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CONGRESS OF THE UNITED STATES, JOINT ECONOMIC COMMITTEE

REPRESENTATIVE HALE BOGGS ANNOUNCES STUDY OF
U.S. FOREIGN TRADE POLICY

June 19, 1967

Representative Hale Boggs (D-La.), Chairman of the Subcommittee on Foreign
Tconomic Policy and the House Majority Whip, today announced that his sub-
committee would undertake a broad reassessment of U.S. foreign trade policy.

The subcommittee will begin its study by holding a series of hearings in July.
The lead witness at the hearing of Tuesday, July 11th, will be Ambassador
William H. Roth, the President’s Special Representative for Trade Negotiations.
Testimony of congressional delegates to the Kennedy Round negotiations will be
heard Wednesday, July 12th. On Thursday, July 18th, distinguished foreign
observers have been invited to give their views on the position of the United
States in the trading world of the future; the Honorable Kenneth Younger,
Director of the Royal Institute of International Affairs, London, and Dr. Aurelio
Peccei, Executive Manager of Olivetti, Milan, will testify then. At a final hearing,
on Thursday, July 20th, there will be a summing up; on that occasion the wit-
nesses will be David Rockefeller, President of the Chase Manhattan Bank, and
George Ball, formerly Under Secretary of State.

The subcommittee intends also to publish a number of study papers to serve
as background for the hearings and to canvass a wide range of opizion on signifi-
cant issues of trade relations and trade policy.

in announcing the subcommittee’s plans, Congressman Boggs stated, “This is
an appropriate time for taking stock of our position on trade policy. It is appar-
ent that, after the details of the Kennedy Round are worked out, the negotiations
will have achieved a greater scope of concessions than any previous round. We
shall make an early review of these bargains.

“But the intention of the subcommttee is to lcok both at the events of the past
five years and to try to anticipate the problems of the future. In so doing, we
expect to achieve a worthwhile congressional appraisal of future U.S. trade policy.

“Certainly, there is important unfinished business to attend to. Trade relations
with the less developed countries have had less serious attention during the
Kennedy Round than that subject deserves; and nontariff barriers of various
types are of increasing significance as tariff barriers are lowered—to mention
only two broad issues.

“But we can look forward with confidence to the recognition that world trade
and interdependence between countries are growing apace. As Americans, we
can welcome this, for the vast and prosperous ‘free trade’ market that we have
developed within our own borders points the way to success in international
markets also.”

The members of the subcommittee are Representative Hale Boggs as Chairman,
and Senators Sparkman, Fulbright, Talmadge, Symington, Ribicoff, J avits, and
Miller ; and Representatives Reuss, Moorhead, Widnall, Rumsfeld, and Brock.

Representative Boggs stated that the names of witnesses and the dates of other
hearings would be announced in a later release.

REPRESENTATIVE HALE BOGGS ANNOUNCES SCHEDULE GF
HEARINGS ON FOREIGN TRADE

Jury 7, 1967

Representative Hale Boggs (D-La.), Chairman of the Subcommittee on TForeign
Beonomic Poliey and the House Majority Whip, today issued the schedule of hear-
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2 THE FUTURE OF U.S. FOREIGN TRADE POLICY

ings to be held before his Subcommittee on the Future of U.S. Foreign Trade
Policy. An earlier announcement of the hearings was made on Monday, June 19.

SUBCOMMITTEE 0N FOREIGN ECONOMIC POLICY

Program of Hearings on the Future of U.S. Foreign Trade Policy
JULY 11, 12, 13, 18, 19, AND 20, 1967

Tuesday, July 11, 10:00 a.m.—~Room 1202 New Senate Office Building.
Ambassador William Roth, President’s Special Representative for Trade
Negotiations. .
Wednesday, July 12, 10:00 a.m.—Room AE-1 The Capitol.
Anthony Solomon, Assistant Secretary of State for Economic Affairs.
Lawrence McQuade, Acting Assistant Secretary for Domestic and Interna-
tional Business, Department of Commerce.
Congressional Delegates to the Kennedy Round.
Thursdaey, July 13, 10:00 a.m.—Room 1202 New Senate Office Building.
Kenneth Younger, Director, Royal Institute of International Affairs, London.
Aurelio Peccei, Vice-Chairman of Olivetti, Member of the Steering Committee
of Fiat-Turin, and President of Italconsult, Rome.
Tuesday, July 18, 10:00 a.m.—Room 1202 New Senate Office Building.
S. M. MecAshan, Jr., President, Anderson, Clayton & Co., Houston, Tex.
Carl J. Gilbert, Chairman of the Executive Committee, The Gillette Co.,
Boston, Mass.
HE%]]%’ W. Balgooyen, President, American & Foreign Power Co., New York,
AN X,
N. R. Danielian, President, International Economic Policy Association.
Wednesday, July 19, 10:00 a.m.—Room 1202 New Senate Office Building.
William Diebold, Jr., Council on Foreign Relations.
Professor Robert B. Baldwin, University of Wisconsin.
Professor Richard N. Cooper, Yale University.
John Pincus, The Rand Corporation.
Professor Lawrence W, Witt, Michigan State University.
Thursday, July 20, 10:00 a.m.—Room 1202 New Senate Office Building.
David Rockefeller, President, Chase Manhattan Bank.
George W. Ball, former Under Secretary of State.
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TUESDAY, JULY 11, 1967

CoxNgrESS OF THE UNITED STATES,
SuscommrTrEE 0N ForeleN Economic Poricy,
Joint Economic COMMITTEE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to notice, in room 1202,
New Senate Office Building, Hon. Hale Boggs (chairman of the sub-
committee) presiding.

Present: Representatives Boggs, Reuss, and Widnall; and Senators
Symington, Javits, and Miller.

Also present: John R. Stark, executive director; John B. Hender-
son, staff economist ; and Donald A. Webster, minority staff economist.

Chairman Boces. The subcommittee will come to order.

The Subcommittee on Foreign Economic Policy of the Joint Eco-
nomic Committee today begins a series of six public hearings on “The
Future of U.S. Foreign Trade Policy.”

The recent conclusion of the Kennedy Round negotiations—the
sixth round of the GATT trade negotiations—provides an opportunity
for taking stock of our position on trade policy. It is fitting that the
reassessment be undertaken by this subcommittee, which was set up in
the 87th Congress, just over 6 years ago “. . . to conduct studies and
hold hearings on such subjects as trade, trade agreements, interna-
tional investments, U.S. imports and exports, and U.S. foreign aid.”
Tt was this subcommittee, you will recall, whose first major work was
the review of trade policy that preceded the enactment of the Trade
Expansion Act of 1962.

“Now, a few days after the expiration of the special powers granted
to the President of the United States by that act, we welcome as the
lead witness in these hearings the President’s Special Representative
for Trade Negotiations, Ambassador William M. Roth.

In the long and arduous debates of Geneva, in crisis after crisis
down to the final hours of negotiation, Ambassador Roth has acquitted
himself well. His talents of persistence and patience, and even on oc-
casion his temper, have been applied to further the interests of the
United States in a liberal trading world.

In expressing our appreciation to Ambassador Roth for helping
to bring the Kennedy Round negotiations to a-successful conclusion,
I find a suitable oceasion to pay tribute to his predecessor, the late
Governor Herter, who did so much to focus our attention on the need

3



4 THE FUTURE OF TU.S. FOREIGX TRADE POLICY

for expanding and liberalizing world trade. The public service of
Governor Herter in many different offices makes us mindful that the
life of the Republic gains its strength from the dutiful efforts of men
like him.

The end of the Kennedy Round is a suitable occasion for a reevalua-
tion. These hearings are certainly timely. They are also necessary. We
must make a prompt beginning of a review of our thinking on issues of
foreign trade. It is a matter of great importance how the Congress
will form its ideas on trade policy. And we hope and expect that this
initial set of hearings will lay the groundwork.

Let me repeat a statement in 1961 by George Ball who was then
Under Secretary of State. In an address to the National Trade Con-
vention, he said: g

I have been aware of a measure of agreement rarely found in these esoteric
circles—agreement on the fact that we are coming to the close of a familiar era
in our world trading relations and entering another that is not familiar at all.

Some see this new phase as filled with opportunity and challenge, Some, on
the other hand, are apprehensive. But few question the proposition that per-
vasive change will be the dominant characteristic of the years that lie ahead.

That, it seems to me, is still our situation.

So, in meeting this situation, we look back with the intention of
guiding our aims in the future. Qur purposes on this subcommittee
should he—

to examine the past, not to find errors, but to take stock and
learn our lessons well;

to try to foresee the changes that are imminent and to direct
our efforts accordingly;

to persuade the United States to dispense with policies that are
anachronistic, or which cater to outmoded demands, and to rein-
force our efforts to achieve significant and necessary advances in
the international commerce of nations, and of the United States
in particular;

to deal plainly with the special interests of our own country
in agriculture and industry, while always remembering the pri-
mary importance of the general public interest;

to give our negotiators the basis for firm and flexible bargaining
with our trading partners in other countries and through agen-
ciessuch as GATT; and, finally,

to keep constantly in mind the interdependence of the tradin

- world and the need to maintain its growth and prosperity, whic

represents for us all the best protection.

We are very happy to have so many of the members of the subcom-
mittee here with us this morning.

I want to thank the members of the staff who have worked very
hard in putting together these subcommittee hearings, including the
papers that have been prepared and edited which are available to
the members of the subcommittee as well as others.
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Mr. Ambassador, we are very happy to have you here this morning.
I am reminded, however, that Senator J avits has a statement that
he would like to present at this time. We will now hear from Senator
Javits.

STATEMENT OF HON. JACOB K. JAVITS, A US. SENATOR FROM THE
STATE OF NEW YORK

Senator Javirs. Mr. Chairman, I had the privilege of visiting Ge-
neva, and so I have some concept of the extraordinary work that has
been done in this particular area by Ambassador Blumenthal and
‘Ambassador Roth. I ask unanimous consent to include in the record
a list of the personnel who worked on these various negotiations as a
part of the U.S. delegation. It is a fairly extensive list, Mr. Chairman.
But too often Americans who render such extraordinary service and
such arduous service as was rendered here go absolutely unnoticed and
unknown, and I think that is wrong. And with the Chair’s permission
T would like to include those names in the record, and express my feel-
ing of respect and appreciation for the extraordinarily gifted service
which was shown in this case which is so critically important to the
security and prosperity of our Nation.

Chairman Boces. Without objection, the names will be included.

Senator Javrrs. I thank my colleague.

(The list referred to follows:)

ExeouTIve OFFICE OF THE PRESIDENT,
OFFICE OF THE SPECIAL REPRESENTATIVE

7OR TRADE NEGOTIATIONS,
July 12, 1967.

EENNEDY ROUND PARTICIPANTS: WASHINGTON

OFFICE OF THE SPECIAL REPRESENTATIVE DEPARTMENT OF LLABOR

Ambassador William Roth George Weaver
Philip Berlin Harry Weiss
Theodore Gates
Irwin Hedges DEPARTMENT on.‘ AGRICULTURE
Walter Hollis John Schnittker
Selma Kallis Raymond Ioanes
Louis Krauthoff Howard Worthington
gggg&?{;—‘%&mgr gg DEPARTMENT OF TREASURY
'd Norwo .
Morton Pomeranz }\;ﬁgh%pglr;?g;lton
Albert Powers s He
Mary Jane Wignot DEPARTMENT OF INTERIOR
Leonard Wilson Harry Shooshan
John Rehm

TARIFF COMMISSION

DEPARTMENT OF STATE Paul Kaplowitz, former chairman

Anthony Solomon
Joseph Greenwald
Deane Hinton

DEPARTMENT OF COMMERCE

Secretary Trowbridge
Robert McNeill
Allen Garland
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KENNEDY ROUND DELEGATION: GENEVA

Ambassador W. Michael Blumenthal

OFFICERS

Adams, Leason B
Arundale, Joseph

Barton, Bernard

Birkhead, James W.

Brewster, Helen

Brosnan, Anne

Cruit, Anthony N

Drew, Joseph C

Eads, Mabel
Fellman, David

Fernandez, Kenneth

Hamerschlag, Robert

Hart, William T

Hirabayashi, Martin

Howe, Jeanne

Jones, Dallas

Karpoff, Edward

Kelly, William B
Kilgore, Lowell P

Kirk, Northrop

Law, Dana

Lee, Roland

Lewis, James H -

Lord, Winston

MacHatton, John

Martin, Edward E

Montgomery, Frederick
Musrey, Alfred G.

Nelson, Donald M., Jr

Pappano, Albert E

Pinkney, Anne

Preeg, Ernest H

Pritchard, Norris T

Riegert, Thomas

Sacchet, Edward

Sanders, Walter L
Simons, Thomas W., Jr

Starkey, James

Steward, John W

Sunderland, Lawrence B

Thoreson, Mrs. Musedorah

Thuroezy, Nicholas M

Travis, Herman

Twaddell, James
Vaughan, Hal )

Vernon, Mrs. Gloria

Wiggins, Guy.

Wolff, Ernest -

Worthington, Courtenay.

Worthington, Howard L

Zaglits, Oscar

Government agency

STR (State).

Tariff Commission.
Interior,
Tariff,
Agriculture.
State.

STR (Commerce),
Agriculture.
Commerce,
Commerce,
Commerce.
Commerce,
STR (Commerce).
Tariff.

STR (State),
Commerce.
STR (State).
Agriculture.
Commerce.
Commerce.
STR (State).
Tariff,
Tariff.

STR (State).
STR,(State).
Tariff.
Tariff.
Commerce,
Tariff.
Tariff.

STR (State).
STR (State).
State.
Agriculture.
STR (State).
STR (State).
Tariff,

STR (State).
Agriculture,
Agriculture,
Tariff.

State.
Agriculture,
Labor.

STR (State).
USIS.

Labor.

STR (State).
Tariff.

STR (State).
Agriculture.
State.
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Bauer, Henri F.

Boone, Dorothy.

Burton, Martha Jo.
Chamberlain, Mary.
Compton, Mrs. Esther G.
Durkin, Mary.

Dvorken, Doris.

Funyak, Barbara.

Greenstreet, Mrs, Virginia.

Hartman, Becky.
Heisey, Patricia.
Holloway, Irene.
Hoyenga, Patricia.
Hughes, Mary.

Jahn, Carolyn.
Jazynka, Mrs. Jane.
Knebel, Mrs. Jerry W.

SECRETARIAT

Lacock, Robert A.
Lineberry, Betty Sue.
Lini, Arleen.
Marshall, Janet.
Martinichio, Deanne.
Odom, Allene.
Paraschos, Christine.
Pfromer, Joanne.
Rockymore, Jean.
Samora, Barbara.
Sharpless, Mattie.
Slaughter, Evelyn P.
Sondheimer, Bernice.
Velarde, Margaret.
Williams, Jesse.
York, Mrs. Ethel.

Senator Javits. I have a very brief statement.

The hearings which are about to start are of the greatest national
onal and national mood
d toward future trade

i

toward the results of the Kennedy Round an
legislation. Our chairman, Representative Hale Boggs, is to be con-
gratulated for the excellent care with w
prepared and for the outstanding witnesses who ar

fore us.

1t would be the greatest folly to interpret th
which Congress and U.S. industry have thus far reacted to the results
of the Kennedy Round as an indication
readily accepted. We are about to face a major congressional battle on
a on chemicals and the American
s considering “legisla-
pansion Act and other
reement on an inter-
all. This happens to

the agreement reached in Genev
selling price. The Senate Finance Committee i
tive oversight” hearings involving the Trade Ex
trade legislation. I would be surprised if the ag
national antidumping code would be accepted by
be something which is of very particular interest to me, as I have urged
such a uniform code, and have introduce

Unless forces favoring trade liberalization are ready to go into
battle in defense of the principle of tr.
of these issues, much that has been gain
result of the heroic service of the team le
Blumenthal—and one cannot, Mr. Chairman,

importance as they can set the tone of congressi

hich these hearings have been
e to appear be-

e velative quiet with

that these r_esults will be

d a resolution to bring it about.

ade liberalization on every one
ed over the past 4 years as a
d by Ambassadors Roth and
speak of this matter

without the highest tribute to our former colleague in the House,
Christian Herter, with whom both Congressman Boges and I, and
Congressman Widnall, served in the House—much of the gain which
has been established could be lost. And, let’s not kid ourselves—unless
we have the full support of the President the chances of resisting self-
interest and protectionist forces will be small. ,

There have been news reports that the White House is preparing new
interim trade legislation and that a bill will be sent to the House by the
end of the month. Such legislation is essential to show the President’s
determination that this country will continue on the path we have
followed since the end of World War I1.
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And T hope that Ambassador Roth is prepared to give us some con-
cept of the President’s proposal either at this or some subsequent
hearing.

There are several key elements that in my judgment should be con-
tained in any interim trade legislation proposed by the President—
and I emphasize the word “interim,” as I will explain in a minute.

First, the American selling price (ASP) system should be repealed,
if the package deal on chemicals proves on close examination as bene-
ficial to the United States as present information indicates. The elim-
ination of ASP on the part of the United States would bring with it a
substantial reduction of European tariffs on chemicals we export to
them and also the reduction of several nontariff barriers diseriminating
against American cars, tobacco, and canned fruit.

Second, the adjustment assistance provisions of the Trade Expan-
sion Act of 1962 should be liberalized along the lines of the adjustment
assistance provisions of the United States-Canada auto agreement
but with the U.S. Tariff Commission retaining its factfinding powers
as at present.

Third, the President should he given powers to undertake negoti-
ations on nontariff barriers. With tariffs becoming increasingly a less
important factor in international trade, nontariff barriers must now
be dealt with.

And T think the testimony will show the material reduction, the
overall percentage of total trade subject to tariffs which has now
been affected by the Kennedy Round.

Fourth, the President should be authorized to put forward a sig-
nificant trade proposal for the developing countries, particularly one
calling for trade preferences, even if this would mean a modification
of the most-favored-nation principle. These preferences should be
conditioned on similar action by other industrialized mations and
should be extended for manufactured and semimanufactured prod-
ucts. The United States should be ready with positive offers by the
time UNCTAD meets next February, rather than to be put into the
position of having to react and to reject plans offerad by other nations.

It is quite clear that there will be a period of 1 or 2 years before
Congress will enact major new trade legislation. Tt is essential that
this time period be utilized fully to assess the impact of the Kennedy
Round on the U.S. economy and on international trade patterns and
to develop specific new proposals. T am pleased that witnesses coming
through before us will begin this process and will give us their best
judgment on the essential elements of new trade legislation, both of
an_interim kind such as I have described, and of a definitive kind.

In my judgment, the power to negotiate further trade agreements
should again be delegated to the President based on stated criteria
and should not revert to Congress. Congress is not equipped to handle
tariff negotiations as history and experience have shown.

I also hope that witnesses will comment on the proposal I advocated
during consideration of the Trade Expansion Act of 1962: namely, to
give the President power, subject to congressional veto of the agree-
ment reached, to reduce reciprocally tariffs and other trade barriers by
any amount. The success of the flexible approach embodied in the
Trade Expansion Act encourages me to think that we should pursue
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it in the future. And the problems which I find abroad, particularly
as they affect Britain, make it essential in my judgment for the Presi-
dent to be able to negotiate a free trade area, for example, in the
Atlantic, but subject to the congressional veto which may be required
in order to protect fully participation by the Congress in any such
eventuality. ) ) )

Mr. Chairman, I thank you for your patience. I think the Chair
knows that I have been very heavily involved in these matters for
many years, and hence felt sure that at the opening of such a hearing
as this that I would make this declaration.

Chairman Boces. I thank the Senator from New York. He has
indeed been very closely associated with the action taken by Congress
in the past on all of these subjects. )

And T appreciate your statement, Senator. It is a very complimen-
tary statement.

Do any other members of the subcommittee have statements?

Representative Wipnart. Mr. Chairman, I would just like to con-
gratulate Dr. Roth and his colleagues for the work that has been done
over the years. It is an arduous task, and it seems to have been culmi-
nated very successfully. And I think in the next 2 or 3 years that the
emphasis that Senator Javits has placed on keeping an eye on it is
something that should be kept in mind.

Thank you.

Chairman Boces. Thank you very much, Mr. Widnall. Senator
Miller?

Senator Mrrier. Thank you very much, Mr. Chairman. T would
like to join with my colleagues in thanking the chairman for arranging
these hearings, and welcoming Ambassador Roth before the sub-
committee.

As a member of the subcommittee I am naturally interested in all
aspects of the GATT negotiations and the Kennedy Round in
particular.

But I am also a representative of a great agricultural State quite
concerned with what has happened from the standpoint of agricul-
tural products and more particularly the access to the Common Mar-
ket countries for our grain. I have heard all kinds of statements,
ranging from a statement which appeared in the press attributed to
Mr. Schnittker praising the results, to cries of “sellout” of American
agriculture from some rather knowledgeable members of the agricul-
tural industry.

It was pointed out that the United States gave up trying to get
guaranteed access to the market of the European Economic Commu-
nity because the Community’s final order had “no value.” I am going
to be interested in knowing what this was, and what caused the evalu-
ation that it had no value.

I went on to point out that the United Sates received a reasonable
assurance that the total grain exports to the Common Market will be
maintained, because production there may grow no faster than con-
sumption, and because the Community will now have to export more
grain on a new agreement between more countries.

I am naturally interested in the basis for that evaluation, and espe-
cially that production there may grow no faster than consumption.
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It seems to me that this is a very fine opportunity for Ambassador
Roth and his staff to set the record straight, so that 1f indeed there has
been a favorable result from the standpoint of American agriculture
we know about it. And if there is false optimism, we will know it.

So I welcome the opportunity to participate in these hearings. And
T again thank the chairman for arranging for them.

Chairman Boggs. Thank you, Senator.

Mr. Ambassador, again we welcome you.

Before you begin your statement, would you be good enough to in-
troduce your associates?

Mr. Rora. This is John Rehm, General Counsel of my office; Ber-
nard Norwood, chairman of the Trade Staff Committee; and Mr. Ray-
mond Toanes, the Department of Agriculture.

Chairman Boges. Thank yvou. You may go right ahead with your
statement.

STATEMENT OF HON. WILLIAM M. ROTH, PRESIDENT'S SPECIAL
REPRESENTATIVE FOR TRADE NEGOTIATIONS (WITH THE
RANK OF AMBASSADOR); ACCOMPANIED BY JOHN REHM, GEN-
ERAL COUNSEL; BERNARD NORWO0O0D, CHAIRMAN OF THE TRADE
STAFF COMMITTEE; AND RAYMOND IOANES, U.S. DEPARTMENT
OF AGRICULTURE

Mr. Rota. First, Mr. Chairman, thank you very much for your good
words about the negotiations and those of your colleagues. I am par-
ticularly grateful that Senator Javits put in the record the names of
the members of the negotiating delegation, because a negotiation such
as this is a team effort. And this was a team that worked closely and
Weli together, and was very instrumental in putting together the final

ackage. ’
P Mr. Chairman, it is a great honor to be the opening witness before
this subcommittee. This series of hearings reassessing U.S. foreign
trade policy comes at a most appropriate moment.

The President has ordered a major review of our trade policy. The
deliberations of this subcommittee, and the testimony and papers pre-
sented before it, will be of enormous benefit to us in preparing for and
undertaking the study for the President. :

In trying to decide the aspects of the Kennedy Round and the
future on which I could most productively concentrate this morn-
ing, Mr. Chairman, I have concluded that an extended review of the
Kennedy Round and its results would not, perhaps, be in order.

A great deal has already been written and said on the Kennedy
Round’s conclusion, and until the President’s report to the Congress
is completed we will not have a definitive analysis of the agreement.
I would propose for your consideration, therefore, insertion in the
record of our initial report on the agreement. It is a fairly detailed
account of what happened. I would then focus my remarks on the
immediate future, to include, first, the issues that we face as a result
of the Kennedy Round and, second, the question of what we envision
as the means of meeting the President’s request for a major ad-
ministration review of trade policy.
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May I ask permission to insert the comments on the Kennedy
Round in the record, Mr. Chairman?

Chairman Boeas. Without objection, they may be included.

