT SECRE-
TARY OF STATE FOR ECONOMIO AFFAIRS, DEPARTMENT OF

STATE L .
U.S. ForeioN Trapg Poricy ANp THE DEvELoPING COUNTRIES '

INTRODUCTION ‘ o

. The developing countries, as that phrase is now commonly used, con-
sist of well over 100 political ‘entities. There are marked differences
among them in size, populatian, degree of industrialization, and eco-
nomic growth—so much so that it 18 misleading to speak of them in
nggre%ne terms as though they were.a homogeneous group of coun-
tries. But they do share certain characteristics in common: their per
capita income is low; their level of industrialization is low; a large
part of their labor force is en ‘in agricutture with low produc-
tivity per acre and per man; and they all want to modernize their
economies, Indeed economic growth has become a symbol of national
worth and dignity. In human terms, the overwhleming majority of
their people face the kind of glrindihg day-in, day-out r-in, year-
out poverty that leads to the “harsh, brutish and short? Yives which is
the prevailing condition in most of the world. (Table1.) ' =~
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TaABLE 1.—Gross national product per capita, dy country
[U.8. dollars]

Kuwait 8,200| Iraq ———
United States ceceeevcmmmcacnae 8,020 Ghana ... -
Sweden 2,040 | Algeria
Switzerland . 2, 080 | Mauritius
Canada 1,940 | Brazil ——
Luxembourg 1,770 | Oceania, ——
New Zealand 1,760 | Jordan —
Australia 1,780 | Libya ... -
Denmark 1, 650 | Dominican Republie. aconenc-oo
Iceland 1,550 | Korea (NOrth) maceemcmcmmeanen
France ..... 1,540 { Rhodesia meeomoeomcanccmacaee
Germany, Federal Republic of.. 1 540 | Iran . ———
Norway .. 1 5201 Ivory Coast —commmcacac e
United Kingdom oeeoeucccana.o .500 Paraguay
Belgium 1,400 | Honduras -
Finland 1, 440 | Ecuador
Netherlan@s oo ceeercomomccne 1,260 Saudi Arabla
Czechoslovakil wavccccamemacaaa , 200 { Ohina, Repubie Ofccvunecacnas
Germany (Bast) ceceeeececmcaan 1,120 Syria
Israel - . 1,070 | Tunisia
Austria ... 1,020 | Liberia
Puerto Rico ... 7 980 | Morocco ... -
Poland ' gg Senegal
U.8.8.R. : Zambia .
Huugary 890 | United Arab Republlc .........
Italy h— 850 Ph{lipplnesr-,. ................
Ireland 800 | Bolivia
Vehezueld . 780 | Manritania
Rumania - 710 COnsb (Brazzaville) cccoaeena
Japan. ' L . 660 Ceylon
Bulgaria 650 | Korea (South) e oo
ﬁ entina mim . . 650 | Cambodia ..,
nidad and Tobago..------...‘-‘.. "' 890 | Slerra Leone.
Uruguay 540 | Cameroon
Cyprus - 530 Thailand
Sotuth Afrfca ..o feeens” | 530 Vletnam (South) ueen-- ———————
pain - 530 | Nigerla' . -
&-eece - R " 510 Vietnam (North) cevee-- ——— '
Mongolia 480 | China (Mainland) caeeeccvanas
Singapore 460 | Malagasy RepubliCa.acecaaaaas :
Chile . 450 | Sudan ,
Panama 450 | Central African Republie._..._.
Mexico 480 | Pakistan
Jamaica 480 | Yemen -
Malta . 410 India
Lebanot Lnmmas 800 | Kenya ...-ao..
Yugoslavia. haes - 880 Afghanistan
Albania. : : . .'880| Gambia
Cuba A v - 360 | TogO ‘
mmsn Hondurag .--.-..-.-.2. ' 860 swulland
Costa Rica o 360 | Usanda ...
Barbados -+ 880 | Niger
Portugal - 340 Haltf __. .
Surinam - 830 Chad ..
Hong Kong ' 820 B atll:om
Guatén_m!a e 200 Guinea, Republie ot----_-___--_“
Gabon 280 Indonesia )
Colombia RSERUPTIGNGOTIN 1 | ] . R
* Nepat *
glergalvador ; 3768 Tﬁ"}ﬁ" nia a ‘
mmmmprpme @O0 | uanalagd, sesoeaooo —————
Malaysia - EOOB nalag : :
Guyana 260 Burma
Turkey 240 | Bagutoland -

I3

240
230



THE FUTURE OF U.S. FOREIGN TRADE POLICY 71

TasLE 1.—Gross national produot per capita, by country—Continued
[U.8. dollars]

Laos 60| Somali RepublCe v encaaaaca 50
ADEOIA e 60 | Ethiopla o acc e 60
Burundi .. 50 { Upper Volta 45
Rwanda 50 | Malawtl 40

Source: World Bank Atlas of Per Oapita Product and Population, IBRD, September
1966, The data are for GNP and relate to 1963 and :lﬂMt. It is stressed by the Bank
that the igures should not be regarded as official and must be taken with some reserve,

These countries are moving forward with varying degrees of suc-
cess. A few are sprinting ahead ; a few are stagnating. On the average
there has been progress but the pace of improvement is uneven and
slow. In the first half of the sixties, proclaimed by the United Nations
as the development decade, there has been no acceleration in the rate
of economic growth of the developing countries as' a whole. The rate
of growth of per capita income, about 2 percent in 1960-65, was lower
than in the preceding decade owing to an acceleration in the rate of
population increase. fSee table 2.) Thus the gup between the per capita
incomes of industrialized and developing countries has continued to
widen during the first half of the dévelopment decade.

TABLE 2.--GROWTH OF REAL GROSS PRODUCT OF DEVELOPING COUNTRIES BY REGION, AND OF DEVELOPED
COUNTRIES, 1950-85 '

Annual compound growth rates (percent)
1950-55 1955-60 1960-65
Developing countries 1.... 4.7 4.5 4.6
Per capita, 2.7 1.9 2.0
421 3.8 4.3
2.2 1.5 1.8
50 5.0 4.9
2.9 1.3 2.0
4.7 3.3 5.0
3.4 2.0 3.7
9.8 8.2 6.7
- 82 6.6 54

1includes the following African and Middle Eastern countries: Algeris, conif (Kinshass), Ghana, Kenra, Malawi,
Morocco, Nigeria, Southern Rhodesia, Sudan, Tanzania (Tanganyika only), Tunisia, Uganda, United Arab Republic, 2ambia;
and lraq, Israel, Lebanon, Syria,

1Gross materfal product.

Source: UNCTAD secretariat document TD/B/C.3/34, Feb. 17, 1967, based on data supplied by the Statistical Office of
the United Nations, '

Trade is a means to economic growth. I would like to talk to you
today about U.S. trade policg and the contribution it can make to the
economic progress of the developing countries.

A. The importance of foreign trade to developing countries

The developing countries are far more heavily dependent on foreign
trade than the United States and most other industrialized countries.
For the equipment needed to build a modern economic structure and,
all too often, even to import the necessary food to avert starvation,
the developing countries are heavily dependent on imports from the
industrialized countries. To pay for these imports, the developing
countries must export. And trade is clearly the senior partner to
foreign aid--about 80 percent of the developing countries’ forei
exchange receipts stem from export proceeds. (See table 3.) While
foreign aid is a welcomé and most important addition to the develop-
ing countries’ ability to acquire the goods and services they need for
their economic growth-—and often the margin which avoids their
slipping backward—their growth prospects depend critically on the
extent to which they can increase their foreign exchange earnings
through exports.
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TABLE 3.—DEVELOPING COUNTRIES: RECEIPTS AND USES OF EXTERNAL FINANCIAL RESQURCES
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While the total value of their aggregate exports has been increasing
year by year, from $21 billion in 1953 to $27.3 billion in 1960 to $36.5
billion in 1965, the developing countries have not shared proportion-
ately in the dramatic growth-promoting spurt of world trade during
the postwar era. Thus while the developing countries account for about
27 percent of world exports in 1953, this figure dropped to about 22
percent in 1960 and dropped further to less than 20 percent in 1965.

The root causes of this situation have been well documented in nu-
merous academic studies as well as reports of various intergovern-
mental institutions. First and foremost is the heavy dependence of the
developing countries on exports of primary commodities. About 85
percent of the export earnings of the developing countries as a whole
1s accounted for by exports of nonmanufactured primary agricultural
commodities, crude minerals and metals, and petroleum. The depend-
ence of particular developing countries on exports of a single product
is even more striking, for example coffee, cocoa, rubber, sugar, cotton
account. for very heavy percentages—up to 80 percent—of the total
export receipts of particular countries.

Vith the exception of petroleum, these commodities are not a .dy-
namic and dependable source of foreign exchange. They are, by and
large, subject to a low-income elasticity of demand; their prices fluc-
tuate sharply because of variations in supply or cyclical changes in
demand; several of them face growing competition from synthetic
substitutes; and many are being produced in increasing quantities in
the industrialized countries themselves. :

In this situation, it is not at all surprising that the developing
countries have been focusing their attention on an acceleration of in-
dustrialization and industrialization for export. World trade in manu-
factures has consistently exceeded the growth of world trade generally.
The developing countries are anxious to break out of the straitjacket
of dependence on a narrow range of products with an unpromising
outlook in hopes of rapidly increasing the foreign exchange earn-
ings they need to pay for their .ever-incneasing imports.

The developing countries have already achieved a measure of suc-
cess in this regard. An analysis of imports of manufactures, from de-
veloping countries to the OECD countries combined,’ reveals a yearly
rate of Increase of 15.5 percent between 1960 and 1964 and an increase
of 16 percent from 1964 to 1965. An analysis of 49 commodity group-
ings over the 10-year period 1956-65 indicates an increase of 215

ercent. { See table 4.) This relatively favorable picture, however, must

e interpreted with some caution. First, exports of manufactures from
developing countries are still only. the small visible part of the ice-
berg—8b percent of their earnings are still accounted for by the un-
promising primary or crude materials sector; secondly, the com-
modity composition is fairly narrow and concentrated on certain
prod such as textiles, where they cannot expect large increases—
indeed, the whole textile sector is fairly rigidly regulated at the present
time under the international long-term arrangement governing trade
in cotton textiles; and finally, only a relative handful of the 100-plus
developing countries are currently benefiting from the recent rapid

1 Urited States, Canada, Western Burope, and J apan,
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incrense in exports of manufactures and semimanufactures—-African
countries, for example, are almost totally absent from the figures on
exports of manufactures, :

TABLE 4.--LESS DEVELOPED COUNTRIES' EXPORTS TO THE OECO AREA BY CATEGORIES OF PRODUCTYS

v

Amount {millions) Increase

Catogory O "t%ml 9169556

1965 1964 1960 1956 (percent)
Textiles and clothing (8 groups)..c.covivieiincnncencnnee $1,122 | $10,20 $598 $301 n
Foodstufts and LA, d anfués ....... T 428 315 256 80
Rclous stones and jewelery (¢ groups).. oiee 37 196 [} 54 600
icles of wood and furniture (4 &oups) ................ 170 159 61 39 336

Leather, leather and rubber articles, and footwear (

murs ............................................. in 158 105 79 120
(ron, steel, and metal articles (2 £rotpPs)..cooveceennanne. 140 124 n 51 1756
Chomicals (4 groups)..........ccceeuesmeraauescaacannns 146 103 75 80 83
Paper and paperboar and manufactures thereof (2 groups). 11 12 lg 10
Glass and COraMICS {3 GrOUPS).eueeeerneaseannnacannnnaen 12 11 3 500
Miscellaneous (10 roups).eueecseeeenecnnaanencannaanas 255 207 K] 40 538
Total (49 groups). e -vevieinnciiaanancicaancnan 2,870 2,417 1,393 912 215

Source: OECD Secretarlat,

B, The Administration’s approach to improving devcloping coun-
tries’ cwport carnings

At the present time, and for the decade ahead, trade in primary

roducts will continue to be the.main source of export earnings of the
oveloping countries. If wo want to help these countries improve their
trade earnings as a means to development, commodity trade is the
place to begin. : ' ‘ '

1. Primary oommodities—This trade is plagued by a variety of
problems: by persistent overproduction in some key products; by wide
and destabilizing ﬁrico swings in other key products; by severe com-

tition from both natural and synthetic products produced in the
industrinlized countries, often under highly protoctionist regimes;
aud by preferentinl arrangements in certain advanced countries that
favor one group of primary producers over othors.

There is no one solution to this range of problems, What is needed
is & multifaceted approach tailored to the problems of specific
commodity markots. ‘

In the cnse of coffee which is the single most important agricul-
tural commodity in the trade of the developing countries and abso-
lutely critical to Latin America and certain African countries, the
koﬁ‘ problem is structural overproduction,

he International Coffeo Agreement, which we helped to develo

and actively support, has conducted a valuable holding operation. Tt
avorted & disastrous collapse of prices that threatened coffee trade in
the early 1060’s and it has kept coffee prices reasonably stable by sup-
ply control; that is, by keeping exports in line with demand. But more
coffee is being produced than the world wants to consume: land, lnbor,
and capital are being wasted in surplus production; and this very sur-
plus production is undermining the agreement.

The critical next step is to help the producing countries move re-
sources out of surplus production into more rewarding uses, We wonld
hope to seo o diversification fund become an integrnal part of the Coffee

§
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Agreement, Access to the funds would be open to countries pursuing
appropriate policies to curb coffee overproduction, and the funds
themselves would be used for investment in products with a more
promising future, including importantly food for domestic consump-
tion where this is feasible. )

At the Latin American summit meeting in Punta del Este, Presi-
dent Johnson made clear our willingness to lend $15 million to help
initinte a coffee diversification fund that would be financed on a con-
tinuing basis by the producing countries themselves; and to match
the contributions of other consuming countries by an additional loan
of up to $15 million, The International Coffee Organization is work-
ing closely with the World Bank in developing the mnin features of
the diversification fund.

Cocon, o critical export earner for Ghana, Nigeria, and other Afri-
can and Latin countries, is notoriously subject to wide swings in price
because of variations in supply due to weather and insect attack, Co-
con prices averaged 17 cents a pound last year, 36 cents in 1959, 29
cents a few months ago. We cannot disregard the impact of these price
fluctuations on the economic and political stability of the producing
countries. 4

Negotiations looking toward an international cocoa agreement foun-
dered in 1963 on the question of price. Producers wanted a price ran
that consumers believed would encourage overproduction, saddle the
market with burdensome' stocks, check consumption, and encourage
the shift to substitutes. In the years since then, further consultations
have been held both on price and on the mechanics and financing of a
workable buffer stock scheme. Differences have narrowed appreciably
and there is reasonable prospect that an agresment can be consum-
mated in the near future that would give producing countries steady
growing earnings and assure consumers a stable supply at reasonable

rices, : ’ ' o

The outlook is less promising in the case of sugar. The International
Sugar Agreement has not been operative for many years——in fact, since
Cuba rofused to aceept the rules. Our own trade’is governed by our
domestic sugar legislation which provides premium prices for sup%ly#
ing countries to the extent of their import quotas in our market. But
the world market price has been seriously depressed for some years
and adversely nffects many low-income suppliers that sell a substantial
volume of their output at the world market price.

Efforts to negotinte an international agreement that would
strengthen the world price have proved to be very diflicult, compli-
cated by Cuba’s intransigenco on the matter of supply control, and
by the unwillingness of certain ndvanced countries to provide reason-
able access. . ~ :

For many primary products of importance to'the trade of the poor
countries, improved access to the markets of developed countries is a
major concern. Indeed, more than half of their commodity trade,
petroleum apart, competes with similar or identical products pro-
duced and exported by the rich countries. Their mineral ores and
metal exports face few trade barriers in the industrialized countyies;
domnand is buoyant and future prospects are reasonabl d. Natural
rukber and some tropical fibers are similarly tmdedy g':gly but the
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markets for these products have been eroded by the development of
synthetics. For the developing countrizs dependent on these products
tﬁe central objective must be to increase the efficiency of their pro-
duction and marketing so0 as to meet the competition of synthetic sub-
stitutes on a price and quality basis. . '

There is, however, a wide range of temperate agricultural products
in which the poor countries face an array of protective tariff and quota
barriers that limit their access to the markets of the rich countvies,
and of subsidized exports from the rich countries that compete against
them ir third markets. .

The developing countries are pressing for trade liberalization in
these products. The prospects for substantial liberalization are not

ood, In virtually all developed countries, domestic agriculture is
insulated in varying degrees from the free play of demand and supply
by high price sugports direct ‘subsidies, and import, controls. The
average income of the farm sector in the rich countries tends to be
below that of other sectors in their economies, and the array of pro-
tective measures is intended to maintain and increase the income of
this sector as a matter of equity.

The developing countries do not challenge the desirability of main-
taining farm incomes in the advanced countries but they ask that
measures to protect such incomes not be applied in ways that stimulate
excossive production. Thus they urge that in lien of high price sup-

orts, farmers’ incomes be maintained by direct payments that do not
* 1nhibit consumption or unduly stimulate production.

We have recognized that agricultural support policies can have
restrictive and disruptive effects on international trade. In the case
of cotton, wheat, and feed grains, we have shifted from high price
supports to direct payments and we have made our farm payments
contingent on producers’ .cooperation with acreage control. Where
surpluses have developed, we have stored them rather than dump
them, or made them available on concessional terms to improve the
diet and assist the development of low-income countries unable to
purchase food on commercial terms, And we have taken precautions
to insure that these food aid programs do mnot interfere with the
normal pattern of international trade.

‘The developing countries have also asked the rich importing coun-
tries so to manage their farm economies as to give them a share in
their markets and a share in the growth of these markets.

While existing U.S. legislation restricts sugar imports, we have set
aside 35 to 40 percent of U.S. sugar requirements for imports. And in
the case of meats, the present law permits imports equal to about 5
percent of domestic production before quotas would come into play.

The developing countries have urge& the rich countries to assist
their farmers by some form of adjustment assistance, of the kind
applicable in industry, rather than through protective devices. We
are to a considerable extent using.a form of adjustment assistance in
the farm sector. Thus we are helping marginal farmers to move out
of agricultural through our cropland rdjustment program and
through training programs.to enable them to develop skills in indus-
trial employment. S
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We would hope that the increased effectiveness of the supply man-
agement and flexible pricing programs, the continuing shift of mar-
ginal farmers to nonagricultural occupations, and the incrensed role
of food aid will make it possible for us progressively to liberalize agri-
cultural trade. ‘ ‘

This’ will necessarily be a slow process. The Kennedy Round has
demonstrated that substantial liberalization of agricultural produocts
is not easy to achieve. But it is important that we work together with
other developed countries in the years ahead to consider how to deal
effectively with all major barriers to less developed countries’ agricul-
tural exports, :

In the case of tropical products produced solely in the low-income
countries, we have no barriers to trade or consumption. Some developed
countries do subject these products to high-revenue duties that inhibit
consumption or to preferential tariffs that discriminate against cer-
tain low-income suppliers in favor of others. We believe the develop-
ing countries have a legitimate case that commodities produced solely
in the tropical zone should not be a source of revenue to the rich coun-
tries at their expense. They have suggested that where such fiscal levies
cannot be removed, a share of the receipts be turned back to them.

As to tariffs and quotas that restrict trade in tropical products or
discriminate among primary producers, we would hope that all the
rich countries would provide duty-free access for these products from
all the poor countries. We shall continue our efforts in this matter.

A review of our trade policy as it affects the primary commodity
trade of the poor countries would be incomplete without noting the
important role that conipensatory ﬁnancing can-é)lay in assisting low+
income countries whoee export earnin 11 oft' for reasons beyond
their control. We have supported the liberalization of the compen-
satory financing facility in the International Monetary Fund, and
developing countries are making increasing useof that facility. We are
also considering the feasibility of supplementing that facihtg in the
case of deep or 1!l)rotracted shortfalls in the export earnings of davelop-
ing countries that are disruptive of their development and that may

uire longer term assistance than the Monetary Fund fucility pro-
vides. The World Bank has developed a proposal for such a supple-
mentary facility, The specifics of the Bank scheme raise a number
of serious questions and we are not prepared to endorse it as formu-
lated, but we are studying variants of the proposal that we may be
-able to sugport. ) ‘ '

Even if everything were done that could reasonably be done to
improve conditions of access for the primary product trade of the
developing countries, to stabilize commodity prices at reasonable
levels, and to supplement export eamih§s when shortfalls occur, the
developing countries would still be vulnereble because with a few
notable exceptions the commodities on which they depend are not
dynamic. Demand is not likely to grow commensurately with the in-
crease in world trade and world income. :

The fundamental answer to the trade problems of the developing
countries is to diversify their output sind.their exports and thus reduce
their excessive dependence on a few traditional commodities. Some
benefit can come from a more diversified commodity base and from

§2-181—67—vol, I——86



78 THE FUTURE OF U.S. FOREIGN TRADE POLICY

a substantial attack on their food problem to lessen their dependence
on food imports. But they must also industrialize. While continuing
to produce raw materials for the world market and increasing the
range of materials they produce, they must expand their industry.

2. Regional integration.—The developing countries have tried to
develop industry—on a national basis—each country shielding its
infant enterprises behind protective walls. The result, by and large,
has been high cost inefficient industry with little growth potential.
However, by joining together with their neighbors and dismantlin
the trade barriers among them, they can produce for a wider regiona
or subregional market. In the larger market, their industry would
not be limited as it is today to light consumer goods. They could
move in time to more complex intermediate and capital goods. Shielded
for a time by their outer tariff walls from the export competition of
the advanced countries, enterprises would be exposed to more toler-
able competition within the broader regional market and would
reach a com}fmtitive position in international markets much earlier
and more effectively. -And not unimportantly, foreign investment
would be stimulated. to locate within the grouping. ~ co

Recognizing the benefits that could come from a continentwide mar-
ket such as the United States enjoys and spurred by the example of
the European Common Market, low-income countries have been mov-
ing together to develop free trade areas and common markets.

At the Latin American summit meeting in Punta del Este, the coun-
tries of Latin Americaundertook’ a commitment of major significance
to move forward toward a full Latin American common market. And
the United States undertook a parallel commitment to help them with
adjustment assistance when the common market gets underway.

\We would hope to see similar movements among developing coun-
tries in-other hemispheres. We believe that regional integration among
neighboring less-developing countries that are at roughly the same level
of development can be & positive force for economic growth and stabil-
ity. It can also be a force for.political cohesion. The difficulties in such
undertakings are formidable, including the resistance of protected en-
terprises to exposure to increased competition and the concern of each
country in the group to get a fair share of new enterprises. The bene-
fits of integration can be realized only if the governments have the
political will to push ahead. But if the political will is there, encourage-
ment and support by the rich countries could be quite fruitful. :

3. With respect to trade in manufactured goods, the principal point
I wish to discuss with the committee is the question-of trade preferences
for developing countries, . . ool e

There is nothing very new or startling about trade preferences. We
have had preferential trade ties with the Philippines for decades. The
extensive network of British Commonwealth preferences dates from
1931. The French and a few other European nations had similar ar-
rangements with African areas for many years., What is new is that
the developing countries themselves have recently. become dissatisfied
with this uneven situation, and with good reason; Neighboring coun-
tries of the developing. world who frequently produce the same kinds
of products face discrimingtion in developed country markets when
one receives a preference and the other does not sim;]%r because of the

!
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historical fact of colonial relationships. The system pits the poor
against the poor and has neocolonial overtones. It is made to order for
creating friction and tensions among the very countries who most of
all need to cooperate with each other economically and for their mutual
prosperity. And one area of the world—Latin America—has histori-
cally had not trade preferences in any market; instead, it has had to
cope with discrimination against its exports nearly everywhere, More-
over, developed countries, includi; ﬁ the United States, frequently face
discrimination because many of these preferential arrangements are
reciprocal. :

A new situation arose several ({ears ago, however, when it became
apparent that discriminatory trade arrangements of this kind were on
the increase. The preferences which individual African countries en-
joyed in their former metropoles were extended to all of the six mem-
ber states of the European Common Market. An association agree-
ment between Nigeria and the EEC was concluded last year after
lengthy negotiations, thus extending preferences to a single African
country which had previously had such advantages only in the Com-
monwealth markets. A large number of other African countries—the
Maghreb and three east African countries—have been seeking some
lﬁn y of special trade arrangement with the European Common

arket. o

This growing risk of further proliferation of trade arrangements
which discriminate among developing cotintries was from our view-
point a most unfortunate development, both politically and economi-
cally. It threatened to fragment world.trade; it increased the pressures
from Latin America for exclusive trade arrangements with the United
States; it was a retrogression toward special spheres of influence.

We imve always felt that the best way to assist the developing coun-
tries is for all industralized countries to join together in a common
effort to help all of the low-income countries. The developing countries
themselves felt that a more desirable course of action would be to re-
place the network of existing preferences which are selective as to pro-
duct and countries by a general ‘system of trade preferences by all
industrialized countries for the benefit of all developing countries and
without reciprocal preferences, - Co

In early 1966 the United States, United Kingdom, France, and
the Federal Republic of Germany began to explore some of the issues
involved in trade preferences pursuant to a mandate from the OECD
Ministers. Qur own participation in this exercise was, of course, se-
verely circumscribed by our own position of scepticism concerning
the workability of any scheme of preferences and, indeed, our basic
reservation on the idea as a matter of principle. It bécame quite ap:

arent to us in the executive branch that this posture which the United
States had maintained since the issue of trade preferences first arose
in 1964 was ill-suited to our political and economic interests, Politi-
cally, we found ourselves virtually isolated from &ll the developing
countries, and most of the industrialized countries as wéll. Economi-
cally, our reservation in principle and scepticism precluded our hiv-
ing much influence over the proliferation of discriminatory arrange:
ments and also reduced our influence with regard to the ‘specific
workings of a. preference scheme which other industrialized countries
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indicated they might put into effect whether or not the United States
took part. An important precedent in this regard was the unilateral
announcement by Australia in 1965 that it intended to apply a system
of trade preferences of its own for developing countries.

This, then, was the general situation confronting President John-
son when he undertook to meet with his fellow chiefs of state of the
Inter-America System at Punta del Este last April: a trend toward
proliferation of discriminatory preferences which our own adherence
to the principle of most-favored-nation treatment had done little to
check, and an awareness that the Latin American countries, like other
developing countries, are anxious to improve their opportunities for
access to the markets of all industrialized countries.

After a searching examination and analysis within the executive
branch and preliminary consultations with the Congress, the Presi-
dent agreed that he would indicate to the Latin Americans that we
are prepared to explore the feasibility of a system of generalized
preferences. The President told his fellow chiefs of state:

We have been examining. the kind of trade initiatives that the United States
should propose in the years ahead. We are convineed that our future trade policy
must pay - special attention to the needs of the developing, countries in Latin
America and elsewhere in the world. '

- We have been exploring with other major industrialized countries what prac-
tical steps can be taken to increase the export earnings of all developing coun-
tries. We recognize that comparable tariff treatment may not always permit
developing countries to advance as rapidly as desired. Temporary tariff advan-
tages for all developing countries by all industrialized countries would be one
way to deal with this,

‘We think this idea s worth pursuing. We will be discussing it further with
members of our Congress, with business and labor leaders, and we will seek
the cooperation of other governments in the world trading community to sce
whether a broad consensus can be reached along these lines.

- The present hearings are very timely since it gives us in the exe-
cutive branch an opportunity to discuss further with the Congress—
as the President promised would be done—how we presently believe
the question of trade preferences will evolve in the coming months
and years. I wish to stress that the President has committed the
United States. only to an exploration of preferences to sse whether
a_consensus can be reached. There are many difficulties—both tech-
nical and policy—to be overcome if we are to reach a consensus. We
also need the advice of Congress and our business and labor leaders
as thismatter is pursued.

Multilateral discussion of the preference question thus far has in-
dicated two different kinds of approach in order to deal with three
interrelated issues: depth of cut, the means to insure that any prefer-
ences actually extended would in fact be temporary, and safeguards
for domestic interests in the industrialized countries. These are by
no means the only outstanding issues but they are, we believe, the
really crucial ones. :

One approach envisages the establishment of duty-free quotas for
preferential imports from developing countries. Under this approach,
the industrialized countries would agree to permit the importation
of some fixed percentage of domestic production or consumption of
products from developing countries on a duty-free basis. This ap-
proach contains its own built-in safeguard against excessive adverse

!
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impact on industrialized countries—depending, of course, on the size
of the percentage which might be a%reed upon—since, in setting the
percentage figures, governments would presumably take into account
the extent to which their own domestic interests could absorb increased
imports from the developing countries without serious injury.
here are, however, a number of difficult problems with this ap-

proach. One is the absence of any mechanism for insuring that pref-
crences thus established would in fact be temporary, It has been sug-
gested that such a scheme might operate for say 10 years after whic
the situation could be reviewed to see whether it should or could be
extended, modified, or terminated. We are not sure this is politically
realistic because it is easy to anticipate the pressures that would be
exerted when the time for review occurred to extend the system rather
than raise duties against the products of developing countries. More-
over, during such a 10-year period reductions of barriers among the
industrialized countries themselves might be inhibited because of
vested interests in maintaining margins of preference.
~ An alternative approach to this range of issues might be to visualize
preferences for developing countries as the extension in advance to
developing countries of trade barrier reductions which the industrial-
ized countries themselves would be prepared to undertake on a most-
favored-nation basis over a longer period of time. If an agreement
could be réached with other industrialized countries for this kind of
approach, the groblem of insurini that preferences would in fact be
temporary would automatically take care of itself since the preference
margins would erode as trade barriers were reduced on an MFN basis.
There are numerous difficulties with this appreach as well, however.
First there is the question of whether any industrialized country, in-
cluding the United States, is prepared so quickly after the major re-
ductions of trade barriers recently concluded in the Kennedy Round
to enter into any kind of commitment to eliminate chities. I believe the
realistic answer to this is no. This has accordingly led to the suggestion
that the margin of preference under what has been called the “advance
cut” approach would have to be something other than duty-free treat-
ment across the board. This, of course, might ‘reduce the attractive-
ness of the scheme to the developing countries. The ¢uestion of safe-
guards under this approach would no doubt have to encompass the
traditional devices such as exclusion of products deeméd to be par-
ticularly sensitive, and an escape clause procedure in the event imports
from developing countries threaten or cause serious injury to domestic
interests. The case of cotton textiles of coursé js a special one in that
the developing cotintries are already highly coihipetitive in'industrial-
ized' country markets and therefore do not need preferences. More-
over, so long as cotton textiles are subjett to quantitative restrictions,
ta,riﬁ preferences would not be of any significarit benefit to developing
countries. In this particular sector, the developing countries will have
to 1dok for a gradual liberalization of quantitative restrictions rather
than tar_iﬂ&»references if they are to capitalizé on the competitive
ndvantage they already have. = -

‘T would like to draw the committee’s attention to an important asY t
of the second approach I summarized & moment ago; hamiliy’,‘ the link
bétween reductions of trade barriers for developing countries and the
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future of trade barrier reductions among the industrialized countries
themselves. As you all know, the future pattern of our trade relations
with tho industrialized countries of Western Europe is difficult to pre-
dict with any certainty. We have of course given our full sup([l)ort and
encouragement to the European Economic Commnunities and, as the
President stated last Qctober, we look forward to a strong, united
Europe—with Great Britain a part of it. We thus hope the British
will succeed in their current efforts to join the European Communi-
tics. We are also aware that if the British effort succeds, it is likely
that a number of other European countries will join the Common
Market or possibly associate with the Communities 1n some manner or
other, The precise goographic dimensions and form of membership or
association by the various European countries siinply cannot be pre-
dicted at this stage. It is clear, however, that as trade barriers are
reduced among a major grouping of European countries without the
benefits of such reductions being extended to the United States, our
own competitive position in this enlarged market will be adversely
affected. We have accordingly felt that it will be necessary at some
stage in the not too distant future—albeit after the Kennedy Round
reductions have been digested—to visualize further reductions to the
mutual benefit of both the United States and Western Europe, and the
other major trading countries of the industrinlized world. This is one
reason why we have been giving close attention to the feasibility of
establishing some kind of meaningful link between the establishnient.
of a possible temporary preference scheme and the future reduction of
barriers among the industrialized countries as a whole.