(The comments referred to follow:)

OFFICE OF THE SPECIAL REPRESENTATIVE FOR TRADE
NEGOTIATIONS
Washington, D.C.
THE KENNEDY ROUND AGREEMENT

By direction of the President, W. Michael Blumenthal, Deputy Special
Representative for Trade Negotiations, signed multilateral agreements nego-
tiated in the Sixth Round of Trade Negotiations in Geneva, Switzerland, on
June 30, 1967.

The signing ceremony concluded the most comprehensive assault on barriers
to international trade that has ever taken place. The negotiations were known as
the Kennedy Round in recognition of the late President’s leadership in in-
augurating the effort.

The important elements of the Kennedy Round package are:

Tariff cuts of 50 precent on a very broad range of industrial goods, and
cuts in the 30 to 50 percent range on many more.

Agricultural concessions to which the United States attaches great value
because they create new trading opportunities for our farmers and because
they support our contention that international negotiation on trade in farm
products can accomplish something.

A world grains arrangement guaranteeing higher minimum trading prices
and establishing a program under which other nations will share with us
in the vital but burdensome task of supplying food aid to the under-
nourished people in the less-developed countries.

Nontariff barrier liberalization including a very significant accord on
antidumping procedures as well as European NTB modifications in the
ASP package.

Useful if limited progress on the complex and sensitive problems in the
steel, aluminum, pulp and paper, and textile sectors including a three-year ex-
tension of the Long Term Cotton Textile Arrangement.

An agreement on the treatment of chemical products that deals with
the American Selling Price (ASP) issue in a manner that provides major
chemical traders with mutually advantageous concessions in the main Ken-
nedy Round agreement and a separate and balanced package that makes
additional concessions available to the United States if it abandons the
American Selling Price system.

Significant assistance to the less-developed countries through permitting
their participation in-the- negotiations without requiring reciprocal con-
tributions from them ; through special concessions on products of particular
interest to them ; and through the food aid provisions of the grains arrange-
ment. i '

United States participation was made possible through authority granted the
President by the Congress through the Trade Expansion Act of 1962, The late
Christian A. Herter directed U.S. participation as the Special Representative for
Trade Negotiations until his death in late 1966. He was succeeded by William
M. Roth, who continues to serve as Special Representative. '

The agreements signed June 30 comprised :

1. A Final Act, which authenticates the texts of the agreements described
in paragraphs 2-5 below, and which expresses the intention of all the
signatories to take appropriate steps, subject to their constitutional proce-
dures, to put these agreements into effect.

2. The Geneva (1967) Protocol to the General Agreement on Tariffs and
Trade (GATT) which embodies most of the tariff and other concessions
exchanged in the negotiations.

3. An agreement relating primarily to chemicals, which provides for the
elimination of the American Selling Price (ASP) system.

4. A memorandum of agreement on basic elements for a World Grains
Arrangement.

5. An agreement on implementation of Article VI of the GATT, in the
form of a code of antidumping practices.
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It is estimated that the agreements will apply to about $40 billion of world
trade. In industry, the U.S. and the other countries have agreed on cuts averag-
ing about 35 percent. In agriculture, the average cut is less but the United States
has obtained important concessions covering a substantial volume of trade.

United States tariff reductions will not enter into force until proclaimed by
the President of the United States. It is expected that their effective date will
be January 1, 1968. In accordance with the requirements of the Trade Expansion
Act, most United States duty reductions will be made in five equal annual
stages.

In overall trade terms and taking both industry and agriculture, the tariff
cuts made by the U.S. are in balance with those of the other industrialized coun-
tries. In terms of 1966 trade the United States is giving tariff cuts on about
$T% to 88 billion of industrial and agricultural imports and is obtaining tariff
concessions on about the same amount of U.S. exports.

None of the multilateral agreements negotiated in the Kennedy Round will
require Congressional action, except the agreement providing for the elimination
of the ASP system with respect to chemiecals. The World Grains Arrangement en-
visaged by the Memorandum of Agreement on grains will require consent of
two-thirds of the Senate.

INDUSTRIAL NEGOTIATIONS

Import duties are being cut in half on a broad range of industrial products in
international trade. Cuts in the 35 to 50 percent range are being made on many
more products. Categories of products on which the principal negotiating coun-
tries, including the United States, have made cuts that in the aggregate average
over 35 percent include machinery, both electrical and nonelectrical ; phetographic
equipment and supplies: automobile and other transport equipment; optical,
scientific and professional instruments and equipment ; paper and paper products;
bocks and other printed material; fabricated metal products; and lumber and
wood products including furniture.

Steel Sector.—Negotiations on steel were conducted against a background
of tariff rates where U.8. duties are generally lower than those of other partici-
pants. These negotiations, held bilaterally and multilaterally, resulted in closer
harmonization of tariffs among the major steel producing countries. Virtually
all the peaks in these countries’ tariffs were eliminated so that almost all rates
will be no higher than 15 percent and most will be well below 10 percent.

Except for United States rates, most steel tariffs have not heretofore been
bound. In the final negotiating package, however, almost all rates of other coun-
tries were bound and many were reduced.

The international harmonization of steel tariffs should also reduce the tend-
ency for exports to be deflected to the United States market in instances where
United States tariffs were much lower than those of other countries. Although
the United States is primarily an importer rather than an exporter of steel mill
products, lower tariffs abroad will also provide opportunities for United States
exporters.

The European Coal and Steel Community (ECSC) adopted a unified tariff and
agreed to reduce rates to an arithmetical average of 5.7 percent. The European
Economic Community (EEC) agreed to reduce rates within its jurisdiction
correspondingly so that a tariff relationship would be maintained between more
highly fabricated EEC steel items and primary and less fabricated ECSC items.
The ECSC/EEC concessions are a 23 percent reduction from existing rates (a
10 percent reduction from the pre-February 1964 rates on 1964 imports from the
United States).

The United Kingdom is reducing most of its rates by 20 percent. Japan is re-
ducing its rates by 50 percent except for a few alloy steel items. Sweden is bind-
ing its rates at existing low levels. Austria is harmonizing its tariffs with the
ECSC/EEC at a somewhat higher level.

The United States reductions average 7 percent on 1964 imports. It is generally
harmonizing its tariffs with the ECSC/EEC where they have been above those
rates. United States rates higher than ECSC/EEC rates are to be reduced to
ECSC/EEC levels, but no cuts are to be made where rates are now below ECSC/
ECC concession levels. United States concessions take account of differences be-
tween the United States f.0.b. and ECSC/EEC c.i.f. customs valuation systems so
that, nominally, United States rates would be somewhat higher than ECSC/EEC
rates. Also, the differential in the United States tariff between ordinary and
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alloy steel is being reduced by 50 percent but is not being eliminated as complete
harmonization would have required.

Aluminum Sector—The Community offer consisted of a binding of a 130,000
ton annual quota at 5 percent. The TEC had previously bound in the GATT a
9 percent rate of duty on ingot aluminum. Some imports were allowed entry
annually under a tariff quota at 5 percent but neither the amount of the quota
nor the lower rate had been bound. The U.S. is making a 20 percent cut on ingot
aluminum, of benefit primarily to Canada and Norway.

On unwrought aluminum (further advanced than ingot), tariff cuts by the
United States averaged less than 30 percent. The BEC average cut was about one
third, while the tariff cuts by the U.K. and Canada were larger than those of the
EEC. Japan and other EFTA countries also made substantial cuts in the alumi-
num sector. Of special interest to U.S. aluminum exporters will be the adoption
by Canada of an injury requirement in its antidumping legislation to conform
to the new antidumping agreement.

Ohemical Sector—The chemical sector negotiations were centered on the
American Selling Price (ASP) issue. European countries maintained from the
start that any more than token reductions in their chemical tariffs were condi-
tional on United States elimination of the ASP valuation system. Since elimina-
tion of ASP would require Congressional action, United States negotiators in-
sisted that chemical concessions be implemented in two packages: first, a bal-
anced settlement in the Kennedy Round; second, reciprocal concessions by other
countries in return for abolition of ASP.

The pattern and volume of chemical trade is such that the outcome of negotia-
tions in this sector inevitably played a major role in the outcome of the entire
Kennedy Round. United States dutiable chemical imports from countries with
a major stake in world chemical trade (EEC, United Kingdom, Japan, and
Switzerland) were $325 million in 1964 ; these countries’ dutiable chemical
imports from the United States totaled nearly $900 million.

In the end, all major Kennedy Round participants made concessions in the
chemical sector. Many concessions have been agreed on unconditionally, while
certain other concessions are conditional on United States elimination of the
American Selling Price (ASP) valuation system. The concessions on chemicals
are, therefore, in two parts: first, the Kennedy Round chemical package, and
second, the ASP package.

I. The Kennedy Round Paclkage

Unconditional obligations undertaken in the Kennedy Round are as follows:
1. The United States agreed to duty reductions on products accounting
for nearly all (95 percent) of United States dutiable chemical imports.
Tariffs will be reduced 50 percent on most items with rates above 8 percent;
20 percent on items 8 percent and below. These commitments will result
in a weighted average duty reduction of 43 percent in United States chemical
tariffs and $325 million of dutiable imports from the EEC, U.K,, Japan,
and Switzerland. The combined tariff reduction made by these four countries
averages 26 percent on mnearly $900 million of U.S. chemical exports, and
the United ‘States retains the ASP method of valuation for benzenoid
chemicals.

2. The European Economic Community agreed to duty reductions on tariff
items accounting for 98 percent of its dutiable chemical imports from the
United States. Most duties will be reduced by 20 percent. Certain items,
however, will be subject to reductions of 30 percent and 35 percent, while
some others will be reduced less than 20 percent. These commitments will
result in a weighted average reduction of 20 percent in EEC tariffs on $460
million of 1964 chemical imports from the United States.

3. The United Kingdom agreed to duty reductions on virtually all chemi-
cal imports from the United States except certain plastics. Most British
plastics duties are currently 10 percent, a level considerably lower than
other major trading countries. The United Kingdom has agreed to reduce
tariffs at rates of 25 percent and above by 30 percent, and rates below 25
percent by 20 percent. These commitments will result in a weighted average
reduction of 24 percent in United Kingdom imports of more than $100 million
of chemicals from the United States.

4, Japan agreed to tariff reductions which on a weighted average basis
amount to 44 percent on dutiable chemical imports from the United States.
These imports were over $200 million in 1964.

32-181—67—vol. I——2
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5. Switzerland agreed to tariff reductions which on a weighted average
basis amount to 49 percent on $45 million of chemical imports from the
United States.

6. Other participants, notably Canada and the Scandinavian countries,
agreed to reductions in their chemical tariffs as part of their Kennedy Round
concessions.

II. The ASP Package

The following concessions are contingent on United States elimination of the
ASP valuation system:

1. The United States would eliminate ASP and replace rates currently
based on ASP with rates that have been proposed by the Tariff Commission
to be applied on the valuation as normally calculated for other United States
imports and yielding the same revenue as the previous rates. These “con-
verted” rates would be reduced, by stages, generally by 50 percent or to
an ad valorem equivalent of 20 percent, whichever is lower. The prineipal
exceptions to this formula are dyes and sulfa drugs, duties on which would
be reduced to 30 percent and 25 percent, respectively. In addition, the United
States would reduce the 8 percent and below rates subject to the 20 percent
cut in the Kennedy Round package by a further 30 percent and further re-
Guce by more than 50 percent a few other items to the 20 percent level. These
reductions would provide a combined weighted average cut on United States
chemical tariffs in the Kennedy Round and ASP packages of about 48 percent
on $325 miliion of imports.

2. Tle European Economic Community would reduce its chemical tariffs by
an additional amount so as to achieve a combined Kennedy Round-ASP
package reduction of 46 percent on $460 million of chemiecal imports from
the United States. Virtually all EEC chemical tariffs would be at rates of
12% percent or below. Belgium, France, and Italy would also modify road-
use taxes so as to eliminate discrimination against American-made auto-
mobiles.

3. The United Kingdom would reduce most of its chemical tariffs accord-
ing to the following formula: Items at present dutiable at 25 percent and
above would be reduced to a level of 1214 percent, for a 62 percent combined
Kennedy Round and ASP package reduction. Tariff items with duties of
less than 33 percent would generally be reduced by the amount necessary
to achieve a combined reduction of 50 percent in the two packages. U.K.
plastics tariffs which would be above the reduced EEC rate on the same
item would be cut to that level and bound. The combined weighted average
reduction in the level of British chemical tariffs on United States trade
would be approximately 47 percent on $170 million of imports from the U.S.
After these reductions virtually all British chemical tariffs would be at rates
of 1235 percent or below. The United Kingdom would also reduce by 25
percent its margin of preference on imports of tobacco.

4. Switzerland would eliminate limitations on imports of canned fruit
preserved with corn syrup.

Teaxtile Sector—Most importing countries reduced tariffs on cotton, man-made,
and wool textiles less than their average reduction in other industrial products
as a whole. The United States agreed to tariff reductions which, on a weighted
trade basis, average approximately 14 percent for the three fibers. Cotton textiles
were reduced 21 percent; man-made textiles, 15 percent; and wool textiles, 2
percent.

Negotiations on cotton textiles involved three elements: the extension of the
Long-Term Cotton Textiles Arrangement (LTA) ; more liberal access to import
markets protected by the LTA; and tariff reductions. The principal concessions
by exporting countries of interest to importihg countries was the extension of
the LTA in its present form until September 80, 1970. In return, importing coun-
tries agreed to enlarged quotas under LTA provisions and to tariff reductions.

Within the context of the LTA, the United States negotiated bilateral agree-
ments with its main supplying countries. These agreements typically provided for
a 5 percent annual increase in LTA quotas, a one-time bonus for LTA extension,
and certain other administrative improvements.

The United States agreed to cotton textile tariff reductions that amounted to
a weighted average reduction of 21 percent. Reductions on apparel items averaged
17 percent; fabrics tariffs were reduced 24 percent; and yarn, 28 percent.
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The BEC reduced cotton textile tariffs by about 20 percent. It also reached bi-
lateral understandings with major suppliers providing for improved access to the
EEC market. Noting that it already accorded liberal access for imports from
Hong Kong, India, and other Commonwealth sources, the United Kingdom made
token cotten textile tariff reductions toward other suppliers.

The United States agreed to a weighted average tariff reduction of 15 percent
on imports of man-made fiber textiles, including fibers. Man-made fiber apparel
duties were reduced by an average of approximately 6 percent, fabrics by 18 per-
(éengzlyam by 37 percent. Other countries made significant reductions on these

extiles.

The United States agreed to tariff reductions on very few wool textiles. The
weighted average duty reduction on wool fabric was about 1 percent; on wool
apparel about 2 percent. On total wool textile imports the average duty reduc-
tion was 2 percent. Other countries made considerably greater reductions on
wool textiles.

Paper, Pulp, and Lumber.—Multilateral sector negotiations were planned for
paper and pulp, largely in an effort to get the BEC to make meaningful tariff
reductions of interest to the Nordic countries and Canada as well as the U.S.
Although some multilateral discussions were held, negotiations were essentially
bilateral. A long series of discussions resulted in EEC cuts of 50 percent on pulp
and about 25 percent on paper. Canada and the EFTA countries also made sig-
nificant concessions on paper products exported by the U.S. In return, the United
States made comparable concessions.

NONTARIFF BARRIERS

Antidumping Code.—A major accomplishment in the field of nontariff barriers
was the negotiation of an antidumping code. In addition to the United States, the
major participants in this negotiation were the United Kingdom, the European
Economic Community, Japan, Canada, and the Scandinavian countries.

Negotiation of the antidumping code centered on the consideration of interna-
tional standards. Although United States legislation is consistent with the GATT,
foreign complaints were directed against United States procedures. These con-
cerned, particularly, the frequent withholding of appraisement during antidump-
ing investigations and the length of time taken in investigations. (Withholding
of appraisement postpones the final determination of customs duties until an anti-
dumping investigation is completed. However, imports may be released under
bond from Customs’ custody after appraisement is withheld.)

The antidumping code supplements the provisions of Article VI of the GATT
with rules and procedures to be followed in antidumping actions. United States
legislation and administrative regulations contain detailed provisions relating to
the determination of sales at less than fair value and injury, but most countries’
procedures lack such specificity.

The principal advantages of the antidumping code to the United States will be
the adoption by other countries of fair and open procedures along the lines of
present United States practices. The code will provide both an opportunity and
a basis for United States exporters to defend their interests in foreign anti-
dumping actions. In particular, the new common antidumping regulations that
are being developed by the European Teonomic Community will conform with the
code.

Of special benefit to the United States will be the adoption by Canada of an
injury requirement in its antidumping legislation. The lack of such a require-
ment has impeded United States exports for many years. ‘

Because the antidumping code is consistent with existing United States law,
no legislative changes are required. However, the Treasury Department will
revise its regulations to conform with the code. The principal change in present
procedures will concern limiting the time period during which appraisement is
withheld to a maximum of 90 days in most cases. Both foreign exporters and
domestic importers and producers favor a reduction of the time taken in anti-
dumping cases. Also, investigations will not be initiated unless there is evidence
of injury.

Other Nontariff Barriers.—In addition to the negotiation of an antidumping
code, described above, the principal nontariff accomplishment is the agreement
to take action on the nontariff barriers included in the conditional chemical pack-
age, that is, the elimination for certain chemicals of the American Selling Price
system of valuation by the United States, the elimination of the discriminatory
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aspects of automobile road-use taxes in France, Italy, and Belgium, and the
modification by Switzerland of regulations on canned fruit, as well as a reduc-
tion by the United Kingdom in the margin of preference on unmanufactured
tobacco.

There were also a few other nontariff achievements as a result of bilateral dis-
cussions. In the negotiations Austria agreed to eliminate the discriminatory
effect of automobile road-use taxes on larger engined U.S. automobiles. Canada
eliminated a restriction prohibiting imports of fresh fruits and vegetables in
three-quarter bushel baskets. Canada also ceased appiying the Canadian sales
tax to the full value of aircraft engines repaired in the United States. The 11
percent sales tax is now applied only to the value of the repairs. In addition,
Canada modified restrictive standards applying to aircraft engines repaired
abroad.

Although not a subject for negotiation, quantitative restrictions were elimi-
nated or modified by several countries. Of particular importance to the United
States are the elimination of restrictions in the United Kingdom on fresh grape-
fruit and in Denmark and Finland on many agricultural products. Japan agreed
to liberalize quota restrictions on some products.

Several developing countries specified action on various nontariff measures as
part of their contributions to the negotiations. These included the introduction
of certain tariff reforms, the liberalization of licensing systems and foreign ex-
change controls, and the elimination or reduction of prior deposit requirements
and tariff surcharges.

AGRICULTURE

The United States originally set as a goal in the agricultural negotiations
the same broad trade coverage and depth of tariff cut as achieved for industrial
products. This did not prove negotiable, however. The European Econcmic Com-
munity, when the negotiations got under way, was still in the process of develop-
ing its Common Agricultural Policy. It was reluctant to make substantial cuts
in the level of protection at the same time it was formulating a Common Agri-
cultural Policy among the six members. The results of the agricultural negotia-
tions with the Community are therefcre considerably more modest than the re-
sults achieved in industry. Nevertheless, progress was made in the negotiaticns
in reducing barriers to agricultural trade.

The United States was able to obtain significant agricultural concessions from
Japan, Canada, and the U.K., the Nordic countries, and Switzerland. The EEC
made tariff cuts on agricultural items of trade value to the United States of over
$200 million.

No progress was made in negotiating down the trade restrictive effects of the
variable levy system of the EEC. Offers made by the Community on the basis
of this system were not accepted.

The agricultural negotiations were divided into so-called commodity groups
and non-group or tariff items. The commodity groups included meats, dairy
products, and grains. Of the commodity groups only grains yielded positive
results.

Grains.—A new grains arrangement was negotiated that establishes a minimum
price for U.S. #2 hard red winter ordinary wheat f.0.b. Gulf ports at $1.73 per
bushel. This represents an increase of about 21.5 cents per bushel over the
equivalent minimum price for U.S. hard red winter ordinary under the present
International Wheat Agreement. There will be a comparable increase in the
minimum price of other grades and qualities of wheat under the new arrange-
ments.

Market prices are currently above the minimum prices of the new arrange-
ment but the new minimum prices should establish an effective floor under T.S.
wheat exports for the three years of the arrangement. Adequate provision is
made for adjusting differentials for various grades and qualities of wheat as
required if trading prices should fall to the minimum. There is nothing in the
arrangement that will prevent U.S. wheat from being priced competitvely, as
required.

Participating countries have agreed to contribute 414 million tons of cereals to
a multilateral food aid program. The U.S. share of this program will be 42 per-
cent of the total, or slightly less than 2 million tons. Importing countries as
a whole will contribute about 2 million tons of the total. The grains arrangement
thus represents further progress toward one of the United States’ key objectives
of foreign aid, the multilateral sharing of the food burden.
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Meat and Dairy Products.—During most of the Kennedy Round, the countries
principally involved in world trade in fresh, chilled, and frozen beef and veal,
and in butter, cheese and dry milk, sought to negotiate general international
arrangements for these products. The purpose of these negotiations was to pro-
vide for acceptable conditions of access to world markets in furtherance of a
significant development and expansion of world trade in agricultural products,
consistent with the principle agreed by the GATT Ministers at the outset of the
negotiations. Although these negotiations continued until late in the Kennedy
Round, it was not possible to work out an acceptable multilateral arrangement.
Countries then shifted to bilateral negotiations, through which they were able
in some cases to negotiate improved access to important markets.

The U.S. made no offers on fresh, chilled, or frozen beef or veal. The duty
on canned ham was bound but no reduction made. No offers were made on any
preducts subject to section 22 quotas, including butter, dry milk and certain
types of cheese. On certain non-quota cheese, cuts averaging 13 percent were
made.

Agricultural Tariff Items.—The United States achieved a wide range of conces-
sions from its principal negotiating partners which should improve the export
opportunities for such products as soybeans, tallow, tobacco, poultry, and horti-
cultural products, including citrus and canned fruit.

In particular, the United States and Canada negotiated a balance of agricul-
tural concessions covering a substantial range of products.

THE DEVELOPING COUNTRIES

The United States negotiated with the developing countries on the basis of the
plan adopted by the Trade Negotiations Committee. One of the objectives of the
negotiations, that of reducing barriers to exports of developing countries to the
maximum extent possible, was taken into account in the plan. The plan also took
into account the Ministerial Decisions to the effect that developed countries could
not expect to receive full reciprocity from the developing countries in trade
negotiations and that the contributions of developing countries should be con-
sidered in the light of the development, trade and financial needs of those
countries.

Accordingly, the United States made concessions of benefit to developing
countries, including non-participants, which cover over $900 million of their
exports. Included in these concessions will be the complete elimination of the
duty on more than $325 million of imports from these countries. Moreover, the
elimination of duties on $45 million of these products do not need to be staged
over a four-year period and thus meet one of the more important desiderata of the
developing countries. Since many of the concessions on tropical products were
negotiated in the context of joint action by industrialized countries, the total
benefits which developing countries will receive were further increased.

Ten developing countries made concessions benefiting the United States, and
these concessions will be appended to the Protocols as the schedules of these
countries in the General Agreement.

Mr. Rora. And then I would like, Mr. Chairman, to say just a few
words on the Xennedy Round.

I think it is true that so far there has been a good reaction from
industry and from labor on the Kennedy Round to the extent that they
know what was achieved. It has now been fully made public what the
cuts in our tariffs have been. And there has been made public in a
more general way what we have received from other countries. Until,
Llowever, we have made the complete analysis the whole picture will not

e seen.

But out of this I think two things have become clear and have been
recognized. One, that we have a reciprocal deal and that we did not give
more than we received; and, two, that we took particular care to be
sure that those industries that were particularly sensitive to impeort
competition were protected.
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In our initial presentation to American businessmen last Friday
before the chamber of commerce, I think the discussion indicated that
there was an acceptance in Iarge part of these facts.

Briefly, what we achieved out of the Kennedy Round was, first, as
I said, a reciprocal deal, including something of benefit to agriculture.
For the first time in a major trade negotiation something of benefit
to agriculture was achieved.

And then, Senator Miller, I would like to have the opportunity
during questioning time to comment in some detail on the problems
you raise.