Another major policy issue involved in the preference question is
what is to be the disposition of existing preferential arrangements.
As I mentioned earlier, there are many such arrangements currently
in force with the notable exception of Latin America. Latin America
has been particularly critical of this situation and this, indeed. was a
contributing factor to the President’s decision at Punta del Este to
commit us to an exploration of the feasibility of a generalized system
of preferences. It has been our thought that we could develop a scheme
which would subsume the existing preferences enjoyed by particular
developing countries in particular markets. Some difficulties ﬁnve come
to light on this point, however, and we may succeed in only partially
achieving our objectives.. For example, the developing countries of
the Commonwealth and the A frican countries associated with the Buro-

ean Communities all enjoy duty-free access to these respective mar-
kets. If a generalized preference scheme does not take the form of
duty-free entry, existing beneficiaries might feel they are obtaining
lesser benefits than they now have even though this point. is debatable.

There is also the question of reverse preferences, that is the prefer-
ences currently enjoyed by some industrialized countries in the devel-
oping countries to whom they accord preferential treatment. We for
our part have made it clear that such arrangements must be terminated
as part of any generalized scheme since we do not consider it reasonable
that the United States should be expected to accord preferred treat-
ment to developing countries discriminating against U.S. exports.
These arrangements, moreover, convey no benefits to the developing
com}{trti.es who are denied the opportunity to buy in the most favorable
marke
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Even if it should not prove possible to eliminate completely the
preferential access to’certain developed country markets that certain
favoréd poor countries now enjoy, agrecment on a new system of

references extended on a nonreciprocal basis by all developed to all

eveloping countries would be a major achievement. It would check
the further proliferntion of special discriminatory arrangements, the
thrust toward new bilateral trading blocs; and it would reduce the
range and significance of existing preferences.

There are other policy and technical issues related to preferences
that I could discuss with the committee, but I believe the foregoing is
sufficient to indicate the range of complexities which are involved.

I would like to invite the committee’s attention to an excellent recent
survey by the UNCTAD Secretariat of the key issues, I will make
available to the committee copies of this document (app., p. 380) and
would have no objection if the committee wishes to incorporate it in its
report on these hearings, This particular document is being discussed nt
this very moment in Geneva where the UNCTAD Group on Prefer-
ences, on which the United States and 33 other governments are repre-
sented, began its meetings on July 4. The document to which'I have
referred and the specific proposals advanced therein illustrate some of
the complexities and the options open to us and other countries. The
United States will not enter into any kind of commitment on any of
the key details of the suggestions presented by the UNCTAD Secre-
tariat at the meeting now in progress. We believe, however, that the
discussions based on this very competent review should serve to clear
the air a bit and give us a better appreciation of how the developing
countries themselves view the operation of a possible preference scheme.
We need such an understanding because a workable scheme of pref-
erences—if it is to be worth the effort which would have to go into it—
would have to be one which has the support not only of the indus-
trinlized  countries but of the developing countries themselves. -

With the President’s announcement at Punta del Este, the work of
the small group of countries in the OECD entered a new phase since
the United States no longer maintained a basic reservation on the prin-
ciple of preferences, Still it appears that there are important areas of
difference between the I%JP roaches to some of the key issues involved
in preferences. The UNCTAD document to which I have referred
gives a succinet and' quite accurate exposé of these differences in
apﬁoac}l-f Lo .

o time sequence of events is that a report by the small group will
be considered within the (lar OECD framework this fall, culmi-
nating in the meeting of OECD ministers on November 80-Decem-
ber 1. If, at that time, & general consensus can be reached, there might
well be a_joint OECD proposal to be put before the second United
Nations Conference on Trade and Development to be held in' New
Delhi beginning February 1, 1968. On the other hand, there may be
no joint proposal but alternative ideas presented for consideration at
that Conference. No matter which course of action may transpire, the
United States for its part does not ex that any lr))roposa.l or pro-
posals will be presented on & take-it-or-leave-it bagis but that, instead,
the views of developing countries and detailed discussions to develop
a workable scheme will require many meetings over a period of many
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months both during and after the New Delhi Conference. During this
period, of course, the United States will have to be refining its own
views 1n consultations with business and labor and with the Congress
sinee, of course, the United States will not be in a position to extend
trade preferences without new enabling legislation. The actual mech-
anism for ascertaining thege views will be part of the long-range study
of trade policy which the President has charged Ambassador Roth to
carry out. ‘ :

Let 1me conclude my presentation by a brief commentary on our trade
policy as it relates to both primary products and manufactured goods.
The United States has been the prime mover in the worldwide effort
to reduce unnecessary barriers to trade, This long effort has recently
been crowned with success in the outcome of the Kennedy Round nego-
tiations. There has been some unfortunate—and in our view inaccu-
rate—press commentary to the effect that the Kennedy Round accom-
plished little or nothing for the developing countries. Let me give you
our own appraisal of this situation. A

One of the principal objectives throughout the Xennedy Round
negotiation was to reduce barriers to exports of developing countries
to the maximum extent possible, The U.S. position throughout the
negotiation was conditioned by its commitment to this cbjective. The
U.S. concessions benefiting the developing countries cover $900 mil-
lion of their exports to the United States in 1964, Of this total, the
United. States is completely eliminating the duty on more than $325
million, either under section 202 or section 213 of the Trade Expansion
Act. Provisions of the act are such that eliminations under section 213,
accounting for at least $45 million of imports from developing coun-
tries, do not need to be staged over a 4-year. period. A substantial por:
tion.of U.S. concessions—nearly $300 million—are on manufactured
and semimanufactured products from developing countries. This rep-
resents a significant reduction of our tariffs on items of interest to the
developing countries. We made these concessions, moreover, without
seeking reciprocal tariff reductions by the developing countries in
keeping with the negotiating principle accepted by all the industrial-
ized countries that full reciprocity could not hie expected from the low-
Income countries. . . .
. We have recently completed a detailed analysis of U.S. concessions
in relation to a list of the products which the, developing . countries
themselves have declared to be of export interest. This list (see appen-
dix 2) covers 1,378 different tariff classifications of the Tariff Sched-
ules of the United States in which the 1964 trade interest of the devel-
oping countries was $622.7 million. The United States is makinf tariff
concessions on 1,160 of these items accounting for $489.8 million of
their 1964 trade interest. Thus the U.S. concessions will eover approxi-
mately 84 percent of the items tecrlxested and 79 percent, of the develop-
ipg countries’ trade interest in the items contained in, this composite

ist. o ‘ S ,
We do not yet have similar detailed analyses of the significance for
developing countries of concessions made by other industrialized coun-
triea but we know that, in general, they are of a-comparable order of
magnitude. The composite effect. of the vast reduetions hy all indus-
trialized countries is that the trade opportunities open to the develop:
ing countries are substantially better than ever before.

¢
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I would not wish these comments to be misconstrued as implying
that developing countries will obtain the major benefits from the
Kennedy Round. It is quite clear that trade between the United States
and other industrialized countries will be the major beneficiary. But
the implication that nothing was done for the developing countries is
very much wide of the mark.

e in the executive branch are delighted with the successful out-
come of the Kennedy Round. We recognize that a period of reflection
will be needed to assess—and digest—the results, and that it may be
some time before the United States and other major industrialized
countries will be ready to undertake another assault on the remaining
barriers to trade. But I also would not wish to end this presentation
by implying that the Kennedy Round is the end of the road. Indeed,
as the fzremdent stated at Punte del Este, “The process of freeing
trade from unnecessary restrictions will not come to an end when the
current and. important Kennedy Round negotiations are completed.”

Not all of the issues we and our negotiating partners had hoped to
come to grips with during the Kennedy Round could be dealt with
during the marithon sessions of the final months. One issue in par-
ticular of major interest to the deve]opi%% countries has been left
over for further consideration next fall. That is the question of ex-
tending the benefits of the Kennedy Round reductions to the develop-
ing countries without the normal staging requirement. The United
States has not taken a firm position on this point. It would, of course,
re(?zire spécific legislative 'a\it'horit({. If this were done in a preferen-
tial way, that is coveting all products but for developing countries
only, it would constitute-a precédent for the longer term problem of
temporary tariff advantages, We will be exploring this issue with our
major trading partners over thé coming months and, of course, with
the Congress. = ‘ :

TESPIMONY OF HON. JOSEPH A, GREENWALD, DEPUTY ASSISTANT
SECRETARY FOR INTERNATIONAL TRADE POLICY, DEPARTMENT
OF STATE T s

Mr. Greeniyarp, What we tried to do in our statement, Mr. Chair-
man, is to focus oh the question of U.S. foreign trade policy and the
problems of the developing countries. . o o

- I think by general consent this is ong of the major trade policy
areas which we perhaps have not yet dealt with adequately, and one
we will have to face in the coming months and.the coming years.
Although I think the developing countries themselves have Ié‘)erhags
underestimatéd the benefits they will receive from the Kennedy
Round, they have taken the position that the Kennedy Round was
niot really the answer to their problems, and that further steps would
have to be taken designed specifically to deal with their trade flows.

We have laid out in the statement our estimates of what the benefits
will be as'a result of the Kennedy Round, which we think will not
be limited just to the trade that is presently flowing from the develop-
ing countries, but also to additional trade that will emerge as they
increase their devgloping industrialization.
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Nevertheless, it is quite clear that the less developed countries have
not achieved what they consider to be an acceptable level of economic
activity and industrialization, and that we will have to focus our
efforts in the future on working out policies which will hel%ethem.

But the trade problems of the developing countries need to be looked
at in perspective. The prepared statement makes clear that in terms of
present trade, the vast bulk of their export earnings come from exports
of primary products. The figure is about 85 percent. And, therefore,
the question of trade and pricing of primary products, particularly
tropical products, is of extreme importance to the developing countries.

I think, however, that the U.S. Government has a fairly well-estab-
lished and longstanding policy of trying to deal with trade in primary
produets, in the first instance by achieving improved access to markets,
by eliminating tariff and nontariff barriers as well as internal taxes,
where that is possible.

- Commodity policy has to be pretty much on a case-by-case basis.
It has been possible to work out commeodity agreements in some areas.
And we are looking into other areas where it may be possible in the
future, This again is spelled out in the statement where the history, for
example, of the coffee agreement, and the prospects for negotiation of
o cocon agreement are reviewed.

The second area where we think the developing countries can improve
their economic and trade position is through regional integration. The
problems of regional integration for the developing countries are
substantially different from those in Europe that had to be solved to
achieve what is now called the European Communities, instead of the
European Economic Community. But the advantages which would
flow from larger markets, we think, are just as important for the de-
veloping countries as for the industrialized countries. :

In the case of Latin America in the recent meeting at Punta del Este
there was an undertaking that the Latin American countries them-
selves would move toward a common market. It is expected to be
achieved over a number of years. And we think this will have major
beneﬁltls for the developing countries and the industrialized countries
as well,

The third area covered in our paper, which I would like to spend a
little more time on, is the question of special tariff treatment or pref-
erences for the trade of the developing countries, particularly in manu-
factured and semimanufactured goods, o

The reason I would like to devote a little more time to this subtject is
that it is really the major trade policy problem that we may be facing
in the coming months and years. , . T

The developing countries have argued that most-favored-nation
treatment is really not most-favored-nation treatment, not equal treat-
ment, when you have such wide disparities of economic strength and
ability to compete. - , : T

Just as some people in this country feel they are disadvantaged, so
the developing countries feel they have suffered a disadvantage, and
they need what might be called 3 “head start” in international trade
terms. They press their request in this field in the form of a proposal
for a generalized system of nonreciprocal preferences. at this
means 1s that all the industrialized countries would give to all the de-
veloping countries preferential treatment. I think they have all gen-

!
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erally agireed that this would be a temoparary phenomenon, designed
to give them the opportunity to industrialize and to become more com-
etitive.

P Another element which has led people to consider the possibility of a
general system of preferences is tﬁat since the formation of the Euro-
pean Economic Community and its association with certain African
countries, there has been a proliferation of special arrangements.
Countries like Nigeria have obtained similar association arrangements
with the EEC, and other countries in Africa and elsewhere have been
seeking s ecial treatment. We have considered that this is an undesir-
able deve Of)ment both in political and economic terms this kind of
closed north-south relationship, we think, is not the most desirable
way to organize either international trade or international political
relations. And the two are closely related. -

For this reason the idea of a generalized system which would over-
take and perhaps subsume the existing arrangements, including those
within the Commonwealth, presents some advantages. Again, if the
United Kingdom application for admission to the Common Market is
successful, some of the additional problems relating to the Common-
wealth and the treatment of Commonwealth trade in the Univad King-
dom can perhaps be dealt with in the wider context of generalized
preferences.

These are some of the reasons, then, why both the developing and
industrial countries are giving serious consideration to seeing whether
a system of generalized preferences can be worked out.

s far as the Latin American countries are concerned with whom we

have special relations and special concern, they have been left out of all
the existing special systems, As far as their trade with the United States
is concerned, they receive the same treatment, for example, as African
countries. On the other hand, in Europe their exports, such as coffee and
cocoa, are discriminated against. For this reason they have sought
either special arrangements between the United States and Latin
America, or sometimes they have talked about a system of “defensive”
preferences which could be negotiated off against the European-
African system, » o ,
. In any event, underlying these various trade policy and political
issues has been the basic factor that economic growth in the developing
countries has not really been adequate, and that increasing foreign
trado is one of the key elements in trying to increase the level of eco-
nomic activity activity in the developing countries,

"In terms of primary products, the possibilities for exports are not
growing, due to the well-known problems of the growth of synthetics,
the fact that the industrialized countries: themselves are producing
:;mre of the same raw materials, and that the demand itself is not very

ynamie. . - - B ‘ »

I think everybody has agreed that the only real long term solution
to the problem of economic development is tl)\'e growth of trade of the
less developed countries and that this must take place in the field of
manufactured and semimanufactured products. - ‘ o
. At Punta del Este President Johnson took usperhaps a steg further
in our consideration of the preference issue by saying that he would
undertake to consult with the other industrialized countries. to see
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whether a consensus could be achieved on a generalized system of

references which would be generally acceptable. In the course of this
Ee said that he would naturally be consulting with private interests
in the United States and the Congress as well, since, if we were to
depart from our basic %(}licy of most-favored-nation treatment, we
would need legislation. Most-favored-nation treatment is the policy
we have had, in conditional or unconditional form, for about 145
years or so, And I think that we are all agreed that we would have to
examine the situation extremely carefully before we proposed legisla-
tion which would change such an important and longstanding policy.

- This search for a corisensus on an acceptable system of gencralized
preferences has already begun in the OECD. As is explained in the
statement, there is & small group of four countries, the United States,
the United Kingdom, Germany, and France, looking at the various
issues involved to see whether we can come out with a generally ac-
ceptable system. Some of the problems that have arisen there are
spelled out in the statement: such questions as how to make sure that
preferences are temporary, how to define a developing country, and
what happens to existing preferences, not only those enjoyed by the
developing countries, but also the preferences enjoyed by the indus-
trialized countries in some developing countries.

This work is to continue for the next 2 or 3 months. And the sub-
ject will then ultimately be considered in November at the ministerial
meeting of the QECD.

If we can Eroceed along these lines toward the consensus that the
President talked about, the ultimate objective would be to put before
a meeting of the United Nations Conference on Trade and Develop-
ment an outline of a generalized scheme which the industrialized
countries would be wil m% to consider. This meeting takes place in
New Delhi in February of next year. In the view of the developing
countries, it would be a major step forward in providing help for them
if the industrialized countriés were to come forward with a generally
acceptable scheme. ‘

As far as the domestic situation is concerned, I think Ambassador
Roth has already talked about his mandate from the President to work
on trade policy. The question of greferences will be one of the major
igsues to be discussed in the stu oup and with other interested
bodies in the United States, and wit 5:9 ongress as well. ,

“Then there will be international discussions.

And finally, as we see the timétable and if all goes nJong the lines
I have outlined, we will grobably be coming back to the Congress
for legislation in early .1969. We need a period for reflection and
analysis of new commercial policy developments before deciding what
sort of legislation we should seek.

. Although we would not be lpoking for legislative action for a
couple of years, we certainly would continue to consult closely with
the Congress at eve? st,e;g of the way to make sure we would have
the understanding of what we were trying to do, and that this was a
feasible policy to follow. ‘

'Thank you, Mr. Chairman, R ‘
*'Chairman Booas. Thank you very much, Mr. Greenwald.

Mr. Reuss, do you have any questions?
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Representative Reuss. Yes; thank you, Mr. Chairman.

I certainly want to express my support of President Johnson’s
approach at Punta del Este to this %uestion of preferences to the
developing countries on a generalized, nondiscriminatory basis. I
think that it would be a very poor thing if the world became divided
up into Hjalmar Schacht enclaves. And I think the administration is
on the right track there. . ‘

I am hopeful that the Congress, and perha:fs this committee, can
give some formalized support to what we are oing. I certainly can’t
complain that this is being pursued at a low level, since the President
has very forthrightly put his prestige on the line on this. And I
wqultd hope that it could be a major and continuing U.S.. bargaining
point. )

I am interested in the tour of the horizon contained in yours and
Mr. Solomon’s paper on the export earnings of developing countries
and the é)rimary products. Particularly, I was interested in-what has
been said about sugar. Would gou share my impression that if a]l the
primary commodities involved a change in policy by some of the
developing countries so that they produce less of the future increment
to their needs in sugar in the next 15 or 20 years themselves, and give
the reciprocal countries an opportunity to produce a larger percentage,
that this would be about as good a foreign exchange for many of the
developing countries as one can think of # And that this one commodity,
if the developed world is prepared to make some rather important
changes in its domestic policies, offers the gossibility of a large-scale
improvement in foreign exchange earnings by many countries, includ-
ing at least a dozen in Latin America ? : :

fr. GreeNwaLD, I think the general idea of maintaining a certain
share of the market for developing countries is one that is embodied
in our own legislation, and one that we could support on policy
grounds as well, o o o

Representative Reuss. We have, I think, under our present system,
around 35 or 40 percent dedicated to imports.

I wonder how much we know about relative costs of products and
what it costs to maintain 60 percent of our domestic consumption
under home productjon. C

Mr. Greenwarp. I think that would be a little hard to answer.

Representative Reuss. And what it costs the French, the Germans
and the other bect sugar producers. : Coe
. Mr. Greexwarp. In a general sense, where you have a very high de-
gree of protection, whether it is in agriculture or industry, there is
some economic cost involved. My impression is that the beet sugar in-
dustry has probably become more efficient over the years, and that pexr-
haps that the disparity is not now as %mat as it originally was when
the sugar legislation was first instituted. I think in any kind of inter-
ference with the normal market there is bound to be some economic
costs. I think the situation in Europe is perhaps developing into an
even more costly situation, because the plans in the European Eco-
nomic Community call for an increase in their output to the degree
that they will be actua,l]{ exporting on a subsidized basis. In this
situation you have a double cost, not only the price of the product
domestically, but the cost of subsidizing exports. Co
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And this is perhaps one of the more important developments that
it might be possible to tackle if we could reach the point of an inter-
national discussion of the sugar situation. This hasn’t been possible
so far, for two reasons, as spelled out in our paper. One, Cuba has
not been willing to consider a realistic export quota which would have
to be part of any plan. And, secondly, some of the industrialized
countries, particularly the EEC, are not yet willing to consider the
possibility of limiting their own expansion of production.

Representative Reuss. Cuba’s position, of course, I would judge, re-
sulted not only from its sugar production potential, but from its inter-
national political position. Do you need Cuba to work out an interna-
tional sugar agreement? I don’t see why. If Cuba wants to be a dog
in the manger on.sugar, I don’t see why she couldn’t be hermetically
sealed from the non-dog-in-the-manger world. ‘

Mr. Greenwarp. I don’t pretend to be a sugar exgert. I will try to
answer that, subject to correction b{ the geople who have followed
sugar in much greater detail than I have. But my impression is that
it would be hargr to isolate as large a producer as Cuba from the inter-
national market and from an international marketing agreement, if
that is what you contemplate. It is not just the question of Cuba’s di-
rect exports on the worldp market, but she also has a long-term contract
with the Soviet Union. What this means is that you would have to
isolate the Soviet Union, too, because what the Soviet Union has ap-
parently been doing is exporting some of the sugar. It is not clear
whether it is a direct reexport of the Cuban sugar that she had to
take under a long-term arra.nl%'ement, or whether she is using the Cu-
ban sugar domestically and then exporting her own beet 1pt‘odnction.
But_these two elements would make it extremely difficult to try to
reach an agreement without their-accepting commitments under the
arrangement.’ ‘ :
 Representative Reuss. You say the settlements. Is the other settle-
ment the EEC’s present lproduction policy ?

Mr. Grennwarp. Well, certainly the anticipated prodnction—what
they have been talking about in terms of their targets for production.
The common agricultural policy as it applies to sugar, will appar-
entl:gtlead to substantial increases in production within the Com-
munity.

Representative Rruss. We have not been as high level in our depre-
cating the EEC’s sugar outrages as we have been in, let us say, the
President’s excellent Punta del Este observations on trade preferences
or LDC manufactured goods; have we? '

'Mr. GreBNwaLD. If you mean has the President made a statement
on EEC sugar policy, the answer is “No”.

Representative Reuss. Who has deprecated that, and at what level?

Mr. Greexwarp. I don’t know that it has been formally the subject
of a deprecatory official statement by the U.S. Government. The way
it really came out—and it wouldn’t have come out, I guess, in formal

ublic statements—is that the Secretary General of the UNCTAD, Dr.
Prebisch, pzx:g)osed that there be a standstill on production among the
industrialized countries. The U.S. response was a positive one. We
thought this was ﬁerha s one way—an intermediate way—to deal
with the sugar problem. But it hasn’t been possible to achieve agree-
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ment among all industrialized countries. And I think that possibility
fell by the wayside. o

Representative Revss. What was the forum ¢

Mr. Greenwarp. I think this was in an UNCTAD sugar consulta-
tive group that was meeting in Geneva to see whether the basis was
there for an international negotiation of a revived international sugar
agreement, T g

Representative Reuss. What was the term of life of the Interna-
tional Sugar Agreement? I am mnot even sure it ever lived.

Mr. GreenwaLp. My recollection is that it was effective for a while,
I think that there still is a sort of a framework agreement. There is
an International Sugar Council, if that is the proper term. But the
Agreement isn’t operative at the moment. I am sorry, I just don’t know
whether it had a termination, whether it had a limited period of life,
or not. . o :

(The following statement was subsequently supplied for the
record :) R P , N

The International Sugar Agreement of 1958 was scheduled to expire Decem-
ber 31, 1963. Its export quota and related economic provisions became fnopera-
tive as of January 1, 1962, but the statistical work of the International Sugar
Council continued. For this purpose-and because the Sugar Council provided
a useful forum for discussion, the Agreement was. extended by protocol, in 1963
for two years, and in 1965 for one year through 1966. A further protocol to ex-
tend the Agreement through 1968 is now before the Senate.

Representative Reuss. As I review the various primary commodi-
ties: which, as you é)oint out, account for 80 percent, I believe, of the
exports of the LDC’s—coffee,.cocoa, rubber—these other commodities
other than sugar don’t seem to me to offer near the possibilities for
doing a great deal of good for the developing countries and removing
the need for foreign aid which is otherwise going to be necessary at
a given level if the LCD’s are to survive. I would think that sugar
ought to be consuming more time at a higher level within our execu-
tive branch than I think it does now. :

“Mr. GreeNwarLp, I think we can agree that there are a limited num-
ber of products on which you can do something internationally in
terms of any kind of international arrangement. The products that
have been under active discussion, if they are not yet in formal ne-
gotiation, are cocoa and su%')ar. For the reasons that we talked about
earlier, it hasn’t been possible to get very far on sugar. But it still
is being actively considered. As a matter of fact, I think the con-
sultative group was talking about Dr. Prebisch undertaking some con-
sultations in key capitals to see whether it is possible to proceed with
an international agreement on sugar. ,

Representative Reuss. Thank you.

- And to conclude this part of the discussion, I would explain to the
chairman that I am quite confident that Louisiana cane sugar produc-
tion is a lot more economic than Wisconsin sugar beet production.

Chairman Bocas. I would say to my good friend that 1s a very com-
plex subject. : -

The gentleman from New Jersey ¢

Representative WpnaLL. Thank you, Mr, Chairman.

Mr. McQuade, and Mr. Greenwald, would you comment on this—
on the President’s power to negotiate and implement the antidumping
agreement without further congressional approval?
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Mr. McQuabk. I believe this is within his power, as we understand it.

Representative WipNaLL. So that once the present negotiation be-
comes a fact——

_ Chairman Boaes. Excuse me. I didn’t hear the answer to that ques-
tion.

Representative WionNaLL. It is within his power, I believe he said.

Chairman Boges. He didn’t qualify it ?

Representative WipNarL. You didn’t qualify it, did you?"

Mr. McNEewrL, Mr. Widnall, if I may, the negotiation on the anti-
dumping code was & negotiation whereby the President did not negoti-
ate any changes in the Anti-Dumping Act that was enacted by the Con-
gress in earlier years, Pursuant to the Anti-Dumping Act the adminis-
tration over the years, several administrations over the years have
spelled out administrative procedures. And it is in the area of adminis-
tration that the negotiations took place in Geéneva. And so what the
President has done through his chief negotiator has been to conclude
an antidumping code which provides commonality of procedure inter-
nationally which in our judgment will be of substantial benefit to U.S.
exporters. o :

presentative WinNaLL. So that you believe under the existing law,
without any further implementation, the President has the power to
negotiate and further implement the antidumping legislation ¥

r. McNerLL. Assuredly, yes. o

Representative WipNaLL. In view of what has béen going on around
the world, and keeping us more or less in a tinderbox, I would like
to ask what may seem to be a simple question, and yet I think it is
something that we all should know. Are there any tariff or nontariff
barriers to the trade in arms between the United States and the other
countries? h ‘ : ‘

Mr. GreeNwaLp, Perhaps I can try to answer that. As far as exports
of arms from the United States are concerned, they are all con-
trolled and licensed. The State Department has the responsibility for
licensing arms and ammunition under an act of Congress. T don’t think
any arms—ones that are on this list—can be exported without specific
licensing authority. ‘

Representative WioNaLr. I understand the licensing part of it.
But do foreign countries charge a tariff ¢ Are any ;Jayments made to the
foreign countries to enable us to sell arms to them :

Mr. GreenwaLD, As far as the:tariffs are concerned, I think:they
actually have tariffs on what we cell arms and ammunition. But in most
cases they are imported from the account of the government, and there-
fore the tariffs are waived—the tariff doesn’t apply—because the
government is the sole importer of arms and ammunition.

Representative WipNaLL. It is sort of a frightening thing to think
that for war purposes you have free trade, and yet for other commod-
ities having to do with the growth of the country and the health of the
country we have the tariff barriers. I don’t think it makes any sense. .

Mr. McQuape. Well, there are two observations, First is that when
vou talk of free trade you are generally talking of transactions in the
private sector, and in one sense all trade in arms and ammunition has
a government involved. In our case we would control the export, and
the purchaser would be a government. :

¢
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And the other thing is that there is another barrier which is in the
form of the United N%tions resolutions which have been implemented
by countries with respect to, for example, Rhodesia and South Africa.
! heé'e are some limitations. And it is realiy not on all four’s with other
roducts.

P Mr. Greenwarb. I don’t think you can really call it free trade when
there is a complete licensing system, certainly on exports as far as we
are concerned, and on imports 1n most countries. The fact that the tariff
is rebated because the purchase is for the account of the government
doesn’t make it free trade in the usual sense. As Mr, McQuade says, it
is not the same as a private transaction, and you can’t call it free trade.
The most effective nontariff barrier to trade is a quota or licensing
system. And that is what you have in arms and ammunition.

Representative WmNaLL. I have been very much disturbed since
receiving word recently that a great amount of the arms trade between
our country and the countries in the Middle East have been financed
through the Export-Import Bank. Now, this is more than just licens-
ing, too. And if it is true—and I’m going to pin it down, and I intend
to follow it up—1I think it is something that the country can well look
into to our present posture and our future position with respect to this
kind of trade. -

Mr. MoQuape. I am sure the answer, Mr. Widnall, is that if we
make a national decision to sell arms, that it is the sensii)le thing to do
under the military assistance program, why then we will facilitate that
sale with credit if that is appropriate. - »

Representative WipnaLL. We certainly find ourselves in a great box
since this Middle East system blew up. And a lot of things have come
to light with respect to our own participation and that of the Soviet
Union, And I think we had better have everything fully on the record
as to what we are doing with respect to this entire trade. '~

Representative Reuss. Will the gentleman yield?

Representative WmnNaLL. I will yield.. IR : :

Representative Reuss. I think the gentleman from New Jersey is
performing a very useful service here. I was not aware of the use of
the Export-Import Bank for this purpose. But it was certainly not
the intent of Congress to set up a Sir Basil Zaharoff institution’ wheén
it inaugurated the Export—ImFort Bank. And I hope the gentleman
will pursue this. I pledge my help with it. ‘ '

Representative Wip~aLL, I thank the gentleman. ‘ .

If Britain fails in its bid to enter the European Common Market,
what alternative sources of action might be open to the United King-
dom, and what might be the United States attitude toward such
possibilities? SR

Mr. Greenwarp, Let me try to answer the question. - ’

If the United Kingdom doesn’t succeed on this occasion in joining
the European communities, there will certainly be a great deal of
consideration given to what people describe as alternative arrange-
ments. As a matter of fact, I think both in the United Kingdom and
in other countries people have thou?ht about this on past ‘occasions,
and something called contingency planning is going on all the time.

My own feeling is that perhaps too much attention is given to the
institutional aspects of these alternative schemes. People talk, for ex-
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ample, about & North Atlantic Free Trade Association as a possible
alternative. I think in economic terms an alternative, not just for the
United Kingdom, but perhaps for all the industrialized countries of
the world, would:be to try to move toward the elimination of all tarift
and other barriers to trade. This is the economic aspect of the United
Kingdom effort to try te join the Common Market.

The ecenomic objective can be dealt with rather simply. And I don't
think it needs an elaborate institutional arrangement.