We also achieved a very full agreement with Canada in which tariffs
were sharply cut on both sides of the border. In many areas where our
tariffs were under 5 percent we in effect went into free trade. In an
area of particular export interest to the United States, production
machinery, the Canadians made sharp cuts, from 2214 to 15 percent
in the tariffs.

We negotiated a wheat agreement—which again, Senator Miller,
goes back to your question—which I think will prove to be of sub-
stantial benefit to American wheat producers. Representatives of those
producers were with us in Geneva at the time of the final negotiation
and worked closely with us.

Finally, a first major breakthrough in the area of nontariff barriers—
we negotiated an international code on dumping. And, Mr. Chairman,
I would like to read two paragraphs from what I said to the chamber
of commerce the other day on this subject, because it is a critical one:

A major acomplishment was the negotiation of the antidumping code, commit-
ting other countries to fair and open procedures along the lines of the present
United States procedures. The new common antidumping regulations that are
being developed by the European Community will conform with the code. Of
special interest to the United States will be the adoption by Canada of an injury
requirement in its antidumping legislation. The lack of such a requirement has
impeded American exports for many years.

For our part, we have agreed to certain useful refinements of the concepts we
presently use in our antidumping investigations, once preliminary measures are
taken against allegedly dumped imports. I would emphasize, contrary to what
you may have read in the newspapers lately, that all our obligations in this
agreement are consistent with existing law, and in particular that we have not
agreed to the simultareous consideration of price discrimination and injury.

And finally, before leaving the Kennedy Round, let me say that I
think many of us who worked in this have felt that one of the great
advantages of a successful ennedy Round was that we averted some-
thing quite terrible—that is, a failure. If there had been a failure, I
feel—and I think all of us who worked in this felt—that it would have
set back the growth of a liberal world trade policy many years. And
therefore we are grateful that it was, in the final analysis, possible
to put such an agreement together.

Having said this, I would then focus my remarks on the immediate
future, to include, first, the issues that we face as a result of the Ken-
nedy Round and, second, the question of what we envision as the means
of meeting the President’s request for a major administration review
of trade policy.

If this approach is agreeable to you. Mr. Chairman, I will proceed
to the discussion of our immediate post-I{ennedy Round problems.

Chairman Boges. Goright ahead.
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Mr. Rora. These problems are essentially three :

1. The negotiating authority of the Trade Expansion Act of 1962
has expired, leaving the United States without an important means
of conducting its normal international trade relations.

2. The criteria for making available the adjustment assistance
provided for the Trade Expansion Act appear to be so stated as
to make such assistance more difficult to obtain than we had originally
expected. :

3. In order to bring into effect a valuable package of concessions
worked out during the Kennedy Round, Congress is to be asked to
agree to the abandonment of the American selling price system of cus-
toms evaluation.

NEED FOR NEGOTIATING AUTHORITY

In regard to negotiating authority, we do not contemplate any
further major initiative in trade liberalization in the immediate fu-
ture. With the Kennedy Round just over, we believe that the present
need is for review and reflection in preparation for any renewed effort
to stimulate and expand international commerce. A major review of
trade policy will be undertaken for the President.

Nevertheless, some minimal negotiating authority is needed during
this period.

May I take an example. Under section 351 of the Trade Expansion
Act—the so-called escape-clause provision—the President has au-
thority to increase a duty or to impose a quota if he determines that
such action is necessary to prevent or to remedy serious injury to a
domestic industry that is caused by increased imports that in turn
have resulted from tariff concession.

Under the established international rule, we would be obliged to

see that some further adjustment was made to compensate the supply-
ing countries for their loss through this emergency action of the tariff
concession. The preferred method would be to lower one or more
tariffs on other goods imported into the United States. If we were not
able to make such compensatory tariff concessions, we would have to
face the retaliatory withdrawal by the supplying countries of tariff
cloncessions which they have granted on goods which we export to
them.
_ In order to be in a position to make compensatory tariff concessions
in connection with the escape-clause actions which we may have to
take, we should have authority under the TEA to negotiate compensa-
tory tariff settlements.

Let me take one more example. There may be times in the future
when we may wish to revise upward one or more tariff concessions.
This has been necessary in the past when legislation has been enacted
to change tariff classifications, with the effect of increasing duties.
Although these cases may be rare, they do pose the problem of negotiat-
ing a settlement with the other countries. Just as in the example I cited
above, there are two basic alternative adjustments that may be made:
to lower ‘one or more of our duties on other products in compensation
to the other countries, or to face retaliatory tariff increases against our
exports. Our preference is obviously to negotiate for compensatory
tariff reductions. This again makes desirable the existence of some
negotiating aunthority.
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The GATT rules have brought a large measure of order into inter-
national trading relations. The cost of the obligations they place upon
the United States are far outweighed by the benefits we derive, as
the world’s biggest trader.

It is in order to maintain our GATT obligations, and to be able to
act with initiative and flexibility within the GATT framework, that
we need some negotiating authority. It need not be very substantial.
It has been suggested, although no final decision has yet been taken,
that the Trade Expansion Act negotiating authority simply be ex-
tended for 8 years, giving us the use of that part of it that was not
exhausted in the Kennedy Round.

ADTUSTMENT ASSISTANCE MODIFICATION

Turning to the adjustment assistance question, we find ourselves
dealing with the probability that the Congress, in writing the pro-
visions of the Trade Expansion Act, intended far more readily avail-
able recourse to adjustment assistance than has proved possible.

These provisions were designed to authorize quick and substantial
assistance to any worker or firm injured as a result of increased im-
ports caused by tariff concessions. The underlying concept was that
rather than restrict imports it was far preferable to help firms and
workers meet problems created by import competition through im-
proved productivity.

Unfortunately, however, the adjustment assistance provisions have
not had the expected beneficial effect because in practice the present
test of eligibility to apply for the assistance has proved too strict.
In fact, in no case brought under the act have any firms or workers
been able to prove eligibility.

The present test of eligibility requires (1) that tariff concessions be
shown to be the major cause of increased imports, and (2) that such
increased imports be shown to be the major cause of injury to the
petitioner.

In the complex environment of our modern economy, a great variety
of factors affect the productive capacity and competitiveness of Amer-
ican producers, making it virtually impossible to single out increased
imports as the major cause of injury. In fact, it has usually been im-
possible to prove that tariff concessions were the major cause of
increased imports.

Under these circumstances, it is apparent that action must be taken
to make the intended assistance a reality. We now have under consid-
eration several formulations that might meet the requirements of the
situation. No final decisions have yet been taken, but 1t is the intention
of the administration to propose congressional action to modify
the present provisions of the act.

The new test of eligibility would insure that adjustment assistance
would be available only in those cases of injury which are the result
of tariff concessions. The specific kinds and levels of benefits would
remain unchanged.

Also unchanged—and this is important, I believe—would be the
provisions for relief for entire industries—as distinguished from in-
dividual workers and firms—which suffer serious injury through tariff
concessions. The so-called escape clause makes possible the imposition
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of quotas and increased tariffs. However, this is a drastic form of relief
and one which costs other industries either tariff protection at home
or export opportunities abroad, as I have suggested in my earlier
discussion of GATT provisions for compensation and retaliation in the
event of increased tariffs. We believe that the standards for escape-
clause relief should be retained in their present form.

After this rather summary discussion of the first two of the three
post-Kennedy Round problems, I would like to go into more detail
on the question of the American selling price system (ASP) which, as
Senator Javits has indicated, is one of the most controversial we face,
and, as I have said, will be a matter for congressional consideration.

Tar ASP Issve

ASP, as it applies to chemicals, is often referred to by critics abroad
as the symbol of nontariff barriers. I should like to confine my com-
ments to only three aspects of ASP—why it apears to us to be an un-
desirable impediment to trade, what the effects of its removal will prob-
ably be, and, finally, how we appraise the balance of what we gave
and received in this area in the recent trade negotiations.

In 1922 the Congress determined that our then infant chemical in-
dustry, specifically that part of it which manufactures products de-
rived from coal tars, required extraordinary protection. The Congress
was apparently reluctant to raise the statutory duties to the levels
it deemed necessary to provide adequate protection under the circum-
stances then existing. Instead, the Congress provided that any im-
ported coal tar product, now referred to as benzenoid, which is com-
petitive with a similar domestic product should be valued on the basis
of the latter’s American wholesale price. This statute has remained in
effect for 45 years, although the American chemical industry has grown
rapidly since then and is today one of the largest and strongest not only
in this country but in the world, and even though coal tars are now less
frequently involved, the major raw materials now being byproducts of
our petroleum industry, itself the largest and probably most efficient
in the world.

This system has long been criticized by other countries, and for
various reasons. Some of them can be summarized as follows:

1. It provides extraordinary protection, both in comparison to the
duties which now apply to other U.S. industries and in comparison
with duties in effect abroad. The statutory rates for benzenoids alone
are already higher than those applying to most other products en-
tering the United States and higher than those typical of other na-
tions’ tariff schedules. When further applied to American wholesale
prices, these rates produce effective rates often many times higher
than the apparent duty. Some are actually above 100 percent and the
peak, as recently determined by a Tariff Commission study, is 172
percent.

2. The system is inconsistent with the customs practices of all cur
trading partners for nonagricultural goods. Moreover, it would be in
violation of the standards of customs valuation laid down by the Gen-
eral Agreement on Tariffs and Trade. But for the fact that its use in
this country antedates our adherence to the GATT and was made
permissible under a “grandfather” clause.
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3. Under the ASP system a domestic manufacturers has unique
and unfair advantages. Within the limits of the effectiveness of com-
petitive forces in the U.S. market, a manufacturer can adjust the level
of his tariff protection against his foreign competitor by the whole-
sale price he sets for his product. Moreover, if he is not actually mak-
ing a product “like or similar® to one currently imported, he can
decide to produce or merely to “offer to sell” a “like or similar”
product and thereby he triggers an increase, usually substantial, in
the tariff wall that imports must surmount.

4. The foreign exporter of a product potentially subject to ASP,
consequently, cannot know at the time he signs a contract and ships
the product whether it will be subject to ASP nor what the ASP
will be until it has passed through our customs. This uncertainty as
to the amount of duty is a burden on trade with no counterpart in the
vast bulk of other international commerce in industrial goods.

The normal method of valuation, I might add, which applies to
virtually all other U.S. imports as well as to imports into all other
countries is export value, that is, the wholesale price of the product as
offered in arm’s-length transactions in the country of origin. For the
reasons I have cited and the fact that this particular system deviates so
sharply from the common practice, other countries consider it an
unjustified anomaly in our trade policy. From the very beginning of
the negotiations they made it a major issue, even though we made it
crystal clear that we had no authority to change it under the authority
of the Trade Expansion Act.

Because of the validity of those complaints and because our national
stake in world trade in chemicals is so large—we export some $2.7
billion in chemicals and our net export surplus is no less than $1.8
billion—so that we have much to gain from liberalization of barriers
throughout the world in this industry—we undertook a series of in-
tensive studies of this issue over a 2-yvear period. And now I come
to my second point, what the effects of the removal of ASP and its
conversion to the normal basis of valuation would be.

Errecrs ox CHeymcar INpostnY

I recognize that there are those who would have the Congress and
the public believe that the economic effects on this industry would,
and I quote, be “disastrous.” So serious a charge properly merits a
painstaking examination. I am sure when the Congress examines
the legislation which the President will be submitting that a vital
and objective review of all the facts will be made. We shall at the
appropriate time provide all of the reasons we have found that lead
us to conclude that no disaster lies ahead. I can understand the self-
interest of those who have benefited for 45 years from an extraordi-
nary system of tariff adjustment and from the very high level of
protection it creates in perpetuating that system. Nevertheless, the
national interest and the posture of our trade policy throughout the
world requires a full evaluation of all pertinent considerations.

Very briefly, what our studies found was a remarkable record of
growth and a well below average problem with imports. And, I might
add that the studies were based on evidence submitted by the industry
in four separate public hearings, two of which dealt entirely with
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the ASP issue, as well as on extensive consultations with firms in the
industry.

Let me cite but a few figures, both for all of the chemical industry
and for that portion protected specially by ASP. It is not always
meaningful, I should note, to attempt to concentrate only on the
benzenoid portion of the chemical industry. Useful data are not al-
ways available for benzenoid activities only. Perhaps more important,
we found that some of the major chemical companies—large, inte-
grated, and diversified firms—also dominate the benzenoid sector,
though their benzenoid production and sales are often but a small
fraction of their total corporate activity. In such cases it is not rea-
sonable to examine only the small fraction and overlook either the
Jargest area of their activity or the close interrelationships between
the parts.

We found that in 1964, the base year for data for our negotiations,
the chemical industry sold products worth $36 billion of which $3
billion were protected by ASP. ASP imports, in turn, were $50 mil-
lion, of which only about half were deemed by the Customs Bureau
to compete with American-made chemicals. This works out to an im-
port “penetration” less than 1 percent of our domestic market for
competitive products, far below the national average for all manu-
facturers.

We found further that not only has the chemical industry generally
been one of our fastest growing industries, as is well known, but also
that its benzenoid segment has a growth record—overall from T per-
cent to 8 percent per year—that is impressive indeed. I probably need
not detail our export record in chemicals. The average increase has
been no less than 10 percent per year. We have not only the significant
export surplus I noted earlier, but a surplus with each of our major
trading partners—with Japan, with Canada, the EEC, and the United
Kingdom. ‘

Our chemical exports, further, have grown even faster than average
into those foreign markets where the local firms have an advantage
over our producers by virtue of customs unions or free trading areas,
such as the EEC and the EFTA nations. Our share of the EEC im-
port market, for example, is equal to that of Germany, our strongest
competitor and one with favored tariff treatment in selling into the
other EEC member states.

The picture for benzenoids alone, though the figures are less com-
plete, is much the same. Our exports in 1964 probably exceeded $300
million. We exported at least six times as much as we imported or
better than a tenth of production. We exported more than we im-
ported, substantially more in most, cases, in each of the major benze-
noid product groups—in intermediates, in dyes, in pigments, to name
the presumedly more sensitive ones, and clearly more in those groups
where our competitive strength is seldom called into question—in plas-
tics, in pesticides, plasticizers, and surface active agents.

We also found great concentration of production and sales in the
hands of a few large firms. While small firms, often specializing in
a few products or special services, are found in many benzenoid prod-
uct lines, we also found, for example, that five integrated and diversi-
fied companies account for two-thirds of total U.S. production of ben-
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zenoid intermediates. Imports of all intermediates, by the way, were
less than 2 percent of sales in 1964, and exports were well in excess of
$100 million. ~

Much has been and undoubtedly will also be heard about our dye
industry, which is also protected by ASP. We found that four firms
make more than half of all sales in our domestic market and 10 have
three-quarters of the total, that sales have experienced an average
growth of 8 percent per year, and that imports of competitive dyes
were again less than 2 percent in 1964.

Another area of which much has been said is the pigment sector
of this industry. Here we found that a single large firm has 25 percent
of all sales; another four bring the share up to 60 percent of the mar-
ket. Again, the growth rate has been well above the national average.
Imports were almost all deemed not competitive with U.S. pigments
and barely accounted for 1 percent of total consumption.

These are but a few of our specific findings. In reaching our con-
clusions both on conversion of the ASP system and on the rate reduc-
tions that we negotiated in the Kennedy Round or those we shall be
submitting to the Congress, we applied the same standards as we
observed in determining the reductions we could offer on all other
products of American agriculture and industry. We examined care-
fully all available evidence on the individual companies and their
workers, the prospects for future growth, the ability to adjust to in-
creased competition, and the potential for benefiting from new oppor-
tunities to expand exports. We reached a judgment on whether tariff
reduction would cause serious injury and whether the industry has the
competitive strength to adjust to such concessions, taking into ac-
count the adjustment provisions of the Trade Expansion Act. In the
end we found that most parts of the benzenoid industry would not be
seriously injured by elimination of ASP and reduction by 50 percent
in the equivalent duties computed on the normal basis of valuation.
For others, we found that elimination of ASP would have no adverse
effect, but that reduction of duties by 50 percent would. In such cases,
we have proposed lesser tariff reductions. ,

I cannot leave this subject without taking note of the criticism
which has been made of the manner in which we achieved a satisfac-
tory negotiation of the ASP issue. We insisted, you may recall, that
any negotiation would have to be separate and disfinct from the chemi-
cal negotiations in the Kennedy Round, so that the Congress would
have a full and free opportunity to judge the issue on its merits and to
determine, as well, whether reciprocity would be obtained in return
for abolishing the system. We also insisted that a satisfactory balance
of concessions in chemicals be achieved within the Kennedy Round
in keeping with the purposes of the Trade Expansion Act. as well as
to prevent “overloading” the separate ASP package and thereby im-
pair the free deliberation of its merits by the Congress.

These results were not easily achieved. Until virtually the last week
our negotiating partners refused to spin off, so to speak, what they
considered to be a major negotiating objective or to pay additional
coin in return for its elimination. In the end, however, we were able
to achieve a separate ASP package. as well as a balanced deal within
the chemical sector in the Kennedy Round.
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Bavaxce or BeENEFITS

This brings me to my third point. A proper appraisal of the benefits
gained and given in a trade negotiation necessarily involves a com-
posite judgment based on the nature and volume of the trade subject
to concessions, an evaluation of the potentials thereby created for fu-
ture trade expansion, and on the depth of the concessions made. Com-
bining all these factors, the United States negotiated a balanced ex-
change with each major participant within the Kennedy Round while
retaining ASP and, should the Congress approve legislation elimi-
nating ASP, we shall obtain further valuable concessions both to the
chemical and other industries. Together, the two packages commit the
major nations to make the same average overall percentage reductions
in chemical tariffs and to eliminate significant nontariff barriers
against the trade of their partners.

In each of the two packages, the concessions received by the United
States cover a substantially larger volume of our exports than the
volume of imports on which concessions were granted. Taking into ac-
count both trade covered by concessions and the depth of the conces-
sions, the United States thus stands to benefit on balance in each pack-
age. This positive balance also holds in our bilateral trade with each
major participant. Our chemical industry, in short, stands to derive
substantial benefits.

We should derive substantial benefits not only on balance but, criti-
cally, in the areas where it most counts. Foreign tariffs on our most
rapidly growing export products will be drastically reduced, while the
exceptions to a 50-percent concessions by others should not adversely
affect our future trade to any significant degree.

If ASP is eliminated, our negotiations will result in tariffs abroad
being uniformly reduced to extremely low levels, thereby providing
very considerable opportunities for our chemical industry. With very
few exceptions, there will be no rate in the United Kingdom or in the
BEC above 12.5 percent. Tariffs on plastics, for example, will almost
all be 10 percent or less in the rapidly growing EEC and United King-
dom markets if ASP is eliminated. In 1964 we exported nearly $150
million of plastics to these two markets alone. Another of our burgeon-
ing overseas markets is in organic chemicals, other than plastics. The
United Kingdom here will bring its many 3314-percent rates down to
12.5 percent. Some $50 million of U.S. exports of organics go to the
United Kingdom alone. The EEC, in turn, will be cutting by nearly
50 percent on an even larger volume of our exports.

Most Japanese duties will be below 15 percent, as will Canadian
rates. By comparison, U.S. tariffs in certain key benzenoid sectors will
still be 20 percent, while sulfa drugs will be 25 percent and dyes and
pigments will be dutiable at 30 percent, substantially above comparable
rates in other countries.

We are confident that rates such as these will provide a sufficient
level of tariff protection for the U.S. benzenoid industry, a strong and
efficient industry with a demonstrated record of international com-
petitive ability. On the other hand, the concessions we have gained
should permit it, in turn, and the rest of the chemical industry as well
to continue to expand significantly their already substantial export
surpluses.
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Loorixe Forwarp

Now I would like to turn briefly to the far more distant future.

There are many ways the United States could move on from the
Kennedy Round. We could simply seek another general round of tariff
reductions. We could pursue specialized negotiations on certain prod-
ucts, or with certain countries, We could concentrate on some, or on
all, nontariff barriers. There is a very wide range of alternatives.

The President has asked, as I said, for a major study of U.S. trade
policy to determine which courses of action would be desirable in
the coming years. This study will give us all a chance to catch our
breath and to give close scrutiny to the likely effects of the Kennedy
Round, while evaluating what remains to be done. It is my hope that
Members of Congress will take an active interest in this study.

The range of issues which will require careful thought, and on
which we shall be seeking your advice, is wide.

Many of these issues relate to the special trade problems of the devel-
oping countries. These countries are acutely conscious of the need for
expanding their exports, and have been pressing in recent years for a
new, general kind of discriminatory treatment. As you know, what
they want is preferential access for all developing countries into all
major industrialized countries. Such a step would, the developing coun-
tries claim, give them reasonable cpportunity to export, while putting
all of the developing couniries on an equal basis. These countries have
pressed their desire for preferences very hard, and many developed
countries now appear to be willing to provide such preferred access.
The President indicated at Punta del Este that he was willing to
consider whether a common effort among the developed countries was
desirable and feasible. Exploratory discussions along these lines are
now underway in the OFCD. :

Meanwhile, proliferation of special trading arrangements between
developed and developing countries continues. These arrangements
tend to harm many countries while favoring only a few, and thus
threaten to offset many of the good effects of most-favored-nation
tariff reductions such as those most recently achieved. Proliferation of
discrimination, if carried further, could hurt, most of all, the develop-
ing countries themselves, with a chosen few receiving modest benefits
from certain highly industrialized countries, and many others being
left as orphans. Somehow, we feel, a way must very soon be found to
halt this trend.

Looking at trade more generally, tariffs will in the future be much
lower, and in a number of cases remain only at nuisance levels. And as
I said, in the case of Canada, we have actually gone to free trade in
many areas. And this raises a fundamental question of approach.
Should future trade negotiations adopt the same across-the-board
basis as the Kennedy Round, or should they be focused upon particular
commodities, as Eric Wyndham-White, the Director General of
GATT, has suggested.

In the agricultural field, tariffs are becoming even less important
relatively to other impediments or artificial stimulations to trade. We
must try to see if the United States can obtain significant liberaliza-
tion of agricultural trade for our exporters, because we are quite aware
that in the Kennedy Round we made a start, but only a start. But at
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the same time we shall have to ascertain what present U.S. protection
we might have to give up to buy such liberalization. In trade, as you
know, nothing is free. A major effort may be needed to limit the use of
export subsidies, especially i countries where high price supports are
in operation. )

One of the most difficult, complex, and far-reaching areas with which
our future trade policy must deal is that of nontariff trade barriers.
The obstacles to the unimpeded, nondiscriminatory flow of goods other
than tariffs take many forms. Moreover, they have very deep roots in
the fiscal, social, and economic policies of each nation and by that token
can be only slowly and painfully removed through international
negotiations. Their impact on trade and their distorting effects on
international competition are often not readily apparent, which makes
them all the more arduous to negotiate and eradicate.

A difficult question, therefore, that we will face is what of our own
NTB’s we shall be prepared to give up in exchange for the dropping
of other nations’ barriers.

As part of our study, we will attempt to compile a complete index
and analysis of all nontariff barriers, both foreign and domestic. In this
effort, we will be seeking the cooperation of business and of agriculture.
We are pleased to find that the national chamber of commerce has
recognized the inadequacy of data in this field and is working on its
own compilation.

It may well prove useful to us in this project, as well as in other
aspects of our study, to hold public hearings.

There is need again for careful thought about what can and should
be done toward improving American export performance. In particu-
lar, we must see whether American exporters are disadvantaged in any
way in comparison with foreign exporters working under the benefit
of their government’s export programs or tax systems. We need to
consider whether new U.S. export incentives are feasible and consist-
ent with orderly development of world trade. At the same time we
should consider what actions may be necessary to control the unjusti-
fied use of export incentives by other countries.

Export incentives are only one aspect of export performance. A good
deal more thought is needed concerning the relationship between ex-
ports and foreign investment by American firms. We shall also need to
know more about the extent to which tariffs will act as an incentive to
invest abroad to get behind tariff walls despite the Kennedy Round re-
ductions. The trade flows within major international firms, many of
which have lost their national identities, is another area about which
we need to know much more. The worldwide flow of technology, invest-
ment, and trade within some industries may very well provide appro-
priate conditions for free trade in the products of those industries.

The many interrelationships between trade and investment in eco-
nomic growth and development today have another crucial bearing
upon our trade policies. As the importance of the truly international
corporation grows and the two-way flow of trade, capital, and tech-
nolegy accelerates, what is done in one field or in one geographic area
inevitably affects our policies and our performances in others. If, for
example, we would have other countries welcome our subsidiaries and
our steadily growing direct investments, and if our investors abroad
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are to expect continued equal and reasonable treatment, then we must
see to it that the legitimate economic interests of other countries are
also taken into account in the determination of our own policies here
at home. An industry with as large and promising a stake in foreign
markets as the chemical industry, for instance, should be aware of
the intensity of the grievances abroad over the tariff barriers we have
erected against the chemical products of other countries.

DoESTIC ADJIUSTMENTS

We must give further thought to means by which our domestic eco-
nomic adjustments to increased trade are facilitated. It is clear that
improved adjustment assistance provisions are needed to ease the
plight of those adversely affected by increased imports resulting from
concessions which are of more general benefit. There has been a tend-
ency in the past to turn to protectionism when economic dislocations
threatened to occur. Ad hoc measures to protect certain products may
continue to be needed from time to time if emergencies come about. On
the whole, however, if international trade is to be further expanded,
the beneficiaries of this trade, including the United States, must strenu-
ously resist adoption of special protectionist devices. At home we shall
have to give much thought to finding the desirable balance-of-trade
promoting, and protective devices designed to ease the process of eco-
nomic dislocation. And finally, we should have another look at existing
restrictive programs to see whether they can be adapted to the 1970,
or whether they should be gradually phased out.

In these remarks, Mr. Chairman, I have touched upon some of the
problems which need to be studied in coming months. There are many
more which need to be studied because, as you know, trade policy is ex-
tremely complex. In order to grasp this wide range of issues we are
planning to establish a number of task forces within the executive
branch, which will include consultants from universities and from in-
dustry. We intend to maintain close ties with various industry, labor,
and agricultural groups around the country. Most important, we wel-
come your active interest in all aspects of the trade policy investigation.

Our intention is to consult Members of Congress as we proceed with
the study for the President, as we did in the Kennedy Round. New
steps, as Senator Javits suggested, inevitably require legislation, mak-
ing it a matter of paramount importance that the views of the Congress
be fully considered in the formative stages of recommendations. In
this way, we can plan new steps toward increased world trade and
prosperity, with the knowledge that our policies and our actions repre-
sent the best interests of the Nation as a whole.

The Kennedy Round was only a step in the march toward freer
world trade. And the goal of world economic benefits must be pushed
vigorously.

Thank you very much.

Chairman Boges. Thank you very much, Mz, Roth.

For the purposes of the record I ask unanimous consent that the
statement by Mr. Schnittker, Under Secretary of Agriculture be in-
cluded in the record.

Without objection, it is so ordered.

(The statement follows:)
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STATEMENT OF JOHN A. SCHNITTKER, UNDER SECRETARY OF
AGRICULTURE

Mr. ScrntrrEER. Mr. Chairman, I am pleased to have the opportu-
nity to report to you on agriculture in the Kennedy Round because I
have a very definite personal interest in this trade negotiation and in
agricultural trade policy issues, and in Kennedy Round problems. As
you know, during the final weeks of negotiation I headed our agricul-
tural contingent in Geneva. This has been interesting and rewarding
work. It is work, I might add, which is vital to the improvement ot
farm income in the United States. Exports of farm products constitute
a large and growing part of our sales. This year they will reach a new
record of $6.8 billion or more. We think a total of $8 billion by 1970
is a probability, and we see $10 billion by 1980 as a distinet possibility.

Many factors enter into export expansion, but the one vital factor s
access to world markets. The Kennedy Round has given us better access
to our foreign agricultural markets. Concessions won at Geneva will
mean substantially larger sales for many of our farm product exports.

We gained considerably in fruits and vegetables, oilseeds, tobacco,
variety meats, tallow, and a number of other products. The concessions
granted by others covered over $900 million in their imports from the
United States in 1964. On products accounting for over $700 million—
where we have an important export interest—duties were cut. These
cuts averaged over 40 percent.

The Kennedy Round has also given us a new grains arrangement
which will provide additional price insurance to U.S. wheat producers.
This arrangement contains, also, significant food aid provisions, com-
pletely unprecedented in any multilateral accord of which I am aware.
Apart from their intrinsic humanitarian worth, and this in itself is
adequate justification for them, these provisions should open new com-
mercial outlets for wheat and to some extent, feed grains.

U.S. duties on some products also came down and imports can be
expected to increase moderately. Duties covering around $500 million
were cut by an average 39 percent. The existing duty or duty-free
status of an additional $290 million was bound against upward change.
Many of these concessions relate to tropical products which we do not
produce. They were granted for the benefit of the developing nations.
Bargaining is never completely without pain, however; some of our
producers will be exposed to increased competition, and some to
sharper competition than others. To my knowledge, though, no pro-
ducer will be exposed to serious economic injury.

To be able to report this much success is a pleasure. But I would be
less than frank if I did not hasten to say that I also have a sharp feel-
ing of disappointment. In this negotiation we were unable to im-
prove our position with respect to the EEC variable levy system. That
system, which insulates home producers from the effects of outside
competition regardless of the difference in efficiency, is perhaps the
greatest unsolved problem in international agricultural trade today.

Now let’s look at some of the specifics:

Grains
The bargain struck in grains has been discussed to a considerable
extent in recent days so I will review only the highlights, the most
important of which is that the grains arrangement is good for Ameri-
82-181—67—vol. I—3
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can agriculture in spite of the fact that we didn’t get the guaranteed
access we sought.

Pricing provisions will raise the world price floor from the current
level by 23 cents a bushel. The “reference wheat” is No. 2 Hard Winter
wheat, ordinary protein, gulf location. This increase gives U.S. wheat
farmers additional price msurance. The current $1.50 minimum under
the existing International Wheat Agreement relates to about $1.15 a
bushel at the farm, whereas the new minimum of $1.73 relates to $1.38
atthe farm. Obviously we have helped our farmers.

Food aid provisions of the agreement call for the industrialized
countries to provide the less-developed countries 4.5 million metric tons
a year. Helping the less-developed countries was one of the objectives
of the Kennedy Round. I have mentioned that we reduced and elimi-
nated duties on many of the products which they have to sell—this
was a major contribution by the United States. The food aid provisions
of the grains arrangement are another major contribution. Hopefully
this program will form the nucleus of a larger and truly multilateral
attack on hunger in the world. Moreover, because importing industri-
alized countries will furnish 1.9 million tons of the 4.5 millon ton pro-
gram as wheat or feed grains, our farmers should enjoy some expan-
sion of their foreign commercial trade.

Let me point out in this connection that we set a new all-time record
for commercial exports of wheat and wheat products in the marketing
year that ended June 30, 1967. In that year we sold for dollars some
430 million bushels—94 million more than last year.

Our total wheat exports for the year are expected to be in the neigh-
borhood of 785 to 740 million bushels—just about equal to our target.
A decrease in Public Law 480 has been balanced by the increase in
commercial sales.

All this is evidence to me that we are moving in the right direction.
‘We prefer to sell for dollars whenever we can. The developing coun-
tries would prefer to buy their grain for dollars whenever they can.
The sharp expansion of dollar sales shows that we can move—that we
are moving—toward sounder trade patterns, greater self-help on the
part of the developing nations, and increased sharing by other
countries.

To my mind, the extent to which we expand food exports for dollars
is one measure of our success in helping the developing countries meet
their food problem. Conversely, an expanding need for Public Law 480
food, other than needs growing out of emergencies, should be cause
for concern.

A negotiating conference to work out an International Grains Ar-
rangement will be held in Rome on July 12. The new pact is expected
to replace the existing International Wheat Agreement, substantive
features of which will expire July 31, 1967.

Oilseed and related products

We did well on oilseeds. Japan cut the duty on soybeans by 54 per-
cent, and on safflower seed by 50 percent. These are significant cuts.
Japan’s soybean trade had a value of $154 million in 1964 and safflower
seed $22 million.

The United Kingdom completely eliminated its Commonwealth
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preference on soybeans. Our exports in 1964 were worth over $19
million. :

Concessions we gave other countries in this category had an aggre-
gate value of around $41 million. We are not major importers of oil-
seeds or oilseed products.

Livestock and meat products

We got many useful concessions on the products we export in this
sector. The EEC cut its duty on variety meats from 20 to 13 percent ad
valorem, eliminated its low duty on inedible tallow and cut the duty
on edible tallow. Our sales of variety meats to the EEC amounted to
$31 million in 1964, our sales of tallow to $36 million. Japan reduced
its duty on tallow from 4 to 2.5 percent. Our sales here amounted to
$35 million. Altogether these concessions amounted to a trade of $140
million. The United Kingdom cut its duty on variety meats from 20
percent to 10 percent ad valorem. These are some of the major
reductions. ' :

On our side, we reduced the duty on fresh pork—and Canada did
likewise. This is one of the items where we and the Canadians main-
tain the same duty. Trade in fresh chilled and frozen pork moves back
and forth across our border. Our import duty on lamb was cut in half—
from 3.5 cents per pound to 1.7 cents per pound and our duty on canned
beef was also cut. Lamb imports over the past 5 years have been stable.
They amount to only 2 percent of U.S. production.

‘We did not reduce U.S. duties on fresh chilled and frozen beef, veal,
and mutton, on cooked beef, on feeder cattle, or on wools finer than
44’s. These products accounted for about $370 million in U.S. imports
in 1964—Dby far the bulk of our dutiable imports in this livestock sector.
No cuts were made in the duties on canned pork, although the current
rate of duty—8 cents a pound—was bound at that level.

Fruits, vegetables, edible nuts, and wines

On fruits and vegetables, we negotiated the most meaningful
bargains with the United Kingdom and the other EFTA countries.
The United Kingdom made significant concessions on fresh vegetables,
fresh fruits, canned fruit—notably peaches and fruit cocktail, raisins,
almonds, and pecans. The Scandinavian countries made attractive
tariff cuts on fresh, canned, and dried fruit.

Canada, our principal market for fresh vegetables, accounted for
nearly three-fourths of the concessions we got in that category, as well
as making significant cuts on numerous other products. On a number
of products—such as fresh apples—we were able to negotiate the elim-
ination of duties by both ourselves and Canada. This continues a long
and mutually beneficial process of eliminating restrictions where the
trade between ourselves is largely a two-way affair. The EEC made
a few cuts on fresh grapefruit and canned grapefruit juice, cut duties
slightly on canned fruit cocktail and grapefruit sections. We were
sharply disappointed, however, in that we were unable to resolve either
the sugar added duty problem or the fresh fruit reference price prob-
lem with the BEEC. Both of these remain to be dealt with.

We gave concessions covering less than one-fourth of our competi-
tive imports of fruits and vegetables. Among the U.S. cuts of most
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interest to U.S. producers were those on canned tomato paste and sauce
where the duty was cut by 20 percent and on canned whole tomatoes
where the cut reached 30 percent. We reduced the duties slightly on
champagne and vermouth, but not on the major still wines.

Tobacco

On tobacco our major negotiation was with the EEC. The EEC
agreed to scale down from 28 to 23 percent the ad valorem duty on
unmanufactured tobacco and to set the maximum charge at 15 cents
a pound instead of 17.2. This will help. Even though U.S. tobacco
will have to pay the maximum, it will pay less than it did formerly,
which means we’ll be on more even terms with our competitors. In re-
turn, we cut our duty on oriental cigarette leaf by 10 percent, for the
benefit of Greece and Turkey—EEC affiliates. We did not cut duties
on cigar tobaccos nor on cigarettes.

When the United Kingdom cuts its Commonwealth preference of
91.5 cents to 17.2 cents, as proposed, our leaf will be more competitive
in the British market. The United Kingdom proposal is tied to our
removal of the American selling price system of valuation.

Austria, Denmark, and Sweden granted duty-free bindings on to-
bacco, and Finland cut its duties 50 percent.

We were disappointed in not obtaining tobacco concessions from
Australia, which has erected very high trade barriers around its to-
bacco industry.

Dairy and pouliry products

. We alsc hoped for more than we got in the dairy and poultry area.
QOur biggest disappointment was the continued failure of the EEC
countries to give us market access for fresh frozen poultry and to agree
to meaningful limits on EEC chicken export subsidies. We did get a
19-percent reduction on canned poultry from the EEC, but exports to
that area are small when compared to the market for the frozen product
we had up to 1963. This remains a problem for us.

Japan reduced the duty cn whole turkeys from 20 to 15 percent.

- Our prineinal concessions in the dairy area were tariff cuts on Swiss
and Roquefort, and certain Italian cheeses. These types do not come
under the section 22 quota system.

Those are the highlights of the concessions exchanged. I would
characterize the net result of the I{ennedy Round as “medest liberaliza-
tion.” It will improve our access to markets.

LOOKING AHEAD

American agriculture came to the Kennedy Round in a spirit of
expectation. We sought a general lowering of agricultural trade bar-
riers which would give efficient farmers, ours and in other countries, a
greater opportunity to sell competitively in the world’s expanding
markets. We looked on the Kennedy Round as a means of helping
world trade in general and our own export drive in particular.

To some extent, our expectations were realized. Considering the
problems encountered, we emerged with far better results than we
thought possible during some of the darkest days when negotiations
almost broke off.



THE FUTURE OF U.S. FOREIGN TRADE POLICY 33

But while the negotiation has given us modest trade liberalization,
it also has made us aware of the problems we still face in bringing
more order to world agricultural trade. To me, this is the really sig-
nificant result at Geneva.

The Kennedy Round has shown beyond doubt that we cannot buy—
with reductions in duties—removal of the major barriers standing in
the way of a substantial and orderly trade in farm products.

The Kennedy Round has also shown that a massive, multilateral
trade negotiation involving all countries and all products is not an
appropriate way to get at the root of agricultural trade problems. It
provides too much opportunity for avoiding the real business at hand.

The Kennedy Round ended up being primarily a tariff negotiation.
Tarifts remain an important means of protecting producers in many
parts of the world. But in agriculture, particularly, other barriers are
numeous and complex. Negotiators met with only limited success in
removing or lowering them and, on the really hard-core products, had
no success at all.

Overall, the problem of liberalizing trade stems from the almost
general disparity in income between farm and nonfarm people. As a
rule of thumb, around the world a farmer gets only about one-half as
much income for his labor and investment as the nonfarm sectors of
the respective countries enjoy. That disparity poses an obligation on
every government to protect the incomes of its farmers and still make
sure that all the people have enough food and fiber and other products
of agriculture. It is an obligation that has called forth price and in-
come programs in every country in the world. These take many differ-
ent forms.

The European Economic Community for most products attempts to
Jeep domestic agricultural prices high through a variable levy system.
The EEC sets the prices, and the variable levies remove the effect of
outside competition, because they always are high enough to offset
any competitive advantage the outside product might have. This is
truly a formidable barrier to trade. The variable levy on grains, for
example, is about 100 percent ad valorem.

The United Kingdom favors the deficiency payment support system.
Here internal consumer prices are allowed to seek their own level. But
producer returns are kept at Government-set levels through producer
payments which make up the difference between these levels and what
they receive in the marketplace. The impact of this system on exporters
is more obscure, but severe nevertheless. High producer prices increase
domestic self-sufficiency, and the effort of an exporter to hold his sales
in that market leads to artificially low and unremunerative prices.

‘We have our support programs in the United States also, as you
know. In some cases—in cotton and wool—the program is a combina-
tion of deficiency payments and tariffs or quotas. In dairy, it is a com-
bination of a support price and quotas and tariffs. In grains, we use
a certificate program, Qur system is different from most, however, in
that we use, in many cases, production controls to prevent our programs
from leading to ever-increasing excess output.

Government support programs often lead not only to import _con-
trol, but also to export assistance. The REC has export subsidies. Den-
mark uses a two-price system in which prices for products marketed
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at home are held at one level, while exports are marketed well below
that. Other countries use marketing boards that have great flexibility
in-price practices. These practices are widespread. _

Let me share with you a concrete illustration of the kind of prob-
lem I have been talking about. Just the other day we had to make the
very difficult decision to recommend sharp restrictions on imports of
dairy products into the United States. This was not a pleasant decision,
as a country which exports as much as we do must be prepared to im-
port as well. But the trade was not a healthy one. Under the EEC sys-
tem of high dairy support prices protected by variable levies, produc-
tion has increased to the point that heavy surpluses of butter and
cheese are a glut on the EEC market. Under such circumstances, the
EEC export subsidy counterpart of the variable levy operates almost
automatically to move these surpluses out of the EEC irrespective of
their impact on the trade of more efficient suppliers or on the econo-
mies of importers. They move to wherever they can find entry at what-
ever price they can command.

EEC butter, therefore, being produced at a price of 60 to 65 cents
per pound was being sold in the United States for around 22 cents
per pound. It was entering the United States as a butterfat-sugar mix-
ture in circumvention of existing U.S. import controls on bufter, and
in quantities which were interfering with the operation of our own
support program. This was a situation which caused major difficulties
for us and for all our traditional trading partners. We could not allow
it to continue. The butter came to the United States because it could not
go elsewhere. Some years ago, the United Kingdom, faced with al-
most the same problem, instituted quotas to protect her suppliers—New
Zealand, Australia, and Denmark. Japan imposes tight quantitative
restrictions, as does Canada and others.

You will recall that not too many years ago the United States also
had burdensome surpluses of dairy products. We didn’t dump ours in-
discriminately into the international market. We stored them, used
them at home in school lunch programs and to feed our needy. We
moved them abroad only when the demand was such that they did not
disturb the international market. It is a pity that other major producers
have not practiced similar restraint. Their practices will make it dif-
ficult for all of us in the years to come. I might say, parenthetically,
that we in Agriculture are determined to prevent export subsidiza-
tion from undercutting our producers, either in our own country or
in their foreign markets.

Even if countries were agreed, therefore, on the kind of order they
wanted to put into the international trading system, the task of re-
shaping its numerous and complicated barriers to do this would be a
formidable one. Even to catalog and understand them is difficult. To
deal with them all in a comprehensive way is virtually impossible.
This the Kennedy Round has made clear to us.

How can we deal with these barriers? What kind of plan can be
used ¢ What should our agricultural trade policy be? Ambassador Roth
has mentioned the trade policy study which he will undertake over the
next year. This will help us decide and I cannot anticipate it. I can
suggest, however, that he explore carefully the following principles,
which I think are essential.
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The underlying objective in U.S. agricultural trade policy must
continue to be of orienting agricultural trade flows on the basis of
efficiency. In other words, those who can produce abundantly, inex-
pensively, and well should produce and should be leaders in trade.

There will be exceptions, of course. If some countries insist on pro-
ducing at heavy cost simply because they are so inclined and have the
money, we can’t prevent them. But we can try in every way we know
to show them that they are wrong and where they are wrong.

We should focus our attention on individual products or, at most,
product groups, and we should seek to deal in depth with the barriers
affecting these so that when we have reached an accord, we have some
hope that it will stick. It doesn’t help to lop off one barrier only to have
another take its place because we have not gotten at the root of the
trouble. And I think we should start these explorations among key
countries in the very near future.

We must recognize that we have to work with and adapt the sup-
port systems which exist to the international economy we want. In
the Kennedy Round, the United States supported this kind of prag-
matic approach. We wanted to isolate the system in each country and
see the full depth and scope of the barrier in its own setting. The EEC,
however, supported a different approach. They seemed to want to
introduce certain common elements into every country’s system, such
as international reference prices and variable levies, which charac-
terize their system. This was clearly impossible. With patience and
effort, existing systems can possibly be oriented toward freer inter-
national trade based on efficiency in production. They cannot be
abruptly overturned or replaced, however, to accord with anyone’s
preconceived plan for market organization.

THE DEVELOPING WORLD

Tet’s also recognize that the Kennedy Round had more significance
for the industrialized nations than it had for the developing countries.

The United States tried hard to malke it a more meaningful round
for the less developed countries. In agriculture we cut and in many
cases eliminated duties on tropical products valued at almost $120
million—products such as Indian cashew nuts, Brazil nuts, Philip-
pine desiccated coconut, and so on. We committed ourselves not to
put duties on fresh bananas and other products now duty free amount-
ing to about another $140 million. And we also cut duties on some
temperate products—in which the developing countries had a trade
interest approaching $70 million. I know of no other area of the world
that did as much in this way as the United States.

The legitimate needs of the developing countries can be only par-
tially met through this conventional trade route. President Johnson
said last April, at Punta del Este:

We are ready to explore with other industrialized countries—and with our
own people—the possibility of temporary preferential tariff advantages for all
developing countries in the markets of all the industrialized countries.

These are ways in which we can help the developing countries to
grow—to develop their agricultural economies, for economic growth
In Asia, Africa, and Latin America depends to an increasing extent
upon agricultural development.
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Agriculture performs several functions in promoting economic
growth. It supplies the food required by urban populations, other-
wise precious foreign exchange must be used for food imports, It must
generate some of the raw materials for industry, earn foreign ex-
change, and make labor available for industrial construction and ex-
pansion. Agriculture also must provide part of the capital accumu-
lation needed for further growth, as well as being a market for such
industrial products as fertilizer, farm machinery, and a broad variety
of manufactured consumers’ goods. To the extent that a country’s
foreign agriculture promotes general economic growth, to that extent,
it creates a basis for commercial trade.

U.S. help with this agricultural development goes far beyond just
being a good market. We are spending hundreds of millions of doliars
to finance the transfer of American farming techniques; improvement
of transportation, marketing, and irrigation facilities; establishment
of extension service, cooperatives, credit systems; purchases of Amer-
ican-made farm equipment, pesticides, and fertilizer; and research
on soils and seeds.

For many years the United States has been loaning know-how
through the Agency for International Development and its prede-
cessor agencies, and through programs operated by State universities
and private consulting organizations. More recently these programs
have been broadened to include the Department of Agriculture,
through establishment of an International Development Service,
which is financed by and works closely with AID.

We have furnished over $18 billion worth of food aid since 1954.
‘We insist now that this aid be accompanied by a major self-help effort
on the part of the countries receiving it. We also are insisting these
days that other countries help us carry a part of the burden, throngh
the India aid consortium, world food program, and other multi-
national aid efforts.

Altogether, progress is being made in meeting the world’s food
problem. And progress is being made almost everywhere in the vital
area of economic development.

IN CONCLTGSIOXN

American agriculture has immense influence in world affairs. This
influence will grow as both populations and per capita incomes of the
world’s people rise and strengthen demand for the food and fiber we
can produce with such efficiency.

But trade, ultimately, is the conduit through which the bounty that
is ours can reach foreign consumers. Fundamental to that trade is
the extent to which the world’s people allow comparative advantage
to function. That’s why the solution of trade problems is so impertant.
The Kennedy Round resolved only some of agriculture’s trade prob-
lems. Many remain. But I think the Kennedy Round did help clarify
the thinking of our own participants and of our trading partners.
It gave us new insight and perspective as we try again; and we must
try again and keep trying. Only as trade in food and agricultural
products is allowed to flow in a relatively unrestricted manner will
the world’s pecple share, as they should, in ail the goed things that

?

our modern science and technology can make available.
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Chairman Boeas. Senator Miller ?

Senator Mirrer. Thank you, Mr. Chairman. v

Mr. Ambassador, I would like to touch on some of the agricultural
matters. As I understand it, as far as grain is concerned, there was no
agreement regarding the guaranteed access or reduction in tariffs on
the part of the Common Market, is that correct? :

Mr. Rorm. That is correct. : :

Senator MrLrer. I understand further that we did take the position
that we should have a guaranteed access, that was our original position,
was it not ? :

Mr. Rorx. That is correct. :

Senator Mrrrer. And may I ask, what was the percentage that we
asked for?

Mr. Rorr. We in effect asked a percentage that would give us what,
during the base period, was our actual access. I think that was about
25 percent.

Senator MiLLER. And what was the base period ¢

Mr. Rora. 1964-66.