The real problem, I think, is probably on the political side rather
than the trade or economic side. The problem for the United Kingdom.
as Dean Acheson once put it, is to find a role. And as it sees itself now,

-its role is part of an integrated Furopean community. In that sense
it is very hard to think about any viable or sensible nlternative in
political terms. And I think that there is some risk that the people will
mix up the two: institutional arrangements with essentinlly political
overtones, and economic arrangements which could be just an agree-
ment among all the industrialized countries of the frea world to move
toward tho goal.of free trade. We don’t need any elaborate system. I
think it has been demonstrated by the Stockholm Convention of the
European Free Trade Association that you can move toward complete
elimination of tariffs and other trade barriers without having either
special political relationships or a very elaborate institutional strue-
ture. - :

This deals with the economic side of the problem of United Kingdom
entry. The question of handling the political aspect is much more difti-
cult and much more complicated. And I don’t think there is any simple
solution or simple alternative in that case.

Representative WipxarL, Mr. McQuade, if Britain suceeeds in en-
tering the Common Market, what would you think the long-range im-
pact will be on U.S. trade? : .

Mr, McQuanbk. The important thing is that as overseas markets he-
come stronger economically they generally become better markets for
the United States. Now that we have the Kennedy Round behind us,
and we seem to be moving in the direction of removing tariffs as a
really big factor in the trade picture, I do not view Britain’s acces-
sion to the Common Mairket as particularly troublesome. In fact, if
it makes the Common Market a betier and stronger economic entity,
it will probably help our trade, especially if we keep the various non-
tariff barriers in control and hopefully move forward to lower them.
.J think that it would not be a troublesome thing for us,

Representative WionaLL. Thank you, Mr. McQuade. My time is up.

Chairman Boaes. Mr. Greenwald, did I understand you correctly
when you said that no legislation was required until 1969% Or did you
say that no programs would be recognized ¢

r. GrEBNWALD. I didn’t say that no new legislation would be re-
quired until 1969. I think the legislative program we have in mind was
outlined by Ambassador Roth earlier, which would be what is referred
to as essentially housekeeping legislation—a simple extension of the
trade agreements program for another 2 years,

Chairman Bogas. He also said that he would recommend certain
amendments to the adjustment provisions of the existing trade agree-

ment program {
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Mr. Greenwarp. Yes, There are other elements in the legislative pro-
gram to be presented this year. One would be the adjustment assist-
ance amendment that you spoke of. »

Chairman Boaes. Are you prepared to spell those amendments out?

Mr. Greexwarp. No, I am afraid that——

Chairman Boags. Is anybody ¢

Mr, McQuade? . '

Mr. McQuabk. I don’t think that we have hammered out in our own
minds what would be the right thing to propose.

Chairman Boaas. When do you plan to propose them ? This is July.

Mr, MoQuabpk. In the very near future,

Mr. McNEsLL. Mr. Chairman, if I may just-add to that comment, the
Trade Expansion Act test for eligibility %or adjustment assistance has
proven indeed to be a very difficult test, as I think you all know. You
will recall that in passing the Canadian Automotive Products Act the
Congress liberalized very considerably the tést for eligibility. Pursuant
to the Canadian Automotive Products legislation, the Tariff Commis-
sion and the administration have in most cases, where applications have
been made, been able to certify under the looser and more liberal
eligibility tests that workers indeed have been adversely impacted and
affected by operation of this particular agreement that we have with
Canada. The administration is very carefully examining both tests of
eligibility ; that is, those in the Trade Expansion Act and those in the
Canadian Automotive Products Act, with a view to asking the Con-
gress to liberalize the Trade Expansion Act test. We have niot at this
time made final determination as to whether we would want to move
wholly in the direction of the Automotive Products Act, or ﬁo beyond
this, or dgo almost up to it. But we will, I think, quite short y as Mr,
Mcdua e indicated, be submitting to the Congress proposals for
amending the Trade Expansion Act. \ :

Chairman Boaes. Have you ever had a case under either act?

Mr. McQuabe. We have Kad quite a number of successful cases under
the Automotive Products Act. All cases under the Trade Expansion
Act have begen turned down by the Tariff Commission.

Chairman Bouas. What has happened # What has been the action?.

Mr. McQuabk. Tn the case of the employees under the Automotive
Products arrangement we have granted quite a number of adjustment
assistance programs. And I could get that number if you would like
tohaveit. - ‘ ' : . '

Chai)rman Boaus. Yes; and we will include it in the record. (See

). 100.

[ Mr. McQuape. But under the Trade Expansion Act the Tariff Com-
mission has never determined that the :major test required by the
statute has been met, which is that the tariff concessions must be the
major cause of increase in imports and that the increased imports must
be the major cause of the injury. We have never had a successful de-
termination on that front. -

Chairman Boags. Is it the general feeling that the test in the Auto-
motive Agreement would be better than the existing arrangement

Mr. MoNemL. Yes; I think that is true, Mr. Chairman. It was the
intention of the Congress in enacting the Tride Expansion Act to pro-
vide foradvetsely affected persons and firms a program of adjustment
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assistance. And this simply has not worked, whereas the Canadian
Automotive Arrangement has,

Cheirman Boaas. Mr. Greenwald, on another subject, what impli-
cation, if any, does the conclusion of the Kennedy Round have for the
question of the Bast-West trade?

Mr. Greenwarn, The results of the Kennedy Round were fairly
limited in terms of East-West trade. Perhaps the major development
was the adherence of Poland to the GA’I‘PI‘. Poland negotinted for
access in the course of the Kennedy Round and, therefore, there will
be some impact. in that. sense. .

As fav as the United States is concerned, we already give “most
favored nation” treatment to Poland and Yugoslavia, which are two
of the Eastern European countries that are members of the GAT'T.
Czechoslovakia is also in, but we have n special decision which permits
us to discriminate against Czechoslovakia in accordance with our own
legislation. Our law will continue unaffected by the results of the
Kennedy Round.

The proposal that the President made for Jast-West trade legisla-
tion is one that would still be relovant and still important, even after
the Kennedy Round. What he asked for, you may recall, is the author-
ity to negotiate most-favored-nation treatment with individual East-
ern European countries and the Soviet Union when it is found to be
in the national interest. This is something that we would do, at least
initially, on a bilaterial basis. And we still think that this is an im-
portant foreign policy tool that ought to be given to the President to
allow him to carry out his policies with respect to Eastern Kurope and
‘the Soviet. Union,

Chairman Boaas. Again, in connection with-the less-developed
countries, the Kennedy Round gave no consideration at all to Latin
Americn, is that correct ¢ o :

Mr. Greenwarn. T wouldn’t say that it gnve no specific considera-
tion. A number of the countries of Latin America participated in
the negotintions., Argentina, for example, received some concessions
from us and other countries on meat, which is'an extremely important
export. product for Argentina. Other countries got concessions on
items of interest to them. The Kennedy Round didn’t have any specific
provisions for any partioular area of the world. It was a multilaterial
negotiation. ‘ :

Chairman Boaas. Let me put it another way. The existing discrimi-
nqﬁ(m agu@inst, the Latin American tropical products will continue,
will it not.

Mr. GrerNwaLp. That is true. That is not an outcome of the Ken-
nedy Round, but a continuing situation which we hoped we might
be able to deal with in the Kennedy Round. We had authority that
the Congress had given the President to eliminate duties on tropical
products if other countries did the same. We weren’t able to use that
authority as we would have liked to use it, because particularly the
EEC wasn't prepared to go further, The major discrimination against
Latin America—that. is, the duties on coflee and cocoa—continues.
And we didn’t get anywhere in trying to reduce that discrimination
in the Kennedy Round. That again is one of the reasons why we were
trying to pursue another route to put Latin America on the same
footing as the other developing countries.

!
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Chairman Boaas. Suppose you spell out. simply and categorieally
what you propose to do in this other round.

Mr. Greenwarp. What we are trying to work out is an arrange-
ment. whereby all the industrialized countries—for all practical pur-
poses, this means the key countries in the OKCD—woulld be willing
to give either duty free treatment or reduced duty treatment to the
products of the developing countries. This is the basic element. It
would be a temporary extension of duty free or reduced duty treat-
ment. And how the temporary feature would be made to operate would
depend upon the particular approach. Some people, for example, have
been talking about this as an “advance cut,” the iden being that the
industrinlized countries nmong themselves would agree to reduce their
duties, the MIN duties, over a certain period of tiine, and that they.
give lower duties immediately to the developing countries. This is the
iden of an “advance cut,” or a “head sturt™ for the déveloping:coun-:
tries. TR N o
Chairman Bosas: In our case, though, again referving isp.eciﬁc»gy. to
Latin- America, in most cases the countries produce one:commiodity,:
duch ‘ws tin in Bolivia, or coffee in. Chile, or ?ll)eef in Argentiha, or: oil:
in Venezuela, or sugar in Pern, and coffee in several of these countries,
There are: no- tariffs there to speak of on Latin. American products
coming to thisconntry, arethere .- - oo ton poaven

Mr. GrepNwar. Not in the United States, no. ‘Bt there are into-
Ilurope, mid in some cises into the United Kingdom: and-some of the
other industrinlized countries. So what we huve been suggesting is
that the other ihdustrialized countries either eliminates the duties on
these products of interest to the Latin American countries, or they give:
them duty-free treatment on these products to put them on the same
basis as their African suppliers who now receive duty-free trentment.
under the terms of the Ynounde convention. »

Chairman Boacs. What tools do we have to induce the countries to
Lring this about. ¢ .

Mr. GreeNwawp, 1 think probably the major bargaining tool, or
weapon, if you want to call it that, would be this idea of a generalized
system. 1f we say we are propared to go along with a generalized sys-
tem that will meet. the concerns and problems of Latin America, then
wo have some leverage to bring the Kluropean countries along to elimi-
nate or reduce discrimination against Latin America. t

Chairman Boces. My timeisup, .. S

Mr, Reuss; do-you haveany further questions® - : .. . .- - .

Representative Reuss, I have had a chance, Thank you. - Ce

Chairman Boaes! You ave entitled to more time if you would likd it.

' l%ermsenltgtive,W1nNAt.L. 1 have d:couple .of moré questions, -

I think we dll recognize that the process of nagotiating removal or-
the moderation .of the nontariff-barriers ‘is very . difficult. Do you be::
lieve that the procedure of negotiating rounds is-appropriate to reduce
nontariff barriers,” or- should somé new negotiating; procedures be .
developed®:- -~ - . o SRR S R

Mr. McQuabk. I don’t think it is going.to be as easy. to have a lar
multilateral system working here, The problems oftentimes have only
bilateral implications. And T don’t think we would like to prejudge
how it ought to.be done, There are some items which might lend them-
selves to the multilateral treatment. For example, I think I noted in my-

RS
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statement that the problem of Government procurement is something
analogous to the antidumping arrangement about which Mr. McNeill
spoke of, something where all of us could benefit from more forthright,
openly stated general rules, That would be helpful for the world mar-
ket in general. Maybe something like that would lend itself to the
multilateral system. But many of these things are so special that they
really have to be fought out on a bilateral basis, perhaps, before we
try to make them more generally applicable.

Representative WiNaLr. Do you really believe that the system
using the Kennedy Round wouldn’t apply here in order to be effective ?

Mr. McQuape. We will have to see. :

Representative WipNarr. Do you see any danger that as a result
of the tariff reductions achieved under the Kennedy Round new instru-
ments of protection will be developed, or that more extensive use may
be made of the old instruments? : :

Mr. McQuape. Would you say that again?

-Representative Wipnarr. Do you see that as a result of the tariff
reduction due to the Kennedy Round, that new instruments of pro-
tection will develop, or that more extensive use will be made of old
instruments? -

Mr. McQuabk. . It seems to me that all these things have large politi-
cal overtones, and we are never going to totally remove the kinds of
actions which will have some-protective benefit for a particular seg-
ment of the community which, after all, is a political entity. The object
of the game is to try and minimize these in a way which each country
can see is consistent with its national interest. And while I think the
Kennedy Round technique may be something which will be useful in
some selected items of nontariff barriers, I think that there will be some
effort inevitably of Eressure groups in every country, including our
own, to use nontariff barriers more, if that is the necessary tool to
gain'some protection. o Con = ,

Chairman Boeas. I wonder if the gentleman would yield ?

Representative Wiovarr. Iyield. ‘

Chairman Boags. In that connection, what authority do you have
now to negotiate on these? And if you lack sufficient authority, is it
the intention of the President to recommend such a grant in any new
legislation ¢ S TR ST

Mr. McQuapk. This is, of course, the main objective of Mr. Roth’s
assignment from the President, to try and find what new authorities
and what new policies we ought to seek. And I -would not be surprised
if there were such an effort. - o 3

Mr. McNeill, do yon want to comment on that = '

Mr. MoNewL. I think that with respect to the'second part of your
question, that is absolutely the corfect answer, Mr. Chairman, that
this is something that will be considered in the major study under
the leadership of Ambassador Roth. - -~ . ieom i 00 0

-On-the first: part of your question, the nontariff barriers that are
maintained in the United States tend to be in many areas in the
form of national legislation, such as the :Antidumping Act; the Buy
American Act, and others, And in these areas the President, of course,
does not have the authority in'the Tradeé Expansion Act or elsewhere
to negotiate away an act of Congress. Where he doés have negotiating
flexibility is in respect of the administration, perhaps, or some of these
acts. For example, in the Buy Amerigan Act the Congress, in 1933,

’
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said that there shall be special preference for domestic sup%liers in
Government procurement programs, but did not designate what that
special preference should be. The President, in 1954, through Execu-
tive order, laid down some very specific price preferences. And it
would be in that kind of an area of administration and presidential
flexibility where the area of negotiation now lies. And this was the
case in antidumping. : * .

Mr. GreexwaLp. 1 wonder if I could come back: to Mr. Widnall’s
question, I think most people feel that the effect of the Kennedy
Round; that is, the relationship between the Kennedy Round and
nontariff barriers, is that as the tariff barriers are reduced two things
happen, One; as the nature of the nontariff barrier becomes clear and
as tariffs fall it is evident that they have a greater im than tariff
barriers. Tariff barriers are not that significant so the people who
want a higher degree of protection not only in the United States but
in other countries will look to nontariff barriers. Second, I think
the comments of both Mr. McQuade and Mr. McNeill have made it
clear that you can’t talk about nontariff barriers as a general category
as you can about tariff barriers. Negotiations to deal with tariffs are
possible because they are fairly easily identifiable, and represent a
common technique of protection that all countries have pursued for
years. But when you come to nontariff barriers, as Mr. McNeill pointed
out, you get involved in purely national legislation, tax systems, fiscal
systems, and it gets extremely complicated. The{ are related to na-
tional economic policies that aren’t adopted purely in terms of inter-
national trade and are extremely difficult to deal with, Therefore, it
l\)voul.d be hard to have a negotiation that tried to cover all nontariff

arriers. : o

What we have been trying to do is deal with nontariff barriers as
appropriate, and sometimes in different forums. Fof example, we have
tried to tackle the border tax issue in the OECD through its relation-
ship to economic policy in something called the “adjustment process”—.
trying to convince countries in good balance-of-payments situations—,
surplus earners—that they shouldn’t take action on taxes which is
contrary to the policy that a good creditor nation should’ follow.
There is also the issue of government procurement which is # problem
mainly of the industrializéd countries. We have purSued it in the
" OECD in the terms that Mr. McNeill suggested—trying to arrive
at a uniform system of government procurethent practices. The real

roblem, it turns out, is that we have a law, ‘wp‘hn‘ii;g',opéﬁ ‘competitive

idding, but other countries in the world use:much more subtle meth-
ods to achieve ‘‘buy national” purposes. ... .. . .. .. . . ... .