Senator MiLLEr. 1964-66. During that base period we had 25 per-
cent of their domestic market. So what was asked for? May I ask,
what would that mean in tons? Do you have a figure readily available?
AsTrecall, it was around a million tons.

er. Rorr. Mr. Toanes says about 17 million, both feed grains and
wheat.

Senator Mrrrer. 17 million. Since we didn’t get that, we did obtain
an agreement that the Common Market would furnish a certain amount
of feed grains per year, am I correct?

Mr. Rors. Yes, about a million tons for food aid.

Senator Mrrrer. A million tons. :

Mr. Ambassador, are you sure that that 25 percent is of 15 million
tons? I did not have the impression that it was anywhere near that
amount. We are talking about the 25 percent.

- Mr. Rorm. That is for total imports. Are you talking just about the
United States?

Senator Mirier. I am talking about the United States access to
the Common Market based on the base period 196466, which, as I
understood it, in the case of grains amounted to 25 percent, which
was the point that you were seeking.

Mr. Rorm. That would be about 9 million tons as the American
share of the 17 million.

Senator Mrrier. 9 million tons. So that our proposition originally
was that we would be guaranteed an access of 9 million tons of grain
shipments to the Common Market per year. And they refused to give
us that. And in place of that we obtained an agreement that they
would put up 1 million tons of food aid per year, is that correct ?

Mr. Rorz. Plus agreement, to a higher minimum price.

Senator MiLLEr. Yes, but I am talking now about buying.

Now, according to Mr. Schnittker, in the article I referred to from
the New York Times of May 19, 1967, he said that the United States
gave up trying to get guaranteed access to the market because the
Community’s final offer had no value. What was the Community’s
final offer on that access?

(The article referred to by Senator Miller follows:)
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[From the New York Tintes, May 19, 19671

U.S. Faray TARIFF NEGOTIATOR SAYS ACCORD WILL Aip ExPORTS

WASHINGTON, May 18.—The United States won “very significant” reductions
in some barriers to America’s agricultural exports in the Kennedy Round of trade
talks, the chief United States farm negotiator said today.

John A. Schnittker, Under Secretary of Agriculture, just back from Geneva
where the negotiations took place, gave additional information on the new grains
agreement that came out of the Kennedy Round. He declined to discuss other
products in detail.

Mr. Schnittker gave his views at a news conference as Allan Shrivers, president
of the United States Chamber of Commerce, issued a statement saying, “There is
widespread approval among American businessmen of the results of the Kennedy
round of trade negotiations.”

Mr, Shrivers said new efforts to liberalize trade “should begin with further
elimination of nontariff barriers.”

Mr. Schnittker gave these estimates of the effects of the new grains agreement,
affecting primarily wheat :

The export price of standard hard winter wheat at United States Gulf ports
will range over the next three years from $1.80 to $1.95 a bushel. This compares
with an average of $1.70 over the last three years and $1.83 now.

The increase will have the effect of raising slightly the price to United States
wheat farmers, but it will not affect the price of bread to the consumer.

The United States gave up trring to get guaranteed “access” to the market of
the European Economic Community because the community’s final offer had “no
value.” However, the United States sees a “reasonable chance” that total grain
exports to the Common Market (as the community is generally known) will be
maintained because production there may grow no faster than consumption and
because the community will now have to export more grain under the new food aid
agreement for poor countries.

The net effect of the new grains agreement—including the sharing of the burden
of food aid to the extent of two million tons by countries that are now importers—
will be “a higher dollar value” for the United States in its wheat exports, though
probably not much change in the physical volume. The high value would come
both from the higher price and the probability that a larger share of United
States exports would be for dollars rather than on a “concessional” basis to poor
countries.

(The following letter was subsequently submitted by Mr. Roth:)

OFFICE OF THE SPECTAL REPRESENTATIVES
FOR TRADE NEGOTIATIONS,
EXECUTIVE OFFICE OF THE PRESIDENT,
Washington, July 12, 196%.
Hon. Hate Boges,
Chairman, Subcommittee on Foreign Economic Policy, Joint Economic Com-
mdtiee, Congress of the United States, Washington, D.C.

DEeAR MR. CHAIRMAN : At yesterday’s hearing, ‘Senator Jack Miller asked about
the value to American agriculture of the higher minimum prices in an inter-
national grain arrangement.

There is no question that the American wheat farming community believes that
the new minimum price provisions are valuable. This is certainly the view of
Herschel Newsom of the Grange and Tony DeChant of the Farmers Union, as
well as Allen Tom of the National Wheat Growers Association and Ralph Ball
of Great Plains Wheat. All of these farm group representatives were in Geneva
with us at one time or the other during the negotiations, and they all concurred
in the notion that the higher minimum prices will be of great benefit to Amer-
ican wheat producers.

The new prices of $1.73 per bushel, f.0.b. Gulf, for No. 2 Hard Winter Ordinary
wheat is about 23 cents higher than the minimum in the existing International
Wheat Agreement. Today, Hard Winter Ordinary at the Gulf is bringing about
$1.76 per bushel, whereas a month ago, the price for this grade of wheat at the
Gulf was about $1.86. Obviously, what has happened is that the weight of sup-
plies on the market, not just the United States but in other exporting countries
has put pressure on prices. In part, this is also due to smaller import demands
in certain areas such as the Soviet Union.
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Moreover, the same downward drift in international wheat prices has been
noticeable in other classes of American wheat and, in one of them, Soft Red
Winter wheat, current market prices at the Gulf are below the minimum indicator
level of 1.60 per bushel proposed in the new International Grains Arrangement.
Again, the basic reason is the same—increased U.S. and world supplies in rela-
tion to demand. There is therefore no question in my mind that a new inter-
national grain arrangement with prices 23 cents a bushel higher than in the
current International Wheat Agreement would give us the possibility of 'working
with other exporters to translate those higher minimums into higher returns
for producers.

Sincerely yours,
WirrraMm M. RorH,
Special Representative.

(The following item was included at the subsequent request of Sen-
ator Miller:)

TrapE Broc SEExS GraIN OUTPUT RISE
MOVE WOULD SERIOUSLY CUT NEED TO IMPORT FEED CEREALS FROM UNITED STATES

(By Edwin L. Dale, Jr., Special to The New York Times)

WASHINGTON, July 12—In a move that could cost the United States millions of
dollars of badly needed exports, the European Common Market has quietly set in
motion a change in its farm program to increase the production of corn and other
feed grains. :

This has become known here in the last few days and has caused concern, if not
alarm, in both the government and the grain trade. | : :

The move follows the completion 6f the Kennedy round of trade negotiations,
in which the United States won major reductions in the Common Market tariff on
industrial goods but relatively little trade liberalization in agriculture.

The Common Market action is a proposal by the Exécutive Commission in Brus-
sels, still not formally published, to raise substantially the mipimum price support
levels for corn, barley and rye, without any change in the price level for wheat.

TWO-FOLD RESULT

The result, in the view of both American and European officials, would be two-
fold, both elements reducing the huge present European need to import feed grains
for cattle and poultry. The United States is by far the largest supplier of these
grainsg, chiefly corn.

Tirst, the higher price support levels would induce Buropean farmers to grow
more feed grains, thus cutting the need for imports.

Under the Common Market system of variable levies at the frontier, imports
form a “residual” supply, meeting only needs not filled by domestic production.

Second, with feed grains more costly, it would become profitable for some Euro-
pean wheat production to be used as feed for animals rather than for human con-
sumption. This again would cut the need for imported feed grains.

FEED GRAIN DIVERSION

Diversion of wheat for use as feed would reduce the amount available for
export by the Common Market, almost all France. But this would not help the
United States because French wheat is of a different quality from United States
wheat and is sold to markets where United States wheat is not competitive.

Thus, if the proposal is adopted, the United States would lose feed grain ex-
ports to the Common Market and would not make up the difference in wheat
exports. Total grain exports to the community are about $500-million a year,
mainly feed grains.

The proposal by the Common Market commission still must be approved by the
ruling Council of Ministers. It would affect the crop year beginning July 1, 1968.

SHITFT OF EMPIASIS

The Common Market commission is reliably reported to be frankly desirous of
changing the “balance” of community agriculture, with more emphasis on feed
grain production and less on wheat. The six member nations taken together are
huge importers of feed grains, yet not exporters of wheat.
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"Mr. Rora. They had developed a formula which we said would be
acceptable to determine access, based upon the so-called self-sufficiency
ratio, that is the ratio of production to consumption. In this base
period we felt that domestic production should be around 85 to 86 per-
cent of total consumption. Their last offer was considerably in excess
of that. In other words, what they wanted was a level for imports
which would give their own producers some possibility of growth.
The EEC was insistent on this, and the British were insistent on it.
That was one part of the problem.

The second part of the problem——

Senator Mirrer. May I ask you before you leave that part of the
problem, what was wrong about that from our standpoint?

Mr. Rorr. From our standpoint, in an agreement that lasted at the
most for 3 years, we felt that at no time during that period would
the access formula actually come into effect and that their formula
allowed their own producers too much room to grow. And it wasn’t
worthwhile paying for this, as we felt that in the feed grain area our
exports to the Community, which is more and more a meat consuming
area, will grow.

Senator Mmrer. But may I ask, the way it came out, haven’t we
given them just as much if not more room to grow? -

Mr. Rora. But we are not paying for it.

I will come back to this, but may I go on to some other aspects of this
problem ?

Senator MTILLER. Yes.

Mr. Rorm. In order to have an access formula that really works, at
a point you get almost into a rigid sharing of markets when the
formula comes into effect. We found domestic resistance to this con-
cept. We also felt that a complicated formula such as the self-sufficiency
formula would be very difficult to explain. It would be very difficult
in particular to explain why we paid something that wouldn’t really
give us what we thought we were getting. It was much simpler to get
a minimum price that would set a higher base than present world
wheat prices, and secondly, to get some help in food aid which would
do two things: one, take part of the burden, which we have carried
alone off our shoulders: and secondly, take a certain amount of wheat
off the commercial market.

There is one other aspect of this. The Community and the British—
but the Community in particular—said that if you want a minimum
price for wheat you should also accept one for feed grain. We couldn’t
accept that, because the way our trade goes in feed grains we have to
have price inflexibility, and because we didn’t feel Congress would
accept this. But we were caught in this position, saying we wanted
a minimum price on wheat but not on feed grains.

So basically what we did in the final weeks was to negotiate an
agreement that relates just to wheat. In feed grains, as I said, we
feel that we have an expanding market. And this access formula was
not that important.

Senator MizLer. On this 1 million tons of food aid, which was one
of the trade offers, do I understand that this 1 million tons of food aid
from the Common Market countries represents a net increase of 1 mil-
lion tons of food aid over and above what they have now been
supplying ?
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Mr. Rors. Of course; since they have not been supplying food aid.

Senator MiLLER. There has been no food aid from France or West
Germany or the other Common Market countries to any developing
country anywhere, Africa, the former French colonies, or any other
country in the world ?

Mr. Rorm. Practically none in the grains area. The most recent
attempt by the United States was not quite a year ago when we tried
to put together an Indian consortium. The Japanese agreed to make
a contribution, but as far as I know to date we have not been success-
ful in Europe. So thisis a new step. .

Senator MiurEr. Now, are there any strings to this 1 million tons as
to what countries will be the recipient of it? For example, is it open
to France to ship its food aid to some developing country of its own
choosing ? How does that work out ?

Mr. Rorm. Part of it still has to be worked out, by the way. The
International Wheat Agreement group is starting a meeting this week
in Rome to work out all the details of this.

Senator MiLrer. I am sorry. I didn’t hear that last sentence.

Mr. Rora. I said that the agreement is not entirely worked out in all
these phases. We still have perhaps another 8 to 4 weeks of negotia-
tions. The negotiators meet later this week in Rome under the auspices
of the International Wheat A greement.

Mr. Toanss. There will be agreement that the aid will have to go to
developing countries. And there will certainly be a procedure where-
by, to the extent that the programs are operated bilaterally, as we op-
erate our programs, reports will have to be made to the Wheat Council
and a subsidiary body of that Council showing the country of destina-
tion and the terms. There will be provisions in the agreement about
terms that are acceptable to make them true aid conditions rather than
commercial conditions.

Senator MiriLer. Do you know whether or not that will include some
kind of an understanding by which countries will be the recipient? To
come back to my question, will France, for example, be free to deter-
mine what country or countries its share of this food aid will go to?

Mr. Toanss. I think that each donor country will have the right—
within a definition of developing countries, so that we don’t get into
the countries that are not developing countries—to determine the coun-
try to which its commodities will go. And for our part, this is a con-
dition we would almost have to insist on to make sure that our com-
modities go to the countries that we could consider eligible under our
statutes.

Senator MiLiEr. And then is it your thinking that because the Com-
mon Market will be putting up 1 million tons of food aid which they
have not heretofore been doing that this will open up 1 million tons
for our access?

Mr. Toanes. Well, certainly to the extent that areas of the world,
such as the EEC, the United Kingdom, Japan, and the other exporting
countries, contribute grain or cash to buy grain to go to developing
countries on concessional terms, this should open up in part, T would
say, commercial markets for the rest of the world. I say in part be-
cause I cannot cleanly tell you that there might not be some production
increases somewhere in the world specifically designed to meet this
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need. But to the extent that it is taken out of the commercial stream
that exists, this will open our commercial market for exporting coun-
tries, including the United States.

Senator M1LLER. I am speaking now of the EEC.

Mr. Toanes. Yes, sir.

Senator MiLrer. And the 1 million tons that they are going to put
up. Is it the thinking that this 1 million tons that they are going to
put up will open up commercial markets of 1 million tons in EEC?

Mr. Toaxes. Not necessarily in the EEC, but in the EEC or third
countries. .

Senator MrLLer. From which the EEC would buy if necessary to
meet its commitment ?

Mr. Toanzes. No, Senator. We would assume that the million tons
of grain would come from the Community’s own production. But they
have exported about 7 million tons of grain in recent years, at least,
about 7 million tons. So they will have the option of reducing their
exports by that amount, or, say, of taking it out of home consumption
and importing food grainsto replace their own wheat.

Mr. Rota. I think that the net answer is “Yes,” one way or another.
It would remove grains from the commercial market, Senator Miller,
and the thinking 1s that we will be able to obtain that or a good chunk
of that, isn’t that so? ‘

Mr. Toaxes. Correct.

Senator MirLer. Was any consideration given to the possibility that
the Soviet Union might take it over?

‘Mr. Rotr. The question of whether the Soviet Union, which is a
member of the IWA, would at a point also become a part of this
agreement, remains an open question.

Chairman Boses. Would the Soviet Union take over the 1 million
tons of commercial market that would be opened up under this
agreement ?

. Mr. Rorm. It could compete for it, obviously, if in any particular
year they were in a good export position. :

Senator Mirier. I have run beyond my 10 minutes, and T apologize
to the chairman. I would like to come back when it is my turn.

Chairman Boeas. Surely.

Mr. Rorr. Could I make just one remark?

As I watched from the sidelines, it semed to me that the most com-
plex part of the negotiations, other than the chemicals, was a two-way
negotiation in grains, first among the exporters, and then between the
exporters and the importers. We found it terribly important as we
got to the very end to bring people other than those in Government to
Geneva—Tony Dechant of the Farmers Union, Herschel Newsom of
the Grange, Alan Tom of the National Wheat Growers Association,
and others. What we tried to do is bring back, first, something that
is simple and, second, is a great advantage to the American producer
and is workable. And T hope we have done this.

Chairman Boges. I will call on Congressman Reuss in just a minute.

In connection with the questions of Senator Miller, what is the total
amount of trade today between this country and the Kennedy Round
countries?

Mr. Rora. The total trade coverage of the Kennedy Round sections
was around $4 billion all told.
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Chairman Boees. I am talking about between this country

Mr. Rors. In the case of the United States—if you take both the
imports and exports, you are covering about $714 billion to $8 billion
each way.

Chairman Boces. What increase do you expect in a period of, let’s
say, b years or 6 years?

Mr. Rorm. In world trade?

Chairman Boges. No; in trade between the United States and the
Kennedy Round countries.

Mr. Rora. I have no forecast for you, Mr. Chairman.

Chairman Boces. Would you make it percentagewise? You have
already forecast a very substantial increase of grains.

Mr. Rorm. I would hesitate at this point to make any judgment,
particularly until our final analysis of what came out of the Kennedy
Round is complete, which will be some time ahead. As you know, also,
the decreases in the tariffs will be phased over 4 years, so it is going
to be a gradual process. I couldn’t pick a number out of the air that
would have any validity at this point.

Chairman Bocas. Just one other question. Unless Congress acts to
extend some kind of authority, what basis do you have for any type
of adjustment assistance today ¢

Mr. Rori. We fall back on'the provisions in the 1962 Trade Expan-
sion Act, which Iabor feels and we feel contain criteria which are too
strict.

Chairman Boces. Yes; but my question is

Mr. Rora. The negotiating authority expires.

Chairman Boees. But only the negotiating authority ¢

Mr. Rorm. The rest of the act continues.

Chairman Bocas. ‘Continues as is?

Mr. Rorr. Yes. My job continues.

Chairman Boges. What you are asking is that in any extension that
we have certain modifications of the adjustment provision?

Mr. Rorm. That is right, sir. '

Chairman Boces. That is all for now.

Mr. Reuss?

Representative Reuss. Thank you, Mr. Chairman.

T wanted to add my congratulations to Ambassador Roth and his
associates for the remarkable job they have done.

We have already had some discussion of chemicals and agriculture.
Those aside, Mr. Ambassador, what do you foresee as the great export
opportunities for the United States that will result from tariff lower-
ing under the Kennedy Round?

Mr. Rorm. Thank you very much, Congressman Reuss.

I think the export opportunities are really very much across the
board. And they vary from country to country. For instance, as I said,
in the case of Canada, where production machinery and associated
electrical machinery now covers $5 to $6 million in terms of our ex-
ports, they have made very substantial reductions, from 2215 percent
to 15 percent. The Canadian agreement in particular is a rather unique
one, because both sides made maximum efforts in very large areas.
Take lumber, where from Canada unfinished raw lumber comes into
this country, and from the United States finished lumber goes back
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to Canada. In this whole area we go to free trade. So I think in both
agriculture and industry—machinery parts is another area—wve will
have an expansion of trade with Canada that could be fairly major.

The big disappointment—to talk about the negative as well as the
positive—the biggest disappointment in terms of what we got from
the European Community was their failure to make substantial cuts
in the area of advancing technology, such as business machines. In
steel, aluminum, and textiles, none of the countries made very sub-
stantial cuts. But in most other areas of industry, I think we have
the opportunity for substantial increases in exports.

Representative Reuss. Without anticipating the detailed studies
which you are now in the course of making, pick off some other bright
spots. You have said electrical production machinery for Canada is
down from 2215 to 15. Obviously that is all good. What are some of
the other bright spots that can bring smiles to some of our American
exporters ?

Mr. Rora. May I perhaps go to another question and look up some
of these major areas?

Chemicals, for instance, would be one, particularly if Congress
passed the American Selling Price.

Representative Rruss. Perhaps you and your associates could file
at this point in the record a fuller detailed listing. I think that might
be very good.

Mr. Rora. I would be glad to.

(The list requested was subsequently filed for the record and ap-
pears beginning p. 50.)

Representative Reuss. I have one question addressed to Mr. Toanes.

In Mr. Schnittker’s statement he said, as a general principle of
world agricultural trade, that those who can produce abundantly, in-
expensively and well should produce and should be leaders in trade.
How does that excellent precept apply to world production of sugar
and particularly tropical sugar? Is that the way we are doing things
in this commodity ?

Mr. Toanes. It doesn’t fit in exactly. The most efficient producers of
sugar in the world are centered primarily in Latin America. And the
United States has for some time under legislation provided, as you
know, for a division of the market between home producers and im-
porters, and has shown preference in this area. Qur costs of produc-
tion are higher than in most parts of the world. So to that extent
there may be some clash between the principle and the acts we do.

Now, for this to really work we must take the major developed
countries of the world and sell this principle. In other words, it will
be impossible to sell the concept of reduced production, greater im-
ports of a commodity like sugar, to the United States unless the other
major consuming and relatively less efficient producers are also pre-
pared to reduce their protection.

Representative Reuss. German and French beet sugar, for example,
is uneconomic.

Mr. Toaxes. There is no question about this. Their costs are higher
than ours. And the Community is not only moving to a position of self-
sufficiency in sugar beets, they are probably moving to an export posi-
tion. So if this principle became one that an area like the EEC would
observe, we would have to anticipate their moving in ancther direc-
tion, moving away from self-sufficiency.
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Representative Reuss. Would you agree on the basis of this that
world sugar, with particular reference to the foreign exchange needs
of our Latin American friends, should be high on the agenda of im-
mediate international discussions?

Mr. Toanes. I am a brave man. And I would say it certainly is an
item that should be discussed. I would think again, Mr. Congressman,
that the extent to which this would be a real possibility would depend
on our ability and the rest of the world’s ability to adjust programs
in a number of countries, not just the United States.

Representative Rruss. So far there has not been the international
discussion of sugar that there has been in wheat, has there?

Mr. Toanes. No. There was at one point a suggestion that there be
discussion of sugar as there was on grain. This got dropped at the
last minute, and we never really had a serious discussion.

Representative Reuss. Thank you very much.

Chairman Boaes. Congressman Widnall?

Representative WioNarL. Thank you, Mr. Chairman.

Ambassador Roth, New Jersey ranks first in the Nation in the num-
ber of chemical plants and the workers that are currently protected
under the American selling price system. On June 30, I believe 1t was,
all 15 members of the Republican and Democratic delegations from
New Jersey wrote rather strong letters to President Johnson and to
you calling for release of the Report on the Economic Future of the
‘American Benzoate Chemical Industry. To date, to the best of my
knowledge, such requests have been refused by you for the 1966 full
study by the Tariff Commission on dropping the American selling
price. Why isn’t it being released to Congress?

Mr. Rora. Mr. Chairman, the Congressman’s question was brought
up in the questions by industry on Friday in the chamber of com-
merce. We pointed out that the Tariff Commission’s report contains
very confidential material from a great many firms, information that
would affect their competitive position. We said, however, that we
realized that some of this data would be valuable in assessing our pro-
posed American selling price. And we are considering and have un-
derway a letter to the chemical companies concerned asking if they
would approve the release of their confidential information. If it is
possible to get such approvals, then I think it is possible that we could
make some of this information available.

Representative Wipnart. Mr. Ambassador, it doesn’t seem to me
that we can act intelligently in connection with this matter unless
we do have available to us the same type of information that you
have available to you. I understand your reasons for saying that you
want to protect certain people who give information to you. But I
believe that those who are going to be vitally affected by this, the
people in the chemical industry, are entitled to know the basis that is
used for the approach that you and the other negotiators have made
to other chemical industries. It seems to me quite apparent that there
is a great upset within that industry, and not a general acceptance of
your decisions over there. This greatly concerns the future of their in-
dustry, and they seem terribly disturbed ahout it.

Mr. Roru. Mr. Congressman, I agree very much with what you said.
T would like to say only that it is not a question of our policy about
releasing this information until we get releases from the companies

§2-181—67—vol, I—4
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concerned, it is a matter of law. We are, however, hopeful that we can
get such releases.

I would like to say that the Tariff Commission report is only one
element that went into our analysis of the problem. We went back to
many chemical companies and got as much new information, much
of it, confidential, as we could, in order to make as objective appraisal
as possible. So we are, sir, working on this.

Representative WipxarL. In New Jersey they are particularly con-
cerned because of the amount of unemployment within the chemical
industry. And I think these figures are significant. Fifty-two percent
of the dye workers are Negroes and Puerto Ricans. So the layoff of
these workers would have a significant effect, because these are the
workers who have the maximum difficulty in transferring to other
jobs. The retraining and reemployment of the majority of these people
will be difficult, because they earn about $7,500 a year in the industry
at the present time. So it will be very disturbing if it isn’t worked out
to the satisfaction of the other chemical industry.

Are there other systems such as the ASP which you feel are major
barriers to trade which should be abandoned in the near future?

Mr. Rorm. On our part, Mr. Congressman, or on the part of other
countries?

Representative WinxarL. On our part and on the part of other
countries.