- So-our first effort there has been to %et ‘agredment _‘ppﬁ_tixe publication
of bids and publication of the restlts of the bids'and thé system of com-
petitive bidding. And this is what we have to try to deéal with-rather
than going immediately t» the question of what is the percentage of
preference, because some of them have come to us'very blandly and
saidl; we don’t have anything like s Buy Amierican’Act. We ‘fow
though, that the results are actually tlie éame achieved through a-much-
more subtle, devious method. So each nontariff barrier his to bé looked
at individually, not only the methods of negotiation, but the forum'in
many cases may be different, depending on the kind: of nontariff barriers
it is and how we can best tackle it. Nontariff barriers are an important
problem, and they will be more important as time goes on.
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Representative WIDNALL. I just have one more question. How long a
period of time do you think 1t will take before we can obtain a fair
evaluation of what has been accomplished by the Kennedy Round?

Mr. GreenwaLp, I am not sure what it means to get a fair evalua-
tion and I don’t know whether time will necessarily help. I think
opinions differ on the results of the negotiation. You have heard Am-
bassador Roth’s evaluation of it, and the administration generally. 1
don’t want to denigrate or undermine the objectives of tariff reduction.
ButIthinka numﬁér of economists who have been working in this field
vecognize that there are factors other than Government decisions on
tariffs or other trade barriers which will affect the flow of trade. It is
awfully hard to predict evactly what has been caused or not caused
by particular reduction of .a particular tariff, or a whole series of
tariff reductions in a negotiation. Just as the weather perhaps has
more. to do with the qrop results than an agricultural policy of the
Govennment, so the general level of economic actiyity which is related
to tax policy, :fiscal; policy, deficit financing, may well affect the
respilfts“in trade flow terms-more than what sctually happened to.the
tal‘,S_..- . vl g EE TR ' -~“-( VRN v

) I‘epresentative WipNALL. Thank you.
. Chairman Boges. Thank you very much.
J} +McQuade? o L o

Mr. McQuabk. Just to give you a roundhouse feeling on this auto-
tive parts arrangement, I might mention that as of December 31, 1966,
1,141 workers had filed for assistance, and 819 had been found eligible.
And they paid out something less than $900,000. But there have been
several cases since.then, including the American Motors case.

Chairman Bocas., Thank you very much. Thank you Mr. McNeill,
Mr. Greenwald. You have been very helpful to the subcommittee,

Now, Congressman Curtis, we will hear from you.

We are very happy to have our colleague, one of the distinguished
members of this committee, and distinguished member of the House
Ways and Means Committee here this morning, Congress Curtis of
Missouri, Congressman Curtis was one of the two Congressmen ap-
pointed by the Speaker to represent the House Ways and Means Com-
mittee at the Kennedy Round, the other being Congressman Cecil R.
King of California. And he was very diligent in attending the sessions.
there, Mr. Curtis has been kind enough to come and make a statement
before the subcommitiee thismorning. = . . A

Before he hegins, we will accept Representative King’s statement for
the record and include it herein;. BT SRR
STATEMENT OF HQN, CECIL R. KING, A US, REPRESENTATIVE

FROM THE STATE OF CALIFORNIA AND DELEGATE TO THE KEN-
- NEDY'ROUND o - oo o0 7 artovee b

Mr. King;, Mr. Chaiyman, you have invited me as a congressional
delegate to the Kennedy Round to appear before the Subcommittee
on Foreign Economic Policy currently conducting hearings on a reas-
sessment of U.S. foreign trade policy. - ©,. = . :

The Kennedy Round agreements are exceedingly complex, as might
be the expected result of more than 3 years of negotiations involving

v .
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more than 50 countries, countries that account for three:quarters of
the world’s trade. The final agreements were not signed until a little
over a week ago. It is not surprising, therefore, that.-we in the Congress
have been given only preliminary information 'on the outcome of the
negotiation. S N
We await the report to the Congress required by-the Trade Expan-
sion Act for definitive analysis of the Kennedy Round result. Until
we see this report, our assessments must be tentative, ; <o - i 7
I am, nevertheless, willing to express confidence that our negotia-
“tors have brought home a Kénnedy Round settlemens that will larg%ﬁ
fulfill the expcctations and’ inténtions of the 87th: Congress whi
wraote into law the historic Trade Expansion Act of 1962. Bising my
views on observations made as a-dongressional delegate, I believe that
.our peoplein Geneva have-used their negotiating authority wisely.and
well; 'The-act enjoined -them, to quote from the statement of. purposes,
“x % * through trade agreements affording mutual trade henefits (1) to
stimulate the economic growth of the United States and maintain and
enlarge foreign markets for the produots of U.S. agriculture, indutstry,
mining, and. commerce.” I can- attest that they:were p;ers{sbenbzdnd
diligent in pursuit of this objective. . . R A I
I shall reserve comment on deétails of the agreements until I have
had the chance to study these agreements carefully and to consider
the analysis which is under preparation. ,. .. .. = .
I would like to remark, however, on two matters that are creating
considerable controversy. o L C
The Kennedy Round has resulted in the negotidtion of i interna-
tional antidumping code. Without entering into the merits of .the
provisions of this code, I am inclined to support our negot:ators’ con-
tention that they have entered into an agreement that does not violate
the letter or the essential spirit of our U.S. antidumping law. I know
that they made a very great and sincere effort to achieve this end, which
included extended domestic consultation and public hearings. ‘
Secondly, an agreement was reached that commits the administration
to seek legislation to convert the American selling price (ASP) system
of customs evaluation to the normal evaluation systein, as'it applies to
certain chemicals. Agein, I don’t intend to discuss the merits of such
legislation at this time, but I do want to say that prior to entering into
negotiation on ASP, a maximum effort was made to seek public advice,
“to assure that the views of the industry, affected were heard and con-
sidered, and to establish that a chang,e in the system was justified.
. Both in regaird to dumping and ASP, the administration has recog-
nized its obligation to seek and fully consider public and congressional
_opinion, In fact, to.a far greater extent than in the.past, the develop-
ment, of U.S. positions throughent the Keninedy Round has involved
extensive consyltations not only within the administration, but also
with reﬁresentatlves of th'ﬁmbhé( and with Members of Congress. The
Trade Expansion Act established, for the first:time, the Special Repre-
.sentative for Trade Negotiations, directly responsible to the President

for the conduct-of such negotiations. The act stated in section:241(a)
that the Special Representative should “*.*-¥ geek information anu
advice with respect.to each negotiation from.representatives of in-
dustry, agriculture, and labor, and from such agencies as he deems

appropriate.”

1 4o
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- The act further obliged the President to seek Tariff Commission ad-
‘vicé (sec.'221), advice from the Departments of Agriculture, Com-
merce, Defense,; Interior, Labor, State, and Treasury (sec. 222), and
public views through hearings (sec. 223).

A hierarchy of interagency committees, including one at the Cabinet

level, was established for the purposes of formulating policy recom-
mendations, with the Special Representative and members of his staff
presiding over their work. Similarly constituted was the Trade Infor-
mation Committee, which held public hearings on concessions that
might be made or sought by the United States. These supplemented
the hearings which were held by the Tariff Commission.

The President appointed a 45-member public advisory committee

“to the Special Representative, made up of spokesmen for the public
interest selected for their leadership in the business, labor, farm, and
consumer sectors. This group met regularly with the Special Repre-
sentative and many of its members tra,\zele(f7 to Geneva, for a firsthand

-look at the negotiations.

Members of Congress have also been brought in as an integral part
of the policy formation process in the role of congressional delegates.
The creation of congressional delegates was an important innovation
of the Trade Expansion A¢t, which, in section 248, states: ;

Before each negotiation under this title, the President shall, upon the recom-
mendation of the Speaker of the House of Representatives, select two members
(not of the same political party) of the Committee on Ways and Means, and shall,
upon the recommendation of the President of the Senate, select two members (not
of the same political.party) of the Committee on Finance, who shall be accredited
as members of the United States delegation to such negotiation. -

Two Members of the House and two delegates and two alternates
from the Senate were so accredited from the beginning of the Ken-
nedy Round. - .. ‘ .

Throughoub“the negotiations, and increasingly as the bargaining
reached .the critical stage, we were kept current with developments
and were consulted on moves to be made, We held regular meetings
with the Special Representative, received written reports from him,
and, on several occasions, made individual trips to Geneva. There we
sat in delegation meetings and negotiating sessions and were given
access to the position papers and cable messages concerning negotia-
tions. ' .

As the U.S. position evolved on the handling of such difficult ques-
tions as American selling price, an international antidumping code,
inclusive of agriculture and nontariff barriers, the views of the.con-
gressional delegites were sought, given, and, in my view, very carefully
considered, ‘ S ‘ _— :

Ambassador Roth has, on several occasions, testified before con-
ﬁxljessional chigﬁttees oni the usefulness to him of the delegates to
the Kennedy Round. Hé has had an opportunity to probe congres-
sional views and sénsitivities and to take advantage of prior consulta-
tion on matters thit might require, or result, in con, ional action.
He has been able, basédg; on the consultations, to make clear to.other

_participants in the négotiation the realities of U.S. politics. ' 3

‘With the Kennedy Round concluded, we, the congressional dele-

gates, would appear to havé finished our assignment. I believe very

H
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strongly that the concept of congressional delegates to trade negotia-
tions should not be allowed to expire with our retirement. As new ne-
gotiations are begun, Members of the Congress should be named as
delegates, Through this mean;s,:"t‘Pg Congress can both advise and be
kept informed on the- éonduct of our trade relations. The two-way
usgfuaness ?if the congressional delegates has been proved in the Ken-
ne ound. , . L o

Me, Chairman, I have {ried to focus my remarks on a particular
aspect of our conduct of trade negotiations, that of the utilization
of means of clarifying the public interest through the articipation
of representatives of the Yu lic and of the Congress in the policy de-
velopment process. I would recommend that this aspect be given full
consideration in the deliberations of this distinguished subcom-
mittee. . '

Chairman Bogas. Congressman Curtis, we are very happy to have
you here this morning. You may bégin. -

STATEMENT OF HON. THOMAS B CURTIS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MISSOURI AND A DELEGATE TO
THE KENNEDY ROUND = . : :

Representative Curris. Thank you, Mr. Chairman,

. Mr. Chairman and members of the Subcommittee on Foreign Eco-
nomic Policy, I first want to thank you for your invitation to me as s
congressional delegate for trade negotiations to testify during these
important hearings on trade policy. I also want to thank the chair-
man for his invitation to me to sit on the subcommittee panel during
these hearings, in light of the fact that, though XI-am a member of the
full Joint Economic Committee, I am not formally a member of this
subcommittee. Co :

I would also like to express my great enthusiasm that these hearings
on foreign trade are now being held. They have been badly needed, and
will serve a very useful and very important purpose: to give perspec-
tive to:the negotiations just past and to %ive focus to the many new
ideas about trade policy now current. I hope such hearings by this
subcommittee, or by the full Joint Committee, can be held regularly—
ideally, I would ho;ie they could be held at least annually and that the

of ‘this annua congressional trade inquiry could be the Presi-
-dent’s Annual Trade Report, a requirement of section 226 of the Trade
Ezipansion.{&ct. 1 e e T
f the Joint. Economic Committee would hold hearings ann\igy on
this document as they do on the President’s Annual Economic Report,
I think we gould move forward greatly in our understandingof. these
very complicated matters involving international economics and trade.
texAt the ﬁll;tlslet I,,wpuéd like to establi;h whit i | wnilder }Ep beéghg cg}r;-
text in which our. trade negotiating pfforts have taken place difico the
1980%. 'The Tarlgg Act of 1930—the.“Smoot-Hawley” H‘ariﬁ ;'egacted
the highest rates the Nation had had--higher even'than the exceptional
rate in the 1922 Fordney-McCumber Tariff, Starting from this high
level of ratés, reeiprocal ﬁraﬂdefne’gqt,iagioﬁs‘bégx_nnmg in 1934 and
'P"”ﬁf”‘g{" \:intil‘thg Kennedy Round have in'effect amended the 1930
tariff schedules, =~ ' et T e e T

Y
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Thus we have descended, step hy stop, from the rates fixed by the
1930 act—rates that still appear in column 2 of our tariff schedules—to
levels where the tariff per se hgs censed to be really meaningful re-
striction to flows of international trade in the industrialized free world,

With the successful conclusion of the Kennedy Round we have come,
then, to the end of an' era, and we stand at the threshold of a new
effort. Now, if only becausp of the relative unimportance of tariffs,
many new trade prohlems spring to our attention, demanding study
and action. T will discuss some of. these problems and what to do

‘about them later. I wish to note here however that I detect a new
trend of thaught, one that I feel contradicts the thrnst of LS. foroign
economic policy evident in the progressive redwetion of tariffs, -

“The purpose of this tariff veduction has been to establish a more
-competitive intpruational economy based on the fuller operation.qf a
fair marketplace. But this ebjective is endangeved by developments
such as measures that use quotas and Ticenses as means' of regmlating
trade in opder to bring about objeotives-that governments consider to
be important, Commodity agreements, for example, are major dovia-
tions from marketplace conditions beeause they nso quotas and licenses
to completely regulate trade in a cortain produet, often of major im-
portance, The Long Term Cotton Textile Arrangement, renewed for
3 vears by the same Kennedy Round agreement that will result in the
reduction of tariffs, is just such o measure. It establishes a compre-
honsive quota system for cotton textile imports, and this has had
a profound effeet on economic development in the poorer countries.

So I sea two themes, two ideas of foreign trade, now current. On
the one hand, there are these who wish to expand international trade
and payments on the basis of freoly operating, competitive interna-
tional marketplace. The reduction of tariffs has brought us towawrd
this objective, On the other hand, there ave those who, though they may
even support tariff reduction, dt the same time seck to establish new
methods of trade régulation that will impair the function of the
marketplace, T believe that it is important to resist such “neomercan-
tilist” efforts and to adhere in the new period that lies ahead, to the
principles of international compdtition that have guided eur poliey
in the tariff-reduction period. o '

Boyond these comments. T will limit vy remarks to observations
about the role of Congressional Delegate for Trade Negotiations, some
post-Kennedy Round concerns of international tradé policy and some
comments on onr administrative organization for fongmlntmg foreiem
trade policy, condneting trade negatiations and in’othér ways imple-

‘menting that policy. - ' S Co '

The function of congressional delegate is set out {n section 248 of the
Trade Expansion Act ag follows: ™~ " - " L

CONGRESSIONAL DELEaATES FOR TRADE NEGOTIATIONS. Before each negotlation
under this title, the Prealdent shall, upon the recommendation of the §peaker of
the House of Representatives, select two members (not of the same politieal
party) of the Commmittee on Waya and Means, and shall, upon '‘the recommenda-
tion of the Preaident of the Senate. select two members, (not of:the sama politi-
cal party) of the Committee on Finance, who g)hallbe aceredited as members of
the United States delegation to such nqgrm’a‘gldp, s g L

I should note that, in addition to the two full Senate delegatos, two
alternate delegates have heen designated from the Senate Finance Com-
mittee as o measure of the intevest of that committee in the trade nego-
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tiations, These alternate membors, one from each party, have served
as full congressional delegates. Lo ,

_The langunga of section 243 obviously leaves the congressional dele-
gates’ role open to interpretation, but it is nonetheless important. For
the first time, congressional participation in trade negotiations was ele-
vated from the jevel of “obsorver” status to that of actual participant,
T'his is an important distinetion, one that T mn keenly aware of, having
also served as a congressional “observer” of past. negotiations. As
“obsorvers” access to documents and meetings was limited. As “dele-
gates” we have access to classified data and to negotiations between
govarnments.

The resulting relationship between exccutive and legislative
branches has been described as “unique.” Initially it may have ereated
a bit of disquiet in administrators accustomed to the usual cards-
against-vest approach to dealing with Congress. But my opinion is that
the “unique” relationship has worked well: T have found that efforts
to expand and intensify congressional knowledge and participation
in the foreign trade program have been met with good cooperation by
the exeentive branch. .