Mr. Rors. The area of nontariff barriers is so complex—often you
get into relatively small problems, but they have a large effect, whether
1t is labeling, or whether it is a policy of Government procurement.

Let me say that in the nontariff barrier area we are all sinners.
In terms of the American Selling Price, which in a way is a variable
levy. I pointed out to the European Economic Community that I con-
sidered the variable levy that they have around their agricultural
products as not unsimilar. But more and more as we work with busi-
ness, have worked with business, and will be working with busi-
ness, we have to get into specific instances where nontariff barriers
impede trade and gradually try to work these out. Many of them—
we mentioned a few—have to do with special products. There are a few
very substantial ones. One of these is dumping, and here we have
achieved an agreement in the Kennedy Round. Looking to the future,
a most difficult one is the question of border taxes.

Representative Winxarr. Would border tax nullify any efforts made
through the Kennedy Round?

Mr. Rorm. No, sir.

Let me state a little about this border tax issue. Under interna-
tional law as expressed in the GATT it is legal to offset the domestic
sales tax or an added value tax at the border by a tax on the import
that equalizes the tax payment made by the domestic producer and
the importer. And there is not supposed to be, although it may creep
in, any protective incidence in this tax. It is based on the economic
theory that an added value tax is passed on in the price, whereas a
corporate tax is not.

Now, the economic theory, I gather, not being an economist, has
changed in the 20 years since GATT was founded. And there is more
question now whether the corporate tax is passed on more than, or less
than, the added value tax. So this is something that we have to, and
are beginning to, talk about, both in GATT and in the OECD.
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But I think anyone would be very hard put to be able to prove that
the substantial tariff cuts negotiated in the Kennedy Round will be
nullified by border taxes that are presently in being.

Representative Wmnarr. The reason T raise the question, I have
in front of me a statement recently made that in the Kennedy Round,
West German Government tariffs will be cut by an average of 20
percent. That is about 214 percentage points. However, West Germany
will increase its border tax on imports by 5 percent, 5 percentage
points, double the Kennedy Round cut. ‘Where do we come out there?

Mr. Rorr. You have to remember that the increase in border taxes
is to offset an increase in domestic added value tax. In other words,
it, is not supposed to be a penalty against imports. We, however, made
o unilateral statement that is a part of the Kennedy Round record
saying that, if our tariffs are in effect nullified by any protective in-
cidence in the border tax, we would want to consult and take appro-.
priate action.

May I say, because this is such a difficult area, that we have tried
working with industry to have more studies made on what the effects
of border taxes would be. One group of industrial concerns was goin,
to pay for a study that the National Industrial Conference Boar
had made. But a lot of work has to be done to even know the nature
of this problem. You can’t make a sweeping statement in this area; it
is too complicated.

Representative WiowacL. But if our only recourse to being hurt is
to go to a committee and make a complaint and have a hearing and go
through something like an appeal to the Tariff Commission, where
you end up with a decision on this thing maybe 2 or 8 years later, in
the meantime we can be hurt badly. And I think we should understand
fully what the advantages are that West Germany will gain through
the Imposition of the border tax. ‘

Mr. Rorix. If we can prove that they gain an adyantage in terms of
additional protection for their market, then we will have a case. But
we have to prove it. And as I said, the theory of the border tax is
that it offsets on a 1-to-1 basis the internal tax that the domestic

producer pays.

Representative WmwarL. Mr. Roth, I have one more question. Do
you agree with the president of the American Iron & Steel In-
stitute, Mr. Roach, that the steel industry cannot improve its export
position unless nontarift barriers are removed ?

Mr. Rore. The simple answer is “No.” The more complicated one
is that it would be necessary in steel, as in many other of the important
industrial sectors, to continue to work to remove nontariff barriers.
There are many areas, including that of Government procurement,
where it is very difficult to get into other markets. And it is also diffi-
cult under our law sometimes to get into our markets. But certainly
steel is not an area were nontariff barriers are critical. I don’t think
that the U.S. steel industry cannot expand their exports without fur-
ther movement in this field. : )

Representative WIDNALL. Thank you, Mr. Ambassador, my time
is up.

Mr. Ror. Mr. Chairman, could T just say something about what
we did on steel in the Kennedy Round, because I think it is rather
important.

Chairman Boces. Surely. Go right ahead.
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Mr. Rora. We originally in steel had almost a total 50 percent offer
across the board, with very few exceptions. But two things happened.
One, economic changes in the industry came about in the last several
years. But more importantly, we felt that other countries were unwill-
ing to make full 50-percent cuts. And, therefore, we withdrew most
of our steel offer, about 80 percent of it, and came out with an overall
reduction of 7 percent, whereas the British made a cut of 20 percent,
and the Community something like that.

But the most important thing we got, which I was most anxious to
achieve, was the binding of the principal countries’ steel tariffs. Before
the Kennedy Round the United States was the only major country
with bound tariffs on steel, that is, we couldn’t change them under
the GATT without paying compensation. The Community, the British,
the Japanese, all had unbound tariffs, and they are now bound. In addi-
tion, all the major countries in steel have tariffs bunched together
rather closely.

Chairman Boges. Mr. Ambassador, I have just one or two questions
before we go back to Senator Miller again.

Senator Javits, who has gone, had a question he wanted me to ask.

What specific legislative measures do you leave in this Congress? I
happen to be on the Legislative Committee as well.

Mr. Rora. We hope, sir, to appear before you shortly with what will
probably be a single bill with separate titles. As I said today, the first
will be the extension of the Trade Expansion Act—probably by a sim-
ple change in the date for an interim period, say, for 8 years.

Chairman Boges. And this would continue the present negotiating
authority ?

Mr. Rora. Yes. Since most of that authority was spent in the Ken-
nedy Round, it would mean having just a residual amount. We would
then establish legislative history that we don’t intend any major nego-
tiations in the next year or two. In other words, this residual authority
would only be used for housekeeping purposes.

Chairman Boces. What in addition to that?

Mr. Rora, Secondly, the adjustment assistance change, which would
make the criteria in determining whether injury has been suffered by
workers and firms more liberal.

Third, of course, a subject I talked about at some length, the elimi-
nation of American selling price.

Chairman Boees. What about the antidumping code ?

Mr. Rora. The antidumping codes, as T mentioned, was done within
present law, requiring some changes, not very great, in our adminis-
trative practices. But we are not required to come back and ask for a
change in the dumping law.

Chairman Boegs. So that insofar as the Kennedy Round itself is
concerned, the only legislation that you specifically need is the legis-
Jation dealing with ASP?

Mr. Rotm. That is right, sir.

Chairman Boges. But insofar as certain housekeeping aspects are
concerned, you want an extension of the present negotiating authority
without any addition to that? And you want certain amendments to the
adjustment assistance provisions of the existing law?

Mr. Rorm. Mr. Chairman, we are also considering other minor mat-
ters. In particular, although we are not prepared to make a recom-
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mendation at this time, the separate funding of the United States con-
tribution to GATT as a part of the bill. Although we do not have to
come back to the Congress as a whole on the wheat agreement, it will
be in the form of a treaty, and therefore we will come to the Senate
Foreign Relations Committee. . .

Chairman Boces. What complaints have you had from business and
industry other than certain segments of the chemical industry

Mr. Ror. We have really had surprisingly few. And I hope we
are not being lulled into a euphoric restfulness. Originally there were
some statements by the steel industry. But I think that when they look
at this agreement in detail they will see that, at least in terms of the
Kennedy Round, their concern 1s not justified. There was some concern,
and there is some concern, I think, on the part of the textile industry,
particularly the manmade part. In this section we had full cuts, with
very few exceptions, on the table 2 years ago. But the industry’s
position changed from being a net exporter to a net importer. And we
withdraw in the final 30 days of the negotiation two-thirds of our
offers on manmade textiles.

Beyond that, although our own reductions have now been published,
many companies, perhaps, have not studied them in depth. But we
haven’t heard very much concern. There was some expressed by the shoe
industry. But here again in the most competitive areas we didn’t make
full offers.

Chairman Boces. T have one question that Senator Javits wanted
me to ask.

Would you comment on proposals that have been made as a result
of the free trade zones among the nations of the Atlantic Community
of the North Atlantic area? :

Mr. Rors. Mr. Chairman, 2 years ago, as you remember, France in
effect withdrew from the Community for almost a year over the contro-
versy on the common agricultural policy, and the negotiations bogged
down really seriously. We at that time within the Government looked
at all possible alternatives to a multilateral trade negotiation that
would bring all barriers down. But we found that anything that we
could come up with, including a free trade area excluding from the
Community, was very much a second best. Because of the tremendous
flow of trade between EFTA and the EEC, if there were not reductions
in tariffs between those two trade blocs overall world trade would be
disadvantaged.

So T would say this is one reason perhaps why we do need a period
of study here, not only to look at domestic trade problems, but to allow
what is happening in Europe to take its course—will the United King-
dom become a member of the Community, for instance? .

Until some of these things are clearer it will be very difficult to know
which way to go, and what would be the value of a particular fres
trade area, et cetera. But I think basically we feel strongly that in
terms of total world trade, the nearest way we can do this on an over-
all multilateral basis the better.

Chairman Boaeas. I have one final question. Do you personally feel
that ;ve have made substantial progress as a result of these negotia-
tions?

Mr. Rora. Yes, I do.

Chairman Boces. Would you be so sanguine as to say you are rather
enthusiastic about it, or would you be less than that?
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Mr. Rora. May I say first that T was surprised that in the end we
were able to put together so substantial a package. Even 2 weeks before
the end I had my doubts. As it turned out, I was absolutely delighted.
I think we have something which is of great value both to this country
and to the world.

Chairman Boegs. Thank you very much, Mr. Ambassador.

I think Senator Miller has some questions.

Mr. Rora. Mr. Chairman, could I in answer to Congressman Reuss
put a few areas of export growth in the record ?

Chairman Boges. I think it would be perfectly satisfactory to the
members of the committee if you would elaborate on any phase of
your testimony that you would care to.

Mr. Rora. I just wanted to mention some of the major areas where
we would get export——

Chairman Boags. I think that would be very helpful.

Mr. Rorm. I will do it in detail later. But just now let me mention
production machinery, paper and paper products, automobile and au-
tomobile parts, finished wood products, photo equipment, leather, kraft
liner board, scientitic equipment, aircraft, chemicals, of course, as I
have mentioned, and, in agriculture, soybeans, citrus, tobacco, variety
meats, various fruits and vegetables, and tallow—and as a matter of
fact, bourbon whiskey, which is considered in Europe an agricultural
product, to an American a necessity.

I think these are some of the general categories. But may I put in
for the record a rather specific analysis?

~Chairman Boges. Very well. v

( Th)e following material was submitted subsequently by Ambassador

Roth:
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AREAS OF SIGNIFICANT EXPORT POTENTIAL
SELECTED AUSTRIAN CONCESSIONS OF INTEREST TO THE UNITED STATES

Most-favored-nation rates of duty t Imports
from
United
i States,
Tariff No. Brief description 1964
Pre-Kennedy Round Final (thou-
sands of
us.
; dollars)
€x20.06 Canned pineapple__ ... _..____.______ 300 (51 percent).._____ 25 percent.
€x20.06 Canned peaches____ 400 (51 percent)_______ 32 percent_ $1,166
€x20.06 Canned mixed fruit lz(ggrcent pltl;s 400 12 percent plus 300
percent).
ex24.01 Unmanufactured tobacco_ . _.._._.__.__ 1,500 (80 percent)_.__. 750 3,477
ex28.28 Molybdic anhydride -1 Free (unbound).______ 468
ex28.47 Other molybdate____________________ 18 percent...______.__ 167
40.14 Other articles of unhardened vulcan- 28 percent___.._______ 198
ized rubber.
73.13 Eiectric sheets and plates of alloy and | 10 percent 7 percent__..__.._____ 544
high carbon steel.
84.10F Pumps, other____.____.__ 23 percent 17 percent... 294
84.12 Air conditioning machine 16 percent 8 percent 307
84.22B Mechanical loaders --1 13 percent _| 7 percent 2,214
ex84.23 Excavating machines, weighing over 10 percent__ 5 percent 1,224
5,000 kg., other.
84.33 Paper-cutting machinery, etc.; other 18 percent..........__ 9 percent__.__________ 181
machinery for making up paper.
84.45 Metalworking machine tocls__________ 25 percent____._______ 20 percent_____.______ 297
ex85.14 Microphones and loudspeakers_.______ 20 percent___ _| 10 percent__ 193
ex87.01 Other tractors weighing over 5,000 kg__! 10 percant _--| 5 percent___ 1,489
ex90.19 Hearing aids i 13 percent..__________ 7 percent.______._____ 303
i

! Rates are expressed in percent ad valorem or in Austrian scillings per 100 kilograms unless otherwise indicated
(26 Austrian schillings equal U.S. $1). Ad valorem eguivalents (1952) of specific or compound duties shown in parentheses.
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Most-favored-nation rates of duty Inf1purts
rom
United
. States,
Tariff No. Brief description 1964
Pre-Kennedy Round 1 Final (thou-
sands of
us.
dollars)
7d Fresh port meats, not otherwise pro- 114 cents per pound V5 cent per pound....- $11,713
vided for in the tariff. (4.2 percent).
93 Apples, fresho___... [, 14 cent per pound Free. . ceeeeoccaceac- 3,308
. (3.9 percent).
99¢c Raisins, packages of 2 Ibs. each or 3 cents per pound 114 cent per pound._... 2,815
ess. (1314 percent).
130 Shrimp._. 5 percent.. Free 4,488
152(b) Orange juice -| 7Y% percen 14,352
192 (part) Tarred paper and prepared roo .| 20 percent 14,283
197 Paper of all kinds, not otherwise pro- | 2213 perce ,302
vided for in the tariff.
198 Ruled and border and coated papers..._.|-....do.___.._o._of-o-oo 3 [s 6,953
199 Papeteries, envelopes, and all manu- 175 percent__.....-.- 9,937
tacturers of paper, not otherwise
provided for in the tariff. .
352 Brass and copper nails, etc., and manu- | 20 percent...._____{----- 4 S 20,994
factures of copper, not otherwise
provided for in the tariff.
353(b) Aluminum bars, rods, plates, etc...... 3 cents pte)r pound (5 2 cents per pound..._ 8,680
354 Manufactures of aluminum, not other- 16, 767
‘wise provided for in the tariff.
362¢ Nickel-plated ware, gilt or electro- 12,600
plated ware.
382(2) Sheet or strip of iron or steel, cold- 12,007
tm”'?t(" not otherwise provided forin
. ariff.
400 Fittings and couplings of iron or steel, | 20 percent__._.___._.. 1756 percent._........ 6,405
not otherwise provided for in tariff.
415b Washing machines..__.._._.._______ 20 percent ... ... 10,050
427(1) All machinery of iron or steel, not 15 percent... oo 96,910
otherwise provided forin tariff, of
class or kind madein Canada.
427b(3) Ball and roller bearings, not otherwise 6,933
provided for in the tariff.
427k(1) Metalworking machinery._ o -ccccoaean 12,610
428c Engines and boilers and parts......... 12,647
428e Diesel a nd semidiesel engines over , 421
500 horsepower and parts, not
otherwise provided for in the tariff.
4382 Autos, trucks, and parts (not under | 1714 percent_____....}----- (4[| . 26,176
free-trade arrangement).
438f Repl t parts for biles | 25 percentoooooooooo|-aa-- 4 . 46, 506
(imports from United States, 1966).
439b Cars, trailers, and mobile homes, 1714 percent.__.__.... 9,096
- wheelbarrows, roadscrapers.
445f Electric dynamos, generators, trans- 15 percento.. ... 8,267
formers, and parts.
445g Electric motors and parts, not other-  |___..do... o o oo fo-o-d 1 S, 13,038
wise provided for in the tariff.
445k Electric apparatus and parts, not 175 percent.......... 81,326
otherwise provided for in the tariff.
446a Manufactures of iron or steel, not |- .odO o ooaioioo|oanan 4 D, 95, 557
otherwise provided for in the tariff.
446g(1) Electric welding apparatus.......---- Palr(t], 15 pergent; part, 7,023
percent.
519(1) Furniture of wood. - oo oo cccaamceaaos 20 percent 6, 505
519(2) Furniture, metal 1724 percent__ 7,236
522(1) Woven cotton fabrics, not bleached, | 20 percent ... j.---- (4 [/ 11,658
mercerized or colored.
522(3) Colored woven cotton fabrics__.____.. 20 percent.....ooocooo 24,032
523a Clothing, wearing apparel, of woven 2215 percento_.......- , 283
cotton fabrics.
561b Yarns and rovings of manmade fibers: | 2214 percent (mini- 10 percent plus 10 9,314
threads, etc. muma)ZZ cents per cents per pound.
pound).
562a(l) Woven fabrics of manmade fibers, 30 percent plus 20 25 percent plus 15 26,394

over 12 inches wide.

cents per pound.

cents per pound.
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THE FUTURE OF TU.S. FOREIGN -TRADE POLICY

SELECTED CANADIAN CONCESSIONS OF INTEREST TO THE UNITED STATES—Continued

Most-favored-nation rates of duty Imports
from
United
. States,
Tariff No. Brief description 1964
Pre-Kennedy Round ! Final [(thou-
sands of
doitars)
563 Clothing, wearing apparel, of man- 27V% percent...._...__ 11,007
made fibers.
568(1) Knitted garments, fabrics, and goods, | 35 percent.___ 7,763
tnotf(thhenvnse provided for in the
art
588 Coal, coal screenings, and coal dust, 50 cents per ton Free . ... 38,424
not otherwise provided forin the (10 percent).
tariff (bituminous).
616(1) Rubber, crude, unmanufactured, not 5 percent___.. 14,078
{:th%nme provnded forin the
ari
618 Manufactures of rubber, not otherwise | 20 percent._____._____ 17%% percent.._.____. 20, 249
provided for in the tariff.
618b(2) Tires and tubes of rubber____________ 22%4 percent 6, 847
711 All goods not elsewhere enumerated...| 20 percent.___________ 18 147
!Ad valorem equivalents (1964) of specific or compound duties shown.in parentheses;
SELECTED DANISH CONCESSIONS OF INTEREST TO THE UNITED STATES
Most-favored-nation rates of duty 1 Imports
from
United
States,
Tariff No. Brief description 1964
Pre-Kennedy Round Final (thou-
sands of
dollars)
08.02 Citrus fruits________________________ 566
08.12B Dried fruits except apple 1,404
10.06B Rice, husked_.___________ 483
ex20.068 Canned pineapple and peaches. 1.598
€x20.06B Canned fruit cocktail _._______ ~_do ’
27.10A Clear lubricating oils and greases__..__ 0.05 krone per 0.025 krone per 2,477
kilogram.3 kilogram.
438.01 Paper and paperboard, machine-made_i 5 percent...._._..____ 2.5 percent___. 816
51.04 Woven fabrics of continuous man- 20 percent...._.____. 16 percent 1,226
made fibers.
84.01 Steam boilers and parts______._______ 8percent ... ___ 4 percent._..____.____ 437
84.02 Auxiliary equipment for steam boilers__i_____ doo oo do.. 413
84.06 Internal combustion piston engines, 5percent ... __ 2.5 percent_ ... 5,197
except outboard motors or bxcycle
motors.
ex84.15 Refrigerating equipment with capacity | 12 percent......_.____ 6 percent_____.____.__ 300
over 250 liters and parts.
81.23 Excavating, leveling, extracting, etc., 10 percent.ooo.oo... 6 percent___..._. ... 4,049
machinery.
84.35 Printing machinery and parts_________ 5percent ... 2.5 percent___________ 522
84.45 Metalworking machine tools__ 10 percent_ -| 6 percent____ 800
ex87.02 New passengercars. .. ___..._...__._ 12 percent. _| 7.5 percent._ 2,109
7.07 Work trucks of the types used in 4 percent._____.__ 2 percent.__..___._.__ 1,303
factories, etc.
90.10B Other apDara!us for photo labs__..___. 8percent ... ... 4 percent__...._..____ 610
90.28 Electrical measuring, testing, etc., 10 percent._.._..__._. 7.5 percent__.._._____ 1,452
instruments.
98.03 12 percent.__._____.__ 6 percent._..____.___ 402

Pens and pencils and parts.._._______;

! Rates are expressed in percent ad valorem or in Danish crowns per kilogram unless otherwise indicated (6.9 Danish

crowns equal U.S.

2 Ad valorem equxva!ent of this specific rate of duty is 8.5 parcent.
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SELECTED EUROPEAN ECONOMIC COMMUNITY CONCESSIONS OF INTEREST TO THE UNITED STATES

Most-favored-nation rates of duty t Ir?ports
rom
United
States,
Tariff No. Brief description 1964
Pre-Kennedy Round Final (thous-
sands of
us.
dollars)
02.01BIIb Edible offals of beef and pork:
LiVerS . o oo oo eemmeeee 20 percento.o oo 14 percent 31,417
. Others_.____ I (R— oo 12 percent.. '
07.05A Dried peas and beans. _| 9 percento. .- 4.5 percent.- - 8,888
ex07.058 Lentils.___________ _| 5 percent...oo ..o 2 percent. 3,012
08.02 Grapefruit, fresh._ 12 percent._._________ 6 percent. 3,246
12.03B Various field seeds__. 8 percent..._.._....- 6 percent. 3,545
15.02A Industrial use unrendered fats of bo- | 2 percent........._.- [ LT —— 28,354
vine cattie, sheep or goats, tallow.
15.02B Other than industrial use_____________ 10 percent.._.._______ 7 percent_.oo__.o___ 8,001
16.02BI Pr?pareddgr preserved meat of poultry | 21 percent ... 17 percent..o._.__ 3,457
canned).
20.06BIIb Canned fruit with sugar added in con-
tainers of less than 1 kg.:
Fruit cocktail ... P 25 percent. .. 22 percent. oo . 1 26,263
Other, "excluding grapefruit sec- |.___. 0o 24 parcent.___ ...~ It '
tions, mandarins, and ginger.
23.03 Beet pulp, bagasse, and other waste of | Free (unbound). ... Free (bound). ... _-._- 16,965
sugar manufacture; brewing and
distilling waste, etc. i
24.01 Unmanufactured tobacco valued at less | 28 percent with mini- | 23 percent with mini- 105, 859
than $280 per 100 kg. mum charge of $29 mum charge of $28
and a maximum of and a maximum of
$38 per 100 kg. $33 per 100 kg.
o st & $5 $2.50 tric
West Germany_ _____.____._____ per metric ton__..._. .50 per metric ton. ..
Other member states_ .. ...______ Free (unbound).______ Free (bound)_________ } 285,161
27.10 Petroleum and shale oils, other than
crude; preparations not elsewhere
specified or included containing not
less than 70 percent by weight of
petroleum or shale oils, these oils
being the basic constituent of the
preparations: =~
111, Lubricating oils and others_.__| 12 percent.__________ 6 percent.______.____ 35,293
29.04C11 Dihydric alcohols. ... | 19 percent__ 16.4 percent_ ... 13,854
29.27 Nitrile-function compounds. - 17 percent__ 15.2 percent______._... 14,277
ex38.19Q Chemical products, n.e.s_... 18 percent._ 14.4 percent_ 14,354
39.01CH1 Polyesters including alkyds. ... 20 percent. . 16 percent_ .. - 11,421
39.01CVIlI Unspecified condensation products. 18 percent.. _| 14.4 percent. - 11,669
41.03BII Sheep and lamb skins, leather______.. 10 percent.. _| 5 percent___ 10,653
47.01B Unbleached and bleached chemical 6 percent. ... 3 percent oo 43,260
woodpulp, sulfate and sulfite.
48.01 Kraft paper and paperboard, not for 16 percento..ooooo..- 12 percent oo oooao- 33,131
manufacture of yarn, and certain
paper, n.e.s.
51.01A Yarn of synthetic textile fibers.._._._.- 12 percent.ooooooee- 9 percent_ ... 17,008
84.08A1b Turbojet engines, thrust more than 10 percent. o ccoooa- 5percentoo. o ooooooo 13,095
2,500 kilograms.
84.08D! Parts for reaction and turboprep JEON [« TP (P Ao oo 29, 567
engines.
ex.84.10B Certain other pumps for liquids_._.___ 18,414
ex.84.11Al1 Pumps and compressors, other n.e.s.._ 17,355
84.15 Refrigerators and refreigerating 14,118
equipment.
84.17F11 Heat treating machinery and equip- 11 percent.__...o.._. 5.5 percent. . cccooooon 10,203
ment other than nonelectric hot
water heaters. .
ex84.22B Certain automotive loading, lifting |- (1 [+ I Y« [ J . - 20, 508
and handling machinery. X
84.22C Other lifting and handling machinery__|..__. 410 N P, do_.._-- - 16,313
84.25 Harvesting and threshing machinery 9 percentcoooeooos 4.5 percent__ - 12,458
and similar agricultural equipment.
84.55B Parts for statistical and punchcard 8 percent..__._._____ 4 percent._.___ - 14,726
machines.
84.55C Parts for office machines other than 11 percento.ooooo_. 6 percent____ - 20,393
electronic calculators.
34.59E Other machinery, n.e.s......__-_._.. 12 percent___.._____ 6 percent._ . 31,273
85.19A Circuit control apparatus and other 13 percentcoooooooo- 6.5 percent - 35,687
electrical circuit apparatus.
85.21Al11 Electrotni[;: tubes, other than cathode 15 percent_...o.o.... 7.5 percent_ - 16, 027
ray tubes.
ex87.02Al Certain motor vehicles, including autos.| 22 percent_____.______ 11 percent. 15,039
€x88.02BlI AiLQII'aft, uniaden weight of over 15,000 | 10 percent ... 5 percent._ 94,761
ilograms.
88.03 Parts for aircraft.____ [ I 11 TN B, do_... 97,100
97.04B Games other than playing cards...._.. 17 percentoooocoooooo- 8.5 percent - 13,265