My intm';;wmtion of tho language of section 243 and the role of con-
grossionn] delegate for trade negotintions has been to keep well in-
forned about the negotiations and trade matters gonerally, to consult
with the trade negotiating stafl, and to attempt to explain to the pub-
lic nnd its vepresentatives in Govgrument—my colleagues here in Bon,-
gress—the issues in the trade negotiations, with attention at the same
time to their meaning to our domestic. industries, onr relations with
other nations, and our future trade concerns, .. - .; . -

Moveover, I have hoped to promote what I consider to be another
profoundly important objective. I believe the Congress i;,%;\uwt-ltut.ion-
mtended to, make decisions through processes of open study and de-.
hate, I have hoped that publicly exposing as completely, as I.could the,
facts about the negotistions would .aid hetter congmiaxox}ql decision:
making in foreign trade and related matters, This has been & principa
veason why I have used the consultations and participation open to me.
as a congrevsional delegate to-report extensively gn thenegotiations
amlmlatedymblemstothe(‘)qngmss. T

+In May 1968 at a meeting in Geneva the Ministers of tha major,
countries participating in the Kennedy Round resolved. upon certsin
resolutions to guide the “Kennedy” negotiations. A year latsy, in Ma
1964, I attended the formal opening of the Kennedy Round, at whic
time the Ministers published new resolutions essentially. reaffirming
t‘h]osse‘tof)a mre{.&i:r. d . .{'u e | tll
ut by May , my second visit to:the negotiations, very little
had been accomplished g\ fulfilling the earlier ministerial resolutions.
So.on June 2, 1965, Congressional Record p %es 119256-11980, I ex-
Pl&med arguments snrroun.ding the n\&?ﬁ:\ ing ground rules that
\nd absorbed everyone’s energios during this 2-year period, .

Onr negotiators had spent months simply trying_to define the.
meaning of .“tariff disparity,” and the idea of establishing world
refeyance fpncm for- all agriculture commodities baged upon, fixed
levels of farm support-—a Common Market proposal known as the
“montant. de sourien.”. The?intellectual exercises had delayed any
real taviff bargaining very effectively. '
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As an indication of the recency of the progress of the round, I
would recall that, even as late as June 2, 1965, the antidumping
agreement that was signed on June 30 had not even been discussed.

group—the Non-Tariff Barriers Committee of the General Agree-
ment on Tariffs and Tradé—that was to be the forum for organizing
the negotiations on nontariff barriers, had not even met, and its
membership had not even been organized.

But very shortly thereafter, I believe the middle of Jume, the
British Government-submitted its aier deeply criticizing what it~
then considered the shortcomings of the U.S. administration of the
Antidumping Act of 1921, an opinion shared by many other countries.

It is rather a surprise that, 2 years later, we have mollified our
foreign critics first just by explaining the logic behind our anti-
dumping administration, and second, making apparently minor
changes In our administrative practices. Above all, we have succeeded
in having the essence of much of our own procedure—open hearings
with rebuttal, Eublic explanations of antidumping actions, and the
criteria for such actions, among other safeguards—adopted i)y all the
maj%r trading nations under article 6 of the new antidumping agree-
ment,

Tt has scemed to me that such an international agreement harmoniz-
ing national practices is a very promising achievement, an important
first step toward much broader agreement on other international busi-
ness practices. For the record, I would like to cite my prévious com-
ments in the Cong:essional Record on the problem of dumping: June
1, 1965, pages 11645-11647; March 8, 1966, pages 5112-5116; August
24, 1966, pages 1955419557, ’ ‘ .

A 'l‘he year from May 1965 to May 1966 will be remembered as per-
haps the period of most frustration in a very frustrating b-year nego-
tiation. The long stalemate in the functioning of the Common Market
from June 1985 through February 1966 prevented its participation
in_the negotistions—the negotiations could nét proced. ‘ :

‘ But by the sprmg of 1966, the negg}tiation’s h‘,mf begun again. After
my éarly May 1966 trip' to Getteva, I' was able fo report onn May 31,
Conglessional Record pages 11280-11293, about the’ opening of dis-
cussions in two critical industrial seétors, stésl arid chemicals, and the
resninption of discussions on wheat ‘and’ feed’ '%iwms; ‘among’ other
magém Later in the summer, the Community tabled additiona) sgri-
cnlde' ral offers and so, by the fall; réal negotiatipns were at last' well
underway. ' ‘0 0 ol Teino et e

‘Timb doés niot permit ‘meé td chronicle minutély the stép-by-step
development of the negotiations, and that is not ma‘epurpOSé' ‘here.’
Suffice it to say that by the time of iny veturn to the Gerieva hegotia-
tions in late November 1966; th -‘mulor ‘issites had been cleatly de-'
lineated, initial assessments of the dollir vilue of the offers liad been
drawn up and these Were. being "préventéd to ‘other {mrt;icipﬁti‘n
countries with:lists of réquests for additional offérs and lists of possi-
ble withdrawals. = =~ " o0 o oo

" Key issues remained, however, and theif solution, as we know, was
a touch-and-go propositioni untlxi the very final weeks of the negotia-
tions, Thése key issues—mainly ‘steel,' chemicals, :American selling
pfite, a grains'agreement, dairy and meat sector-problems, ‘'and-other

¢
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temporate zone products—were the matters of greatest concern. But
equally important, if somewhat in the background, were the trade
and development problems of the poorer countries.

To explore these issues, I began on April 10, this 1‘yesu', a five part
series of reports titled “The Kennedy Round and the Future of United
States Trade Policy.” The April 10 installment, part.I, Congressional
Record pages H3819-H3830, dealt with the tactical negotiating prob-
lem in agriculture, but mostly with the efforts, and the issues, in the
negotiation of an international grains agreement. - .. .

n April 13, Congressional Record pages H4128<H4140;/T submitted
parzl IT, which dealt with dairy, meat, poultry, and ether major farm
products. o

In reviewing the content of these two speeches and the results of the
negotiations it is obvious that the Kennedy Round agriculture nego-
tiations did not alter at all the Common Market’s farm pricing and
import restriction systems, which we had hoped we could modify. Of
course, many believed that this was not possible, even:from the start
of the negotiations. But I think we made a very good try-—a beginning
in treating in an international forum difficult problems of agriculture.
This itself was an important initiative, because previous negotiations
had not attempted discussion in the agriculture area. :

These inquiries into international farm trade demonstrated an im-
portant lesson. The failings, the complications of international farm
trade, begin at home. Almost all governments have stepped into their
own agricultural marketplaces to achieve through government direc-
tion social and political objectives they consider important. Estab-
lishing real competition in international agriculture markets largely
requires that governments first step out of these markets, remaining
there only to perform the essential function of guaranteeing their hon-
esty and enforcin% other standards of fair competition. So complex is
this problem that I am reminded of a statement by the.very able, astute
Director General of the General Agreement on Tariffs and Trade, Eric
Wyndham-White, at a press conference in Washington in ‘A pril 1965,
He said that— BRI B

' The evolution of an acceptable viable international agricultural and food policy
is:gomething which will have to be worked out very patiently over the yéars, We
mystn't expect that one can solve all these very deep-seated problems in ione g
aroynd—in a single negotiation.. .= .. .. ., . S

. Part IIT of the report, which appeared on May' 1, Congressional
Record pagés H4891-H4905, ‘was an.effort to 'expla:ixyl_ theitactical prob-
lems in the industrial negotiations, particularly the development 6f the
sector approach to negotiations in difficult industries—steel, ¢hemicals, -
textiles, aluminum, and pilp and paper. Part IIT also discussed the
so-called technology gap which was used by certain countriés as a.red-
son for excepting certain tariffs from cuts in the negotiation. Irrpart I1X
I also described the problems facing the conclusion of a:mganingful.
negotiation in the steel sector talks and, in relatién to this; I explored
some of the problems in our own steel industry, in an effort t6 bring
them out into the open-and examine their merits at a key. time in the
negotiations, the last moment when, if some special measures were
required, they would have to be taken, -~ « .=« o L

yiecrr g, b o
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My . descriptions of the problems in the other major industrial
sectors—chemicals, textiles, aluminum, and pulp and paper—begin
on Monday, July 10, Congressional Record pages H8380-H8304, wi. . a
discussion of chemicals, The second section of part IV will be sub-
mitted next Monday, July 17, and it will conclude the discussion of the
industrial scctor negotiations. I would conclude that these sector nego-
tiations, an innovation in the Kennedy Round, resulted in more inten-
sive study of the international and domestic economics of these indus-
tries than any previous negotiation. This has been a major positive
result of the Kennedy Round approach to the industry sectors.

Study of these sectors of international trade negotiations, and the
domestic economics of the U.S. industries in question, has led me to
emphasize the importance of change—that is, shifting inputs of re-
sources -among and within industry groups as a result of new tech-
nology, new demands, and new sources of supply. These continuin
changes are the expression of a truly dynamic economy. A tendency
see is that, in examining intensively an industry, some of us become
wedded to a static view of the industry in question, forgetting that
change is incessant and that some very profound economic changes can
take place very rapidly.

This is an attitude sometimes adopted also by businessmen them-
selves, Used to looking at their role in the economy in terms of a cer-
tain share of production or sales or other measure of size, they ave
proud to see an-increase and very reluctant to accept a decreased share,
even though the larger forces of économie activity and innovation may
demand oconstant changes in the relative importance of various in-
dustries. And I must add that the actual amount of that industry has
incrensed, the- proportionate share may decrease, but the industry
still isexpanding: ;- . e o

So twe are continually faced with the question whether to maximize
economic growth,thereby increasing the totality of economic activity,
oradcept some-lesser athount of activity in order to preserve certamn
dotninant or less ‘dominant . interrelationships among major indus-
trial groups. a

Implied in this observation is that certain industries may in a sense
be .‘!&‘)Ome&g to suffer declines. This is not necessarily the case, as we
know. By flexibly responding to new challenges in the marketplace,
perhaps by diversifying into related but more growth-oriented lines
of production, perhaps even by selective foreign investments, so-called
“older” industries may rejuvenate themselves. And all of this activity
should take pldce in terms of fair competition, both domestic and in-
ternational, In a situation where the competitive rules of the road, the
“conditions of the market and the exchange” must become internation-
ally understood. .- - o i ‘ :

: gly researches into the textile industry have given me some insights
into-this dynamic economic process. These were published in the Con-
gressional Record of August 29, 1966, pages 20077-20113. A new report
ontextiles will update much of the data that I then related.. -

I found that what seemed to bé & genuine economio depression in the
cotton textile manufacturing industry in the late '1950’s and early
1960’s was diagnosed as a problem of import competition, when the
essential problems were those of industry modernization and of arti-

13
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ficially expensive raw cotton supplies under the so-called “two-price”
cotton subsidy system.

It is well known that for cotton textiles -a continuing program of
comprehensive quotas, which are by definition the most rostrictive
form of measuring the international economic differentials a society
considers it important to measure, was begun. Though the quotas
were initially applied to Japan and Hong Kong, Spain and Portugal,
the countries that are now most affected are the poorer develo mﬁ
countries, many of them striving for industrial development, in whic
textile manufacture is conceded to be a natural beginning step.

Since 1960 the cotton textile industry, according to a wide variety
of economic indicators, has shown tremendous improvement, It has
ironed out some of its basic structural problems, it has modernized
and expanded extensively, it employs more workers, produces more
goods at lower unit costs, and makes higher ratios of profits on in-
vested capital. The quotas remain, however, as an obstacle to the re-
establishment of the marketplace. The industvy is understandably
reluctant to give up the quotas—they in fact want stricter quotas and
want them extended to the wool and manmade fiber sectors of the in-
dustry, seemingly unable psychologically to adjust to new conditions.

To me the textile quota program is of deep concern because of its
effects on the poorer countries. It raises this profound problem: how
can we effectively create the conditions for worldwide economic growth
and prosperity ? : : ‘

The financial foreign aid programs carried on by the United States
and other countries since the early 1950’s have been less than success-
ful, barely, if at all, bringing about increases in ¥ercapita ingome.
Foreign trade; that.is, the ability to sell goods i oreiﬁn markets to
earn. income, is a more fundamental, more correct method of gener-
ating income and growth, and would remove!much of the need for:
financial aid. e o L BRI N

Restrictions on exports of such things as cotton textiles both.dis-
courage the natural process.of.industrial development and create &
continuing dependence on unearned, finsncial aid—with all its psy-
chological impact, including irresponsible expenditure of such un-
earned money. . . . : .

So our businessmen and our .labor unions, and our investors and
Government officials must face this question : Will we allow.the devel-
oping countries to sell us what they make, or will we continue to sup-
port them by means that I and many others consider to be wasteful
and even harmful § Will we really accept the meaning of the slogan,
“Trade, not aid” ¥ Do we really mean it# And if we do, of course, then,
we have to give thought to what is it economically feasible for these
countries to produce. - : :

. Iregard orel%n aid—and I am in favor of the basic program, if it
is designed to help nations get on their economic feet, But just as in
welfare programs domestically, if it doesn’t get People on their eco-
nomic feet, it can result in creating a condition of permanent welfare
or permanent aid. o .o ‘

ecause I have used textiles as an example does not at all mean
that this argument applies only, or even. exclusively, to textiles, It
might not even apply to textiles, though I think it does, It is a con-
sideration for all'goods and service industries.

$2-181-——@7-—vol, I——8
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Another consideration that has broader application is the question
of forei%n investment. The case has been very strongly made that
textiles, like other industries, should defend their home markets by
establis’hing their own foreign factories, thus participating in growing
markets outside ‘the United: States. There:are fewer and fewer large
American industries that have not entered: international markets
through direct investment abtoad, largely to sell in the foreign market
rather than simply suéaply ‘the U.8. market. One of these exceptions
appenrs to be steel.” Such industries should considér how they can
take advantage of the global opportunities for their products, their
know-how, ‘their unex¢elled merchandising and: distributive. ability,
and their efficient management. If they were to do so in poorer coun-
tries, they would also make fundamental contributions to sound eco-
nomie growth.” .~ - - - L _ ' C

These are some of the observations derived from the examination.
of the industrial sectors in the trade negotiations, They may seem far
afield from the topic of negotiations, but they serve again to illustrate
that tariff ne%gte,iations as they have been conducted in the Kennedy
Round have been exceptionally fruitful in terms of deepening our
understanding of the industries that are the subjects of the
negotiations, © o ' '

) art V 'of my five-part report is still to come. It will deal, with
other-than-tariff trade problems, especially dumping, international
atents, and other matters, many of which will absorb our attentions

1n future international trade efforts. : ~

1 have besn told that I have become knowledgeable in events that
are past, the implication of course being that the knowledge is now
useless. { reject this theory. Nowhere is the aphorism “Past is :
logue” more applicablé. than the just-completed Kennedy negotia-
tions on tariff and trade. The many lessons learned from the wealth
of detail of this negotiation will instruct, enlighten, and shape future
action. They are the basis for a beginning of a new, more fruitful kind.
Coming through years of negotiations concentrated on tariffs is like
passing’ through a high mountain range and emerging to find some
remaining foothills to traverse, and to see, a little distance beyond,
a lush plain. The plain is lush, but hazy—its outlines ditfi: We are
in the unique position of being able now as we look down over-it to
shape the economic conditions that will be in forc) there. The question |
is, what courses of actionshould we take: . - - " ur o .