1 Plus $5 per hectoliter per degree of alcohol if in containers of less than 2 . Ad valorem equivalent of final duty based
on 1964 would have been approximately 26 percent.
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SELECTED JAPANESE CONCESSIONS OF INTEREST TO THE UNITED STATES

Most-favored-nation rates of duty Imports
from
United
States,
Tariff No. Brief dascription 1984
Pre-Kennedy Round Final (thou-
sands cf
_dollars)
ex08.054 Sweetalmonds....._..._____________ 10 percent._..___.__ 2,746
12.01-1 Soyva beans_ ..o ... 2.4 yens per kilogram 154,045
(6 percent AVE).
12.01-7 Safflowerseed._____________________ 2.5 percent_.__ 21,589
15.01-1(2)A Re;dered pig fat, acid value exceeding ree. ... , 241
15.02-1 Beeftallow_ . ______________ 2.5 percent. ... ... 28,382
ex27.10-1(5)B | Lubricating oils, specific gravity more 15 percent-_.._..._._. 24,762
than 0.8394 at 15° C.
ex29.04 Butyl alcohol, ethylene glycol, propy- 5,014
lene glycol.
€x29.44-2 Certain antihiotics 3,230
76.01 Aluminum and its alloys, unwrought____ 2,348
34.22 Cranes, conveyors, lifts, hoists, etc____ 3,029
84.40 Machinery for cleaning, drying, and 4,371
finishing textiles and printing repeti-
tive designs on textiles, paper, lin-
oleum, etc.
84.44 Rolling mills, rollers, and parts_.._.___|_____.do_______________{_____ do_ . 8,478
ex84.45-1(6) Gear-cutting machines, n.ess., and Part, 10 percent; part, 4,458
gear-finishing machines. 7.5 percent.
ex84.45-2 Bending machines, presses, shearing 7.5 percentooooeoo. 39, 562
hines, forging hines, and
other machines for working metal,
n.es.
84.49 Handtools, pneumatic or with self- {_____do____.__________{_____ doo .. 2,965
contained nonelectric motor.
Ex84.52 Calculating machines, accounting ma- |_____do____.__.______|_____ (o[« S 4,443
chines, cash registers, etc. incorpo-
rating a calculating device (except
digital computers and auxiliary ma-
chinery; electric calculating” ma-
chines with 3 rules or more; elec-
tronic bookkeeping and accounting
machines with 3 rules or more; and
cash registers with 5 or more totaling
devices).
81.63 Transmission shafts, cranks, bearing |..__.do__.____________|...__ doo_ .. 6,503
housings, gears and gearing, and
parts.
Ex85.11 Electric furnaces, ovens, and induction |_____.do_..__..________|_____ do_ .. 4,852
and die-electric heating equipment
and parts; electric welding ma-
chines, except those operated by
numerical control systems.
85.19 Electrical apparatus for making, break- |____.do__.____________|.____ (s [+ H, 10, 485
ing, or protecting electrical circuits
and parts thereof.
90.24 Instruments and apparatus for measur- |_____do_.____.o____.__|._... A0 3,970
ing, checking, automatically con-
trolling flow, depth, pressure, tem-
perature, etc. of liquids or gases.
90.29 Parts of instruments or apparatus for |__.__.do______.________|...__ (« [/ 11,695
measuring or checking falling within
BTN headings No. 90.23, 90.24,
90.26, 90.27 or 90.28.
Ex92.12-3(2) Recording tapes, wires, sheets, etc. 10 percent.._... 2,296
n.e.s.
97.04-3 Equipment for indoor games, parts, 15 percent... 5,204
and accessories, n.e.s.
Ex97.06-3 Golf requisites, parts, and accessories, 10 percent. ... 2,935

n.e.s.
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SELECTED  NORWEGIAN- CONCESSIONS OF INTEREST. TO THE UNITED STATES

Most-favored-nation rates of duty ! Imports
from
United
’ States,
Tariff No. Brief description 1964
Pre-Kennedy Round Final (thou-
sands of
us.

doltars)
08.12A Dried prunes_ - 0.12 (4.0 percent), 899
ex15.02A Inedible tallow_ 0.08 (7.2 percent). ... 298
€x20.05C2b Cafnngtd pineapple, 0.05 (28 percent)...... 1,700

ruit.

24.01 TODACCO, TAW - o o eemvmmmcmacm e Free (unbound). ... 5,680
29.35B Heterocyclic compounds. 30 percent.._ .. 149
37.028 Photo film__. 4,00 (5 percent). 405
3814 Antiknock pr 20 percent.._.__ 433
68.06A Abrasive Paper.oce-cco-cun- 0,16 (3 percent). 161
73.40C Articles of iron and steel, n.e.s. 10 percent.____. 297
84.05C Outboard MOtOrS. - oococemocaamamaee|osaas do. ... 386
84.10A Pumps for liquids_ - 15 percent...__. - 174
ex84.198 Dishwashing machines.. _ 20 percent ...ooooooo 338
84.23B Rotary rock drills 10 percent...oooooo... 385
84.51 Electric typewriters. .o oaooeiaaoeo|omoon i [+ T 217
84.53 Statistical machines....oo..cooocoaeoioaoes (11 I, 972
ex87.02A Passenger cars..- . [ 1,236
ex87.0683 Passenger car par 25 percentoo.cccceenn- 679
ex90.14B Navigational instruments_ . ....co---. 20 peccento oo oceena- 234

t Rates are expressed in par
gian crowns 7.14 equal U

cant ad valorem or in Norwegian crowns per Kilogram unless otherwise ind
S. $1). Ad valorem equivalents (1962) of specific or compound duties shown

SELECTED SWEDISH CONCESSIONS OF INTEREST TO THE UNITED STATES

icated (Norwe-
in parentheses.

Most-favored-nation rates of duty ! lnf\ports
rom
United
States,
Tariff No. Brief description 1964
Pre-Kennedy Round Final (thou-
sands of
u.s.
dollars)
ex08.02 LEMONS - - e e cmmmcmmmcmmmmmmmmmme 5 kronor per 100 kg. Free.  omocmcccceeen $655
(4.3 percent).
ex19.08 Biscuits and wafers. ..o _coooo. 10 percent_..________ 5 percent 622
ex20.02 Canned asparaguS. ccccecacamvaamaa-- 75 kgonor pe;)lOO kg. | 65 kronor per 100 kg._- 960
percent).
ex20.06 Canned pineapple, peaches, mixed | 25 kronor per 100 kg. 12.50 kronor per 100 3,772
Tuit. (17 percent). kg,
ex20.07 Canned citrus juices, unsweetened. ... Zo(ggonor per)lOO kg. 7‘5k0 kronor per 100 599
percent). g.
24.01 Unmanufactured tobacco. ... ...-. Free (unbound).____.. Free (bound) .o oo 21,157
27.01 T N - do.. - 13,383
ex40.06 Adhesive-backed materials_.___...._. — 1,380
84.06 Interna! combustion piston engines.... . 8,693
84.10 Pumps for liquids; tiquid elevators_._. - 1,393
84.11 Air and vacuum pumps, COmPressors, - 1,576
fans, efc.
84.15 Refrigerators and refrigerating equip- | ... 0 oo oiiiooloene U0 oo 1,727
ment.
84.19 Bottling, dishwashing, packing ma- {___..d0. . oo ooeomiofieea@Oieaeaieees 3,227
chinery and parts.
84.23 Exca\éatingt, leveling, boring machinery |._...do. o ooooofemeal0iciiieaaan 5,154
and parts.
84.49 Handtools, pneumatic or with non- {00 cooommaceofararal0iimmaccannaeen 1,669
electric motor.
84.52 Calculating, accounting, and similar 3,050
machines.
85.01 Generators, motors, converters, etc., 2,906
nd parts.
85.19 Electrical circuit apparatus._.._....... Part 10 percent; part Part 7 percent; part 5,559
. 15 percent. 10 percent.
85.21 Thetrmxonic cathode valves and tubes, | 10 percent. . .....o--- 5percentoococccenmaan 4,847
etc.
87.01 TractorS. oo oo ememeem e eemaeeem .| 8percent oo ooo_... 3,774
87.02 Passenger cars, new and used_.._.... .| 10 percent. 11,447
90.10 Photographic and motion picture lab- _| 5percent. ... 1,110
oratory equipment.
80.24 Apparatus for measuring, etc. the 7 percent.ocoeoaannan 1,051

variables of liquids and gases.

t Rates are expressed in percent a
Swedish crowns equal U.S. $1). Ad va

d valorem or in Swedish crowns per 100 kilograms unless otherwise indicated (5.18
lorem equivalents (1962) of specific or compound duties shown in parentheses.
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SELECTED SWISS CONCESSIONS OF INTEREST TO THE UNITED STATES

Most-favored-nation rates of duty t imports
from
United
. ) - States,
Tariff No. Brief description 1964
Pre-Kennedy Round Final (thou-
sands of
dollars)
€x08.04 485
€x20.02 2,194
exgg.gg 1,172
ex20.
€x20.06 2,426
ex40.06 Adhesives on nonrubbe 1,090
ex40.11 Tires and tubes, except solid.__ 1,000
ex43,02 Fur skins, tanned or dressed ,no 1,338
sembled.
ex51.04 Woven synthetic fabrics, bleached or Part, 700; part, 750 500 el 1,748
yed. (22.7 percent)
59.01 Wadding and articles of wadding...._. Part 40; p)art 80 (6.9 30 L 394
percent).
ex51.09 Corsets, brassiers, eic., of manmads 1,200 (125 percent)_ .| 600 .o ... 1,472
textiles.
ex84.10 Pulmps for liquids, weighing 25 kg. or | 60 (3.4 parcent)__.___. 830
ess.
: aighi {Part 30 (4.2 percent)___
exgd.1l Air or gas Compressors, vieighing not |EiL £ 8T percert) 944
WUV KE. Part 50 (4.6 percent)
ex84.15 Refrigerators, finished._.....__.______ 90 (19.2 percent). 490
ex84.22 Lifting, handling, etc., machinery, {20 (6.1 percent) 1,021
weighing 10,000 to 25,000 kg,
ex84.23 Excavating, leveling, etc., machinery, 20 (3.7 percent). 8,554
weighing 10,000 to 25,000 kg.
exB4.34 Machinery, etc., for typefounding or 10 (2 percent) 5 717
typesetting. A
84.43 Handtools, pneumatic or with nonelee~ | 70 (2.4 parcent)_..___. 35 e 904
tric motors. X i
ex84.52 Calculating, accounting machines, etc., | 300 (3.8 percent)._____ 230 e e 1,026
weighing over 100 kg.
84.53 Statistii]c'al and accounting punchcard 209 (2.9 percent).._... 100 .. 5,905
machines.
ex84.63 Transmission shafts, cranks, gears, 60 (5.7 percent). ... 1,138
etc., weighing 25 kg. or less. R
85.05 Handtools with self-contained electric | 70 (2.4 percent)._..___ 428
motor.
ex85.19 Electrical circuit apparatus, weighing 150 (4.5 parcent)..... 1,415
0.3 kg. or less,
ex50.07 Photog&aphic cameras with 2 shutter | 150 (4.5 percent).__.__ 668
speeds. |
92.12 Sound recordings and articles for re- | 200 (6.1 parcenty.__.__ 629
cording sound. H :
ex97.05 Skis and ski sticks_...___..._.._._.__ 150 (7.4 percent). ... i Y1 T, 741

i Rates are expressed in Swiss francs per 100 kilograms (4.3 Swiss francs=U.S. $1). Ad valorem equivalents (1952) of
specific or compound dutiss shown in parentheses.
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SELECTED UNITED KINGDOM CONCESSIONS OF INTEREST TO THE UNITED STATES

Most-favored-nation rates of duty 1 Imports
from
United
States,
Tariff No. Brief description : 1964
Pre-Kennedy Round Final (thou-
sands of
us.
dollars)
€x02.01Bla Beef tongues ..o o.ococieeoaeman 4,874
02.01Blb Edible offals of beef and veal, other____
07.05D Dried white beans_._.._._.__...._._. p p 5,642
08.04B RAISINS - - e o oo e 8s. 6d. per hundred- 4s. per hundred-
weight (7.4 percent). weight.
16.04C Canned salmon_.__.._...._oo..... 5 percent__...ooo__-. 2.5 percent. o ooooo..- 11,766
29.15 Polyacids and their anhydrides .--| 33.3 percent__ 23 percent , 077
29.278 Nitrile-function compounds. .. .| 33.3 percent__ 23 percent 5,963
ex48.01 Kraft linerboard_.__..._._. 13.3 percent. . 10 percent 22,094
76.01A2 Alloys of aluminum._ 10 percent. 5 percent. , 519
84.10 Pumps and parts_____. 14 percent 7.5 percent 7,706
84.23A Power-operated excavating 12 percentoo o oooooooo]ooo-- do... - 15, 844
85.19C Circuit breakers, other_________ 16 percent. 8 percent____ - 17,615
87.01A2 Tracklaying tractors, drawbar horse- 15 percent... 7.5 percento o oeoaanao 2,965
power exceeding 50.
90.07A2 Photographic cameras, other____.____. 40 percent_._ ... 20 percent_ oo .- 3,314
90.24 Instruments for measuring, checking, | 16 percent...___._..__ 8 percent ooocoianaan 2,754
or conttrolling flow, depth, or pres-
sure, etc.

1 Rates are expressed in percent ad valorem or in British pounds, shillings, and/or pence per hundredweight converted
at rate o{h$2.80 (United States) per British pound. Ad valorem equivalents (1961) of specific-or compound duties shown
in parentheses. .

Chairman Boecs. Senator Miller ?

Senator Mrrer. Mr. Ambassador, can you tell us, are there any im-
port duties now in the EEC on our feed grains and feed shipments?

Mr. Rora. Are you talking about wheat or feed grains?

Senator Mirrer. Wheat or feed grains, our export to the EEC, are
there any duties that have to be paid over there?

Mr. Rorm. There are. But let me ask Mr. Toanes.

Mr. Toanzs. There are variable levies. :

Senator Mrrer. There is no change in those, as T understand it.

Mr. Toanzs. No change.

Senator Mirier. No reduction ?

Mr. Toanzs. No, sir.

Senator Mrrrer. Did the EEC agree to reduce any of its duties on
meat ?

Mr. Rorm. On certain variety meats. We early decided that in dairy
products and meat, as well as in grains, we would try to have a sector
negotiation. In dairy products this proved impossible, and it was cer-
tainly difficult for the United States. In meat it proved impossible.
The Community was very much against opening their own market.
But finally they agreed to a bilateral arrangement with the Argen-
tinians. To the extent that the Argentinians, or, say, the Australians,
could get meat into the Community and take the pressure off the U.S.
market, this was to our advantage.

Finally, an agreement, as I say, was reached between the Argen-
tinians and the Community. At that point in France there were very
strong reactions by the farming groups, and the agreement was can-
celed%oy the Council of Six. And the Argentinians at that time almost
left the Kennedy Round. They didn’t. But the answer in short is that
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the EEC has not opened thei1 market to meat to any great extent, ex-
cept to some variety meats that we were particularly interested in.

Senator Mirer. We have been shipping some meat over there, espe-
cially to France. But I am not asking a question about opening their
market, I am asking a question about whether or not they reduced any
of their trade areas.

Mr. Rorr. Edible offals and variety meats.

Senator MrLER. What do you mean by variety meats?

Mr. Toaxes. The heart, liver, tongue, and innards of animals. This
is about a $30 million trade item.

Senator Mirer. To the EEC?

Mr. Toaxes. Yes, sir. And the reduction was from a duty of about
20 percent down to about 10 percent.

enator MiLrer. On poultry, as I understand it, there is no reduc-
tion of tariffs, except as to canned poultry.

Mr. Rora. Canned, preserved poultry.

Senator MirLer. No reduction on any other. As I understand, just
since the negotiation was concluded, the EEC put another 3 cents a
pound on poultry. There are no reductions there.

Mr. Rora. When we settled the so-called great poultry war we took
action against them, as you remember, in a number of products of
interest to the Community. During the Kennedy Round they were
terribly anxious to get these tariff increases back down again, particu-
larly on Volkswagen trucks. We refused to unless they did something
about poultry of advantage to us. And they couldn’t. So we stand as
we did.

Senator MiLLEr. And on dairy I said there was nothing done?

Mr. Rorr. No, sir, except we made some cuts on a very few cheeses
that do not come under section 22.

Senator Mirer. Now, on our side, did we reduce our import duties
on any of their meats coming into this country from the EEC?

Mr. Rorr. We reduced no duties that I remember on meats. We
bound an item, but didn’t reduce it—canned hams, of particular interest
to the Scandinavian countries, of which the Community was a second
supplier. And we gave a reduction on goose liver paste.

What we did in the nongrains negotiations with the Community was
to try to give them a sprinkling of offers in various areas as they did
us. But we gave them less than we received.

Senator MiLLer. Then as I see it, to summarize, there were no reduc-
tions by the EEC with respect to grain, there was no access with respect
to grains, there was some reduction with respect to meats, and there
was no reduction with respect to poultry except with respect to the
canned chickens, no reductions with respect to dairy foods. And what
I come up with is that there is concern over the implementation of the
policy which has been stated by the President and by Mr. Herter and
by you publicly on several occasions, and privately to me in correspond-
ence, by both Mr. Herter and by you, that consistently any trade agree-
ments would have to include “meaningful concessions by the European
Community with respect to their agricultural trade barriers.”
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What T am running into, Mr. Ambassador, is criticism of the failure
to implement that policy. And it may be that for a few people who ex-
port those specialty items that you referred to that this will be helpful.
But looking at the agricultural community as a whole, and especlally
the exporters of grain, feed grains, and wheat, and the exporters of
what we normally consider meat, I don’t see any meaningful con-
cessions. I recognize that there is this food aid angle, but I don’t look
upon that as a concession in the lowering of trade barriers. And of
course there is no access that may necessarily accompany that. We just
take our chances with other exporting countries that 1 million tons of
food aid that might open up the market in the EEC will be available to
our suppliers, but there is no guarantee that our farmers are going to
get, that. There is no guarantee that our 9 million tons a year of grain
shipments to the EEC will continue.

Now, this is the kind of criticism I receive. And I have just laid
it out on the table for you to comment on. Because I certainly don’t
want to have my own criticism misdirected. And I want to be responsive
to the critics. So I would appreciate your comment on that.

Mr. Rorm. Senator, I thank you very much for giving me this op-
portunity, because I think your questions are very fair ones.

Let me say that I think the criticism that I have seen distorts the
issues somewhat. Because, one, the critics are talking about our trade
with only one of our agricultural markets; namely, the European
Community.

Senator Mirrer. But they are talking about it, Mr. Ambassador,
in the light of the publicly expressed policy that any trade agreement
will have to include meaningful concessions by the European Com-
munity with respect to their agricultural trade barriers.

Mr. Rora. I am aware of this.

Secondly, when they say we did not get anything substantial from
the European Community, they are talking about those areas—and
poultry is one of the best examples—where the variable levy exists,
where the common agricultural policy has come into being. We would
like to have seen the EEC change their basic policy. There was ab-
solutely no opportunity to do this. They would not. They had six
countries that came together over a period of years and put together
a policy which may in the future be changed, because it is too expensive
over the years, but it could not be changed in the Kennedy Round.
They made us some offers based on variable levies, say, in some of
the fruit areas, where we presently have bindings of tariff reduc-
tions. We turned those offers down, because we said, as long as you
have a variable levy these offers are meaningless, and rather than
accept a bad offer we will keep our bindings.

But in spite of this—and this comes back to the first part of your
question—we got offers of value from the Community, not just in
variety meats, but in tobacco, dried vegetables, citrus, fruits and
nuts, tallow——

Senator Miirer. What did you get on tallow, may I ask?

Mr. Rora. I think that wasa 50-percent reduction.
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Might I say that, after 4 years of negotiations, 80 days before the
end of the negotiation we had from the Community on the table $50
million worth of agricultural offers. And I made it a point at that
time that this was not acceptable, that we could not conclude the
Kennedy Round with merely token offers on the table. And this was
made strongly time after time after time. And finally, point by point
in the final houss of the negotiation before May 15 we got this up to in
excess of 3200 million in terms of trade coverage.

So it is not correct to say that we did not get something of sub-
stance, or something of importance in the Kennedy Round from the
EEC. We would like to have gotten more. And looking to the future,
we have to find some way to deal with the common agricultural policy
and variable levy. But never before in a trade negotation have we made
thiskind of breakthrough in agriculture.

Senator MitLer. You said you had $200 million covered in agri-
cultural items with the EEC.

Mr. Rore. In excess of that.

Senator MirLEr. In excess of that. Looking at it from the industrial
products’ side, how many millions of dollars did you have covered,
how many were included in your agreement with the EEC?

Mr. Rorm. 2.4 billion.

Senator Mirrer. $2.4 billion. Now, the $2.4 billion would be roughly
45 percent, I believe, the total volume of trade with the EEC, would
it not?

Mr. Rora. I am sorry, sir?

Senator Mirrer. The $2.4 billion which you said was covered by the
industrial negotiations would comprise approximately 45 percent
of the total trade in 1966 with the EEC. According to my figures,
we had total exports of $5.2 billion to the EEC in 1966. So that the
$2.4 billion weuld comprise about 45 percent of the total exports. As
a mater of fact, the $5.2 billion total exports minus $1.5 billion of ag-
riculture would leave $38.7 billion which probably would embrace
industrial items. And you have tabled $2.4 billion worth, which is
well over 50 percent of the industrial loans. But when it came to ag-
riculture you tabled $200 million worth as against $1.5 billion of
total agricultural exports.

So, looking at it from the standpoint of a ratio, well upward of 60
percent of our industrial items were tabled, but only about 7 percent
of our agricultural items were tabled.

Do you follow me ?

Mr. Rorm. I follow you, Senator. I am not certain about your
figures, but I would like to provide our own.

Senator Mrzrer. These figures can be substantiated, they are in our
Joint Eccnomic Committee report at page 89.1 And they were based
on Government reports.