“The Kennedy Round itself holds the seeds of the answer, It made
innovations in dreas like agriculture, nontariff barriers, and problems
of-the-developing ‘countries that were very meaningful and basie. '

~Jn' the area of agriculture, I have already identified above what I
consider to be the main probiem: Government interference. Here, one
course of action would seem to be establish more efféctive international
consultative ifistitutions to deal with domestic policies as they affect
international trade and impingd o¢n the domestic agriculture policies
of -other countries. : Cattt Wl ' '

In the area of nontariff barriers, much work study has to-be done.
I will simply mention some of the more obvious matters that are con-
sidered to be problems: border taxes and export rebstes, Government
buying regulations, valuation and tariff nomenclature problems. Thesge
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are matters that can affect exports; There are other Government pro-
grams that can affect imports into this ¢ountry as well as our exports
bo third markets such 28 gmnts wxd subsxdles, o»epecmlly to stnmulat.a
rts. o TR R ‘
here is; a,nother grOup of t/ra.de problems of the. other»than-twmﬂ
ﬁpe that must alsp be subject to coucentrated attention. I have in mind
e area known as restrictive business practices, or:problems of unfair:
trade practices, sich.as:conbinstions in.: restraint.of tmde,vwhloh @8-
sentia, dy have to do avith creating fair matketplace conditions. ..t
In addition, there-are areas syokr s internatio tents and* copy«
right protection, where natjetial:practices should be onized and-
internationally - codlﬁed )u/t‘)rder to equahze and. stab:hze 080 baslc
business laws. i i
There:is another roa, where thﬁ cost of do husmess
severely -affected by various goye J programs, that shon
given congideratign in-future trade egot tions, - age differentials -
in context with productivity should tedas an elemient affectihg .
trade negotiatigns' beca they...mdy re ec“t\@n unlex:l ompetﬂn
burden on U.S. producers. -
iTinally, there is the. very com pr%lem o gur tm e and ai
olicies toward the econgmically am ged, developin, soount:e;

n our attempf to find the pr tesep ems I be-
lieve that the bysis of co 1derat12 , @ bprmit such coynt;

to manufacureland to well: to us they are able:

gmd“‘“’ efficiently, such &s the .»-.': g of pdw materials to.morg -
nished sta e tariff \structures @ : rm ized countries o:
* contain built-in djfferentials that, e free\importgtion of rgw:

means of a hj her ta,rlﬂ‘ rate] the e materials:

ly

Incidentally, these apply to. most developed countnes. United..
States has got.some of these, and.other countries do the N

Remoying. discriminatio; st..the exports, a e: industrial
development and- dmersxﬁca.twn developing-countries; should be.
our- first, concern. O thgp slumlc‘lSl we:take the, step. toward. other
special measures, on., eveloping countries, 'We.are all:
aware of the proposals that ave amade;to establish tariffjprefer-.
ences for: the evel g tries. The, political case or. prefqrenoes
on the part of the,. evelop for, the develqpmg countries. has :been-.
argu eﬁ‘ectwel ., But, the:economio case is much. less clear.Is it
logica) to.adopt, for political ] purposes, an economic program that will

matenals but tax,
in_pracessed. form.These, tarlﬂ(dx erentla can theréfore adv
affect economic dev: ent...: :

not have the ex econqmm conseqqences in terms. of real bpneﬁts
for daveloping cou 1es

- I urge, that 8,{ t to and qther mdustz;ﬁ:éed cguntnee
give very caref :Scm 1y ¢, Casg Tor preferences:
and other spaci t e measures for thg?;velopmg countries. It would
gseem;to, me that the first steps.in helping. such countries has- only been .
taken partially.

One such area is commodities. Gommodity agreements for cocos. and
coﬁee and other hasis materials; cocoa, sugar, copper, are merely: de- .
vices to:0 international markets aJong mereantilist liries, I be-
lieve that ﬁ: abilization of prices:is mportant, both for buyers and
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sellers. But I also believe that thé market has created a mechanism for
bringing about price stability for internationally traded commodities.
And we need to develop those. Futures markets are such a mechanism.
They focus the wealth of knowledge of the producer, trader, and mer-
chandiser to create an educated market where, if well regulated in the
same sense that our stock markets are regulated, price movements
take place in an orderly stabilizing environment. ,

Just as many of our domestic commodity markets perform these
essential price functions well, so international futures markets can
be created to perform the same functions. Futures trading may not now
exist in all types of coffee, but I believe that, with less effort than
is now expended in the administration of the International Coffee
Agreement, a smoothly functioning international futures market could
be created for coffee. I have long hoped that an appropriate committee,
but particularly the Joint Economic Committee, would intensively
study one of these commodities, sugar or coffee or any single one, in
order to have an economic case study upon which to base our com-
modity policy. And this study is basically needed. All these questions
and more are in need of concerted action. Qur next problem is to decide
what to do about them. The President has asked the Special Rep-
resentative for Trade Negotiations, Ambassador William Roth, to con-
duct a full-scale study of these problems, As Ambassador Roth ex-
plained yesterday, this study will take place by means of interagency
task forces, and it will be herded by a new Public Advisory Commit-
tes. This Public Advisory Committee and the format of the study
should be modeled as much as possible along the liries of the Hoover
Commission—that is, there'should be congressional participsition in all
its ‘aspects. - ST R '

Of course it would not provide one feature of the coffee agreement,
which is a hidden subsidy to coffee producers a¢complished by means
of maintaining artificially high coffee prices.:A: futures market would
provide desirable price stability 'but not'subsidy—it would therefore
not artificially ericourage ¢ontinued coffee production and continued
surplus, but provide 4 market stimulus for producers to lessen produe-
tion ané, hopefully, to diversify into other products. T have commented
further on international futures markets in the Congressional Record
of July 11,1966, pages 14373-14874, ‘ _

The pause for study, while needed to formulate effective policies and
effective means of carrying them out, must not be allowed to dull our
Government’s responses to the trade problems that will continue to
confront us. In my July 10 feport concentrating on chemicals I also
discussed the problem of the border tax. Here is an area where I be-
lieve that, because of the rapid development in Europe of a harmonized
turnover tax system and increased border taxes, there is a need for
international consultation at least to define the issues behind the dis-
pute about the alleged adverse effects on U.S. éxports of the border
tax !;{ld export rebate that are-part of the turnover method of indirect
taxation. : '

- Let me emphasize one of the great things T thought we created in
the Reciprocal Trade Act of 1962, this prominent mechanism in our
society, the Office of Trade Negotiator of iwhich Ambassador Roth is
the head. This is permanent structure, g
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While discussing the trade policy studies to be undertaken by the
adminietration, I would suggest that there is an alternative that should
perhaps be considered. Would not the most effective method of study-
ing our foreign trade policy in its proper context be a much broader
Foreign Economic Policy Commission, which has adequate financial
backing to hire an independent staff and secure outside studies from
external sources, hold hearings in various parts of the United States
and abroad, and publish its own studies# My concern is that we at-
tempt to create a policy that is farsighted as well as oriented to prob-

“lem solving in the near term. cae Lo e

There is another kind of study that should be undertaken either
within or outside the Government. There has never been an effort to
find out what the economic effects of tariff reductions really are. Five

“rounds of tariff negotiations have been undertaken since World War
1I without any thorough attempt to document their effects on world
trade. The sixth-and most far-reaching, tariff negotiation has just
concluded, and it has been accomplished with the %est:statistical re-
sources and equipment that have ever been employed. This wealth of
statistical data should be used to study the economic effects of the tariff
cuts just completed. This would necessarily be'a long-term effort be-
cause the tariff cuts are staged over 5 years. But it should, at some
stage, be undertaken. :

ne of the great achievements of the 1962 Trade Act was to establish
the organization needed to conduct trade negotiations, the Special
Representative for Trade Negotiations. I am convinced that the Spe-
cial Representative for Trade Negotiations, created by the Trade Ex-
pansion Act as a [l))osition responsible directly to the President and
with confirmation by the Senate, was the proper means of cnrryini;g
out the mandates of the 1962 Trade Act. I think it has biought much
greater independence and much more scholarship into the conduct of
our trade negotiations,

T am pleased to see that the continuation of the Office of the Special
Representative has been budgeted for this fiscal year. Even though the
Trade Act’s delegation of negotiating authority has run out, there is
nothing in the Trade Act to suggest that the Special Representative
should cease functioning, and instead of allowing the function to
wither, increased responsibility should be given to the Special Repre-
sentative for conducting foreign trade relations. The impending legis-
lation to give the President some “hou}sekeelpinig” author;tg in this area
may be an appropriate place to redefine the functions of the Special
Relln-eselitative and strengthen his office. ‘ CTe

deally, I would like to see us move toward a method of administra-
tion used by the British and other governments. That is, I believe we
should ultimately create a Department of International Economic
Affairs headed by a Cabinet Secretary. This Department would com-
bine functions inthe trade area trade and monetary policy, including
development aid, that now are scattered throughout the Government
in many different agencies. ’ ‘

Finally, what of the congressional role in such decisionmaking? It
is understood, of course, that the President has the power to conduct
foreign relations, and it is equally certain that the Congress has the
power to regulate interstate and foreign commerce. There is obviously
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a tension created by this assignment of powers. The tension can be
restored by Congress truly taking the initiative in many diflicult trade
areas by holding hearings, by studying the problems, and then giving
the President the mandate to try to solve the problems through inter-
national action. Another way to help resolve this inlierent tension be-
tween executive and legislative powers is to include full congressional
participation in cases where.the President employs his negotiating
power in the foreign trade field such as in the Kennedy Round. .

The role of Congress in foreign trade is not simply passive, The
Tariff Commission, of course, is an arm of Congress, in one way in
which we do follow these things closely.

We should not simply sit by to act only when called upon by the
President, or to examine trade policy broadly only in the years pre-
- ceding or concluding a new tariff and trade negotiation. The role of
Congress, and the participation of Congress, should be persistent and
continuing, and it will be much more informed as a consequence.

. So, I conclude by again urging that the Joint Economic Committeo
put on its agenda as a regular function hearings on the President’s
annual trade report.

Thank you very much. : .

Chairman Boaes. Mr. Curtis, I would like to commend you on a very
comprehensive statement, and on the amount of time and effort that

.ycu gave not only to the statement but to the work that you did in
Geneva. I appreciate very much. your coming here. Your statement
has been most helpful. '

Mr. Reuss, any questions? - : :

Representative Reoss. Thank you, Mr. Chairman. .

I join with our chairman in congratulating Mr. Curtis, not only on
the statement, but on his-valuable work in making, I think, a tremen-
dous success out of the congressional experiment in the Trade Expan-
sion Act in section 243, in setting up a full-fledged congressional
delegate. .

I have read over the years with great interest the interim reports
which you have given us in the Congress, and usually in the pages of
the Congressional Record. I don’t say that I have read every word of
the fine print, but I have read most of it. And I think you have done a
tremendous job of keeping us informed.

I also find myself in very close agreement with you on almost every
point you make in this substantive paper this morning.

I would take time to pursae just one line there with you. You point
out, and it is surely true, ttat in trade negotiationsithemselves we in
the Congress through the congressional delegates, Liave established a
prett{ good liaison‘arrang:x nent. We have tried.to adapt our congres-
sional political system to the needs of-*he modern world. It isalso true,
I think, that in the field of in'‘ernat? snal monetary réform-—something
that is not before us this morning: ~due to the receptivity of Secretary
Fowler and the Treasury Department ﬁ;enemlly,,a good working ar-
rangement has been provided whereby the Joint Economic Committee
and the Banking and Currency Coramittee.have been kept:in close
touch with the progress of international monetary negotiations. And
while some of us aren’t formal delegates, there is a role analagous to
our role in trade. - S
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Which leads me, of:course, to your excellent suggestion .that we
should give consideration to the establishment of a permanent or semi-

ermanent foreign econoinic policy commission,on which I would take
1t }_’ougwould want Hoover Commission type congressional réprisen-
tation v ceen :

Representative Curtis. Yes. Coet : /

Representative Reuss, You spoke specifically of Ambassador Roth’s
ad hoc informal activities. But there he is.concerned just with trade.
And it is informal. I think I am right in distilling out of what you
said a recommendation that there should bé a statutory forunt-and a
congressionally participated in foreign economic policy commission.

Representative Curris, Yes; I think it should be formalized. I think
we know enough now so that we could formalize it with some wisdom.

Representative Reuss. And this commission would concern itself
with trade negotiations, of course, with international monetary mat-
ters, but also with some of these other important things, monetary
values, commodity agreements—— -

Representative Curris. Investment, development loan funds, and
very close coordination with AID. I want to again emphasize that 1
think that AID performs a real function, but in order to do it it should
be closely coordinated with the private sector. :

Representative Reuss. One point you made in connection with pri-
mary commodities of developing countries. You particularly mentioned
the other commodity which I have had occasion to allude to the 2
days of hearings, sugar. And it seemed to me that these were items
as to which long range and well thougiit out policies were necessary.
It is not criticizing anybody in particular to say that we do not now
have them. We are hopeful that a foreign policy economic commission
could take a fresh approach.

Representative Curris. I think the Joint Economic Committee
would take any commodity, sugar, for instance, one that is important.
to developing countries—or coffee, or copper and go into depth to
determine what the economics and the political problems are. I think
that would be very desirable, That is where I would like to see us do
this study on the futures market to see whether my hunch that futures
markets, properly regulated, would serve the very necessary purpose of
stabilizing prices is valid. That was the big reason for the Interna-
tional Coffee Agreement. The prices do fluctuate. So we went to, in
effect, the quota license technique of stabilizing the prices. I think if
we understood the futures markets better we would find that this would
serve this purpose and really utilize the great efficiencies that do ex-
ist in the marketplaca.

Representative Reuss. I am not sure, at this stage, that I share your
optimism about the futures market as a sole regulator of the price and
protection of basic commodities. But the only way to find out is to
study it. And that has not been done. ‘

I conclude with the hope that you will further refine your thoughts
about a foreign economic policy commission and introduce legislation
on it. I am certainly disposed to want to work with you on it.

Representative Curris. Let me say that perhaps we can work on this
together. T would very much welcome you, and particularly someone
from the other side of the aisle. This is not a partisan thing in any

st
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sense, and I think it would be very valuable to work on this on a
bipartisan basis.
epresentative Reuss (now presiding). I thank the gentleman,

Mr. Widnall?

Representative WipNaLL., Thank you, Mr. Chairman.

I do want to join with the chairman and with Congressman. Reuss-
in complimenting you on the excellent presentation today and the fine
effort that you have been making in this particular field,

- For:those of us in the Congress who have beén with you over a
poriod of years know of your own expertise in this particular area
and your own dedication through the years. . T
-~ Yol have made some-very construdtive s,u%gesbidns liere today that
I think, as Congressman Reuss has just said, refined and presented
would give us something more than & pause for thought, and a chance
to act affirmatively on something that can improve our present position.

I want to especially commend you for the great effort that you
have been making through the years to inform the country and also
-the Congress as to what %as been gding on. And the five reports that
'you are now making in a series calléd “The Kennedy Round and the
Future. of the U.S. Trade Poliey?” I think will prove invaluable to
all ofus. : ' :

Thank you. i

Representative Curris. Thank you very much. ’

I -would like to add one other thing. Many people in my own com-
munity have said why spend all of this effort on such a complicated
- subject as foreign tmd}c'a and what it does to us.

I honestly believe that there is more war and peace wrapped up
in these economic problems and trade than anything I can think of.
If we can come up with more rational solutions in this area, we are
going to do more toward attaining that which we are all seeking,
which is a peaceful world based on justice. And I think the efforts
are well worth it to dig into this most complicated subject and see
what we can do. /

Representative Reuss. I agree with you. And I don’t have to ad-
jure the gentleman to stick to his guns, because I know he will.

We want to thank you, Congressman Curtis, for your great con-
tribution. And we want to thank the other excellent witnesses that
npgem'ed before us this morning. ‘ '

“hairman Boggs had to go to the phone, but he has asked me to say
‘that we will convene tomorrow morning at 10 o’clock in room 1202,
New Senate Office Building, where we will hear Kenneth Younger,
director, Royal Institute of International Affairs, and Aurelio Peccei,
vice chairman of Olivetti, member of the Steering Committee of Fiat-
Turin, and president of Italconsult, Rome. '

Westand adjourned until that tirme.

(Whereupon, at 11:55 a.m., the subcommittee adjourned, to recon-
vene at 10 a.m., Thursday, July 13, 1987). ‘