(The tables referred to by Senator Miller are reprinted herein :)

1'Senate Report No. 73, 90th Cong., first sess., 1967, Joint Economic Committee Report.
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TABLE IV.—U.S. IMPORTS, 1964, 1965, AND 1966

[tn millions of dollers]

Agricultural
Total Agricultural imports as
imports imports percent of
total
imports
1964 - $18,600- $4 082 22
21,282 19
- - 25, 408 4 492 18
1961—63 average.._... - - 24
196466 AVErAZe oo m e mmmmmmmmmmmmmmmmen - - 20
From the European Economic Commum{y:
1964 R 2,831 258 9
3,316 270 8
. , 09 306 7
1961-63 average. . S, - 10
1964-66 average_ ________oooooooooooooo- I N - 8
From United Kingdom:
1964 ... - 1,132 23 2
1965 ... - - 1,403 24 2
1966 - - - e —mcmmm e mme 1,761 30 2
1961-63 average .- - - 2
1964-66 average_. - - - 2
From Japan
1964 ___ - 1,763 40 2
1965 ... e 2,401 37 2
1966 - — - - o e mmmmmmm e 2,948 37 1
196163 AVerage . - oo cecmccmccmmmmmmemmmmmmmmmoo [mmmmmmm oo 3
1964-66 average. ... e ol- JESS 2
From Canada
- 4,227 176 4
- 4,813 234 5

966 - - 6,106 240 4
1961-63 AVErage - - - - e mem - 5
196466 AVEIaZe - - oo mme e : - 4

TABLE V.—U.S. EXPORTS, 1964, 1965, AND 1966
{In millions of dollars]

Agricultural

Total Agricultural exports as

exports exports percent of

total
exports
. S IR $26, 086 $6, 347 24
1965. 27,003 6,229 23
1966..___. ,912 , 885 23
196163 AVErage . - - oo o ooeeeeemmecemcmmmmmmemmmmo=|ammmmmmmcommen o ommmne oo 26
196466 VETAZE - - - - - oo oeommemmmmmmmcmmemmmmmmmmmmmmmme|oameeemmmmmmea o 23
To European Economic Commumty:

084 - e mmmmmmmemeemmmmmmmmmmmm e 4,481 1,416 32
1965. - 4,904 1,476 30
1966...._. . 5,264 1,561 30
1961-63 average. B DN R, 32
196466 AVETAZE- - - oo ocemeemcoccemmmmammmmmmmmmmemn|ememmmmmmmmea|emsocaaanneos 31

To United Kingdom:
196 e 1,445 440 30
..... 1,537 398 26
.............. 1,645 471 29
1961—63 P ) T (R EEEE L LR 38
196466 BVETAZL- - - - eoemmmmmeceecmmmmmmmmmmmmen|mmmammm e fcma oo 28
To Japan:

068 e em e mmmemmm e 1,894 720 38
1965. . 2,042 876 43
1966 - 2,312 942 41
196163 AVEIAZE. - - - oooocmem e memmem e mmmmmmmmmm|memcmmmommann e 35
196466 BVETAZ - - - oo e mccemmmemmcicmmmmmmmmmmmf e mmmmmmmmos o emsmmeenn 41

To Canada:
9 4,653 1615 13
5,486 2620 11
6 6,487 3626 10
196163 BVETAZ 0 - o omo o mmmmmmmmm e e ememmmmmmmmm|memcmmmsmam{mesmesescesens 14
1964~66 AVErAZe- — - - o oo oeeeooeocecemmmmmmmmmmmmee|ommmmmmemmmosfoeeommmennons 11

tIncludes $160,000,000 in transit shipments.
2 Includes $176, 000 000 in transit shipments.
3 Includes $140, 000 000 in transit shipments.

82-181—67—vol. I 5
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Mr. Rora. I think we are using different years.
Senator Mivrer. I am talking about 1966.

Mr. Rora. We are using 1964.

Senator Mivier. I could take 1964 if you like.
Mr. Rora. I think you make your point.

(The following table was later supplied :)

KENNEDY ROUND CONCESSIONS—UNITED STATES AND EEC TRADE
[1964, millions of dollars, c.i.f.]

Dutiable imports (except
grains) Average Free, Grains
cut, bound in (trade
dutiable Kennedy coverage)
Total Conces- Round
sions
Total: Percent
(a) U.S. imports from EEC.____.____ 2,656 2,136 34 4 3
(b) EEC imports from United States__ 3,065 2,627 29 289 452
Agricultural: _
(a) U.S. imports from EEC___.____________ 202 117 13 1 3
(b) EEC imports from United States___.____ 445 223 13 19 452
Nonagricultural:
(a) U.S. imports from EEC_.______________ 2,454 2,019 36 3|
(b) EEC imports from United States_______. 2,620 2,404 32 270 | ..

Senator MiLLER. And the point is that when it comes to working out
an agreement with the EEC, we tabled about 60 percent of the indus-
trial volumes. But when it came to agriculture we only tabled about
T percent.

Mzr. Rora. If you are talking in terms of U.S. offers

Senator M1LLEr. I am sorry, about 15 percent.

So when it came to getting down to negotiations on agricultural
items, we only got together on about 15 percent of our trade items.
And on industrial items we got together on about 60 percent. And my
point is that it doesn’t look like we came out very well on agriculture
overall, certainly not compared to industry, to the other industrial
items. And I say this just to make the record straight. I understand
and appreciate the difficulties you people face. But I come back to that
basic policy that there weren’t going to be any trade agreements with
the EEC until they made meaningful concessions on agriculture. Now,
what is meaningful is something that you get into semantics on; $200
million offhand sounds meaningful. But the ratio that I point out,
amounting to only 15 percent of our agricultural trade, I suggest to
you is woefully weak compared to the industrial items of 60 percent.

Mr. Roru. Senator, I feel that your point is well taken. Certainly
more was done in the industry, and we expected to do more, than in
agriculture. I think we did get offers of real substance in agriculture
from the EEC. And, secondly, we only paid for what we got.

But there are many areas in agriculture unlike in industry, or more
so than in industry, which are very difficult to negotiate in. Take dairy
products; they wanted to negotiate in dairy products more than any-
thing else, but we couldn’t, because, except for Roquefort, and certain
other cheeses, everything was under section 22. And most recently;
namely, a week ago, the President and the Secretary of Agriculture
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had to announce certain changes in cutback, because of problems domes-
tically in the import of cheese. We couldn’t go into that area. We were
quite frank. Then they came back time after time and said, why can’t
you negotiate in the agricultural area of the greatest interest to us.
‘And we had to say that each country in agriculture does have problems.
They are more difficult than in industry, because they are related to
farm income, and varying elements such as that.

So all I can say, Senator, is that in this area all the countries—I am
not talking only about the Community and the United States—made a
very substantial first step. But it is only a first step. ,

Senator MiLLer. One more point. In connection with the wheat price
the point was made that the wheat price would range from, well, a min-
imum of $1.80. Another criticism I hear was that this was meaningless
because the world price at gulf ports is substantially over that. What
is your answer to that?

Mr. Rorm. Senator, finding the right mean price, which came out
at $1.73 U.S. No. 2 Hard Winter at the gulf, was a very difficult
one. The other exporters, and the Canadians n particular, having
in mind advance contracts with markets other than those we serve—
the Soviet Union, China—were interested in as high a price as pos-
sible. So were many of our producing groups; $1.85 is where we started
in the negotiations with the others, which was a price much too high
principally for the Japanese and the United Kingdom, and even for
the Community. And so we realized that this would be a price that
we might have to lower.

On the other hand, the U.S. grain traders felt that we should in-
crease the price as little as possible, because too high a price would
undermine U.S. competitive position.

So we had to find a price in the proper range.

I would like to add that when we first began talking to the exporters
about a minimum price, we tried to develop a rather rigid mechanism
that would protect that minimum when the price fell that low. And
we came basically to a kind of sharing-the-market concept. Many farm
groups had great trouble with this, and certainly the grain traders
did, too. So we threw that out. Now we have a consultative mechanism
under the agreement which operates when you begin to approach the
minimum price. But it is a much more flexible arrangement.

I am sorry to be so long in explaining what our thinking is. This
position developed over almost a year and a half, in close consulta-
tion both with producers on one side and the grain traders on the
other.

Senator Mi.ter. I can see and understand that this is a complex
matter, and that it would be something that would require a lot of
weighing of fact. My only point is that I am not able to see—and
I must agree with the critics on this point—I am not able to see any
particular advantage to the American grain farmer of having a $1.80
per bushel world price when the world market is now at $1.83. It
may be that the market will go down and the $1.80 had been helpful,
but nobody knows that. And I think that the statement that this was
a great boon to the grain farmer, especially the wheat farmer, may
be a little euphoria. I just want to get this thing in perspective. And
I cannot reply to the critics right now by saying, oh, well, maybe the
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price will go back down below $1.80 and you will be protected; they
are going to come back at you and say, you don’t know what the future
will bring. I take it you were trying to put a floor under this.

Mr. Rorm. That is right, Senator. We didn’t want a minimum price
so high that the world price for large parts of the year would rest
on that minimum. We wanted and expected an increase underpinning
which would permit the world price to float above it, so that we could
maximize our competitive position.

Senator Mitier. One last question. I know it is not easy to gaze into
a, crystal ball, but you must have done this, especially in consultation
with your agricultural adviser. Is it your evaluation that as a result
of the Kennedy Round of negotiations our export of grains to the
Common Market will not decrease?

Mr. Rortu. My simple answer to that would be yes. Perhaps Mr.
Toanes would like to add something?

Mr. Joaxes. I would certainly agree to this. We took no action in
grain or any other item that would decrease our exports. We already
talked of the benefits that would come with the million ton food aid
package, either from the Community itself or from third markets.
And T can think of no other action we took that would result in a
downturn in our grain marketing to Europe.

Senator MiLLeEr. My question, by the way, should include soybeans
as well. Would your answer hold to that?

I\bfr. ToaxEs. Soybeans were already bound duty free, and continue
to be.
© Senator Mmier. And it is your forecast that they are in their
rolls—

Mr. Ioaxes. I would be optimistic with reasonable certainty that
our marketing of soybeans would continue to expand in future years
as it has in the past.

3 Mr. Rora. And we also have a decrease in our soybeans tariff to
apan.

Senator M1Ler. Yes, I understand.

I appreciate very much the testimony of not only the Ambassador,
but his colleagues. And I thank my chairman for his indulgence in
giving me so much time.

Chairman Bocgs. Thank you very much, Mr. Ambassador, and the

mbers of your staff for coming here.

We will adjourn until 10 a.m., tomorrow, Wednesday, July 12, when
we will meet in room S—407 of the Capitol.

(Whereupon, at 12:25 p.m., the committee was adjourned to re-
convene at 10 a.m., Wednesday, July 12, 1967.)
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WEDNESDAY, JULY 12, 1967

CoNGRESS OF THE UNITED STATES,
SuscommrITTEE ON Foreien Ecoxomic Poricy,
Joint Economic COMMITTEE,
Washington,D.C.

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

Present : Representatives Boggs, Reuss, and Widnall.

Also present: John R. Stark, executive director; John B. Hender-
son, statf economist; and Donald A. Webster, minority staff economist.

Chairman Boces. The subcommittee will come to order.

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

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

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

We are very happy 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 ROBERT L. McNEILL,
DEPUTY ASSISTANT SECRETARY FOR TRADE POLICY

Mr. MoQuane. I am very pleased to be here today to take part in
this evaluation of our foreign trade policy. I believe that hearings of
this type are useful in defining problems and seeking to determine
precisely what our national objectives should be.

Six years ago this committee held hearings on our foreign trade
policies, and a great deal of credit belongs to this committee for the
passage of the Trade Expansion Act, which laid the groundwork for
the successful Kennedy Round negotiations just completed. The re-
sults of these negotiations have not been fully revealed hut 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 T.S. businessmen, that it will open up
great new opportunities 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 selling price 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 policy 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 actlons 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
authority 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 our judgment,
amendment of title IIT 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-
lation 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 I cannot do so here today, I think it is proper to note that
the problems have to be 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 removing trade barriers on the flow of investment both into
and out of the United States. While our 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 seek
to be effective in international markets by the appropriate mix of these
three methods.

This is reflected in part in the extraordinary growth over the last
decade of the international firm. We know these firms are making very
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 this 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 difficult 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 agreement on inter-
national rules for dumping emerged from the Kennedy Round be-
cause all countries agreed after long discussion that there was a
common problem and that individual attention to it by each country
only compounded the difficulties.

This area is very broad and we believe that we should pick up
from where we stopped in the Kennedy Round and proceed to see
what we can do. Some of the important nontariff barriers of particu-
lar concern are in the areas of national procurement, quotas, purchas-
ing policies of State enterprises and monopolies, and safety and
health regulations.

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 this respect.

Many 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 dealing
with national tax structures and any solution will have to be approved
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
satisfactory answers to the border tax question but we will be looking
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for some in the near future. Some think it would be best to seek amend-
ment of the General Agreement on Tariffs and Trade to wipe out the
distinction between 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 hearings.

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
exchange 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-
try exports the tariff cuts of the Kennedy Round right away instead
of staging them over 5 years. We need to examine the implications of
such action in terms of its impact on our industries and the general
problem of preferences for the exports of developing countries. We
know, of course, that many 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, befora
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 free of duty without any
difficulty. The Congress 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 authority to negotiate elimination of duties for
a few such products, 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 would not only help
reduce the costs of our domestic industry but would also benefit the
developing countries.

Next is the issue of trading with the countries of Eastern Europe
and the Soviet Union. This is a matter which is already being discussed
within the Congress. We support the principle that the United States
should improve its trade relations with these countries. In fact, we
believe it is in the national interest to do so. In addition to the foreign
policy advantages involved in which we would defer to the Depart-
ment of State, these countries constitute useful markets for our in-
dustrial and agricultural output. We should not, of course, rush head-
long into blanket MFN treatment of all such countries, but we should,
in my view, authorize the President to make individual MFN ar-
rangements on a country by country, quid pro quo, basis where the
benefits are clear.

T mentioned earlier that other nations have urged us to adopt the
Brussels Tariff Nomenclature system to make our tariff and product
classification system consistent. 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 1n
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 everything we can to cooperate with this com-
mittee in its examination of our ?oreign 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 Boaes. Thank you very much, Mr. McQuade.

I think before going into questioning we will hear from Mr. Green-
wald.

Mr. Greenwarp. Thank you, Mr. Chairman.

T would like to apologize for the fact that Mr. Solomon is not able
to appear this morning. He was particularly looking forward to it. I
think he attachesa great deal of importance to the work this committee
is doing and particularly wanted to be present here to participate in
the discussion.

T think you already have the rather lengthy statement which was
prepared for Mr. Solomon. It wasn’t his intention to read you that
lengthy statement. And I will follow his own purpose and just com-
melllic Verg briefly, summarize it very briefly, extemporaneously, if that
isall right. -

Ohai%ma,n Boaas. We will incorporate the statement in the record,
without objection.

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

STATE

T.S. ForeieN Trape Poricy axNp THE DEVELOPING COUNTRIES
INTRODUCTION

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, population, degree of industrialization, and eco-
nomic growth—so much so that it is misleading to speak of them in
aggregate 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 engaged in agriculture 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 grinding day-in, day-out, year-in, year-
out poverty that leads to the “harsh, brutish and short” lives which is
the prevailing condition in most of the world. (Table 1.)
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TABLE 1.—Gross national product per capita, by country
[G.S. dollars]

Kuwait 3,290
United States — . __________ 3, 020
Sweden 2,040
Switzerland 2,030
Canada 1,940
Luxembourg 1,770
New Zealand 1, 760
Australia 1,730
Denmark 1, 650
Iceland 1, 550
France 1, 540
Germany, Federal Republic of__ 1, 540
Norway 1, 520
United Kingdom ______________ 1, 500
Belgium 1,460
Finland 1, 440
Netherlands 1,260
Czechoslovakia . ____________ 1,200
Germany (East) __.____________ 1,120
Israel 1,070
Austria 1,020
Puerto Rico 980
Poland 930
U.S.S.R. 890
Hungary 890
Italy 850
Ireland 800
Venezuela 780
Rumania 710
Japan 660
Bulgaria 650
Argentina 650
Trinidad and Tobago_.________ 590
Uruguay 540
Cyprus 530
South Africa 530
Spain 530
Greece 510
Mongolia 480
Singapore 460
Chile 450
Panama 450
Mexico 430
Jamaica 430
Malta 410
Lebanon 390
Yugoslavia 390
Albania 380
Cuba 360
British Honduras - _______ 360
Costa Rica 360
Barbados 360
Portugal 340
Surinam 330
Nicaragua 320
Hong Kong 320
Guatemala 290
Gabon 280
Colombia 270
Peru 270
El Salvador 260
Malaysia 260
Guyana 260
Turkey 240

Iraq
Ghana
Algeria
Mauritius
Brazil
Oceania
Jordan
Libya
Dominican RepubliC...__.______
Korea (North)
Rhodesia
Iran
Ivory Coast
Paraguay
Honduras
Ecuador
Saudi Arabia
China, Republic of . __________
Syria
Tunisia
Liberia -
Morocco
Senegal
Zambia
United Arab Republico._______
Philippines
Bolivia
Mauritania
Congo (Brazzaville) __________
Ceylon
Korea (South)________________
Cambodia
Sierra Leone
Cameroon
Thailand
Vietnam (South) .. __________
Nigeria
Vietnam (North)______________
China (Mainland) _____________
Malagasy Republic____________
Sudan
Central African Republic_______
Pakistan
Yemen
India
Kenya
Afghanistan
Gambia
Togo
Swaziland
Uganda
Niger
Haiti
Chad -
Congo, Democratic Republic of

the
Dahomey
Guinea. Republic of ____________
Indonesia
Nepal _
Tanzania
Bechuanaland —_______________
Mali
Burma
Basutoland

240
230
230
220
220
220
220
210
210
210
210
210
200
200
190
190
190
190
180
180
180
170

140
140

130
120
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TaBLE 1.—Gross national product per capita, by country—Continued
[{U.S. dollars]

Laos - 60| Somali Republico o 50
Angola _ 60 | Ethiopia - - 50
Burundi 50 | Upper Volta — 45
Rwanda 50 | Malawi _ - 40

Source: World Bank Atlas of Per Capita Product and Population, IBRD, September
1966. The data are for GNP and relate to 1963 and 1964. It is stressed by the Bank
that the figures 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. (See table 2.) Thus the gap between the per capita
incomes of industrialized and developing countries has continued to
widen during the first half of the development decade.

TABLE 2.—GROWTH OF REAL GROSS PRODUCT OF DEVELOPING COUNTRIES BY REGION, AND OF DEVELOPED
COUNTRIES, 1950-65

Annual compound growth rates (percent)

1950-55 1955-60 I 1960-65
Developing countries 1. —- 4.7 4.5 4.6
Per capita R 2,7 1.9 2.0
Asia 4.2 3.8 4.3
Per capita - e - 2.2 1.5 1.8
Latin America.__ - 5.0 5.0 4.9
Per capita m——- - 2.9 1.3 2.0
loped market y countries 4.7 3.3 5.0
_ Per capita.. 3.4 2.0 3.7
Socialist countries of Eastern Europe and Asia2 9.8 8.2 6.7
Per capita - 8.2 6.6 54

tIncludes the following African and Middle Eastern countries: Algeria, Congo (Kinshasa), Ghana, Kenya, Malawi,
Morocco, Nigeria, Southern Rhodesia, Sudan, Tanzania (Tanganyika only), Tunisia, Uganda, United Arab Republiic, Zambia;
and Irag, Israel, Lebanon, Syria,

2 Gross matertal 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 policy 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’ foreign
exchange receipts stem from export proceeds. (%ee table 3.) While
foreign aid is a welcome 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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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—otf the total
export receipts of particular countries.

With 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-increasing 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 OXCD 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
percent. (See table 4.) This relatively favorable picture, however, must
be interpreted with some caution. First, exports of manufactures from
developing countries are still only the small visible part of the ice-
berg—85 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
products, 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 Thandful of the 100-plus
developing countries are currently benefiting from the recent rapid

1 United States, Canada, Western Europe, and Japan.
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increase 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 OECD AREA BY CATEGORIES OF PRODUCTS

Amount (millions) Increase

Category from 1956

to 1965

1965 1964 1950 1956 (percent)
Textiles and clothing (8 groups).._ o §L,122 $10, 20 $598 $301 273
Foodstuffs and tobacco (8 groups)_ 462 428 315 256 80
Precious stones and jewelery (2 gr 378 196 62 54 600
Articles of wood and furniture (4 groups)_ .- ._____.___. 170 159 61 39 336

Leather, leather and rubber articles, and footwear (6

BIOUPS) - e e e eme e cm e mmmmmmmmnn 174 158 105 79 120
Iron, steel, and metal articles (2 groups)- 140. 124 71 51 175
Chemicals (4 BroUpPS) oo oo oo occceccecioee e eme e 146 103 75 80 83
Paper and paperboard and manufactures thereof (2 groups)- 11 12 3 10 10
Glass and ceramics (3 groUPS) - - - oo oo omooocomemeeoo 12 11 3 2 500
Miscellaneous (10 groups) 255 207 93 40 538
Total (49 groUPS) - o e e e i e cecmm e 2,870 2,417 1,393 912 215

Source: OECD Secretariat.

B. The Administration’s approach to improving developing coun-
tries’ export earnings

At the present time, and for the decade ahead, trade in primary
products will continue to be the main source of export earnings of the
developing countries. If we want to help these countries improve their
trade earnings as a means to development, commodity trade is the
place to begin.

1. Primary commodities—This trade is plagued by a variety of
problems: by persistent overproduction in some key products; by wide
and destabilizing price swings in other key products; by severe com-
petition from both natural and synthetic products produced in the
industrialized countries, often under highly protectionist regimes;
and by preferential arrangements in certain advanced countries that
favor one group of primary producers over others.

There is no one solution to this range of problems. What is needed
is a multifaceted approach tailored to the problems of specific
commodity markets.

In the case 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
key problem is structural overproduction.

The International Coffee Agreement, which we helped to develop
and actively support, has conducted a valuable holding operation. It
averted a disastrous collapse of prices that threatened coffee trade in
the early 1960’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, labor,
and capital are being wasted in surplus production; and this very sur-
plus production isundermining the agreement. i

The critical next step is to help the producing countries move re-
sources out of surplus production into more rewarding uses. We would
hope to see a diversification fund become an integral 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
initiate 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 main features of
the diversification fund.

Cocoa, a 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-
coa 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.

Negotiations looking toward an international cocoa agreement foun-
dered in 1963 on the question of price. Producers wanted a price range
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 agreement can be consum-
mated in the near future that would give producing countries steady
growing earnings and assure consumers a stable supply at reasonable
prices.

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 refused to accept the rules. Our own trade is governed by our
domestic sugar legislation which provides premium prices for supply-
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 affects many low-income suppliers that sell a substantial
volume of their output at the world market price.

Efforts to negotiate an international agreement that would
strengthen the world price have proved to be very difficult, compli-
cated by Cuba’s intransigence on the matter of supply control, and
by the unwillingness of certain advanced 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 countries;
demand 1s buoyant and future prospects are reasonably good. Natural
rubber and some tropical fibers are similarly traded freely but the
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markets for these products have been eroded by the development of
synthetics. For the developing countries dependent on these products
the central objective must be to increase the efficiency of their pro-
duction and marketing so 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 countries,
and of subsidized exports from the rich countries that compete against
them in third markets.

The developing countries are pressing for trade liberalization in
these products. The prospects for substantial liberalization are not
good. In virtually all developed countries, domestic agriculture s
insulated in varying degrees from the free play of demand and supply
by high price supports, 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
excessive production. Thus they urge that in lieu of high price sup-
ports, farmers’ incomes be maintained by direct payments that do not
inhibit 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 not 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 85 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 urged 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 adjustment program and
through training programs to enable them to develop skills in indus-
trial employment.
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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 increased 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 products
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
diseriminate 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 compensatory financing can play in assisting low-
income countries whose export earnings fall off for reasons beyond
their control. We have supported the liberalization of the compen-
satory financing facility in the International Monetary Fund, and
developing countriesare making increasing use of that facility. We are
also considering the feasibility of supplementing that facility in the
case of deep or protracted shortfalls in the export earnings of develop-
ing countries that are disruptive of their development and that may
require longer term assistance than the Monetary Fund facility 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 support.

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 earnings when shortfalls occur, the
developing countries would still be vulnerable 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 and 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
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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 dismantling
the trade barriers among them, they can produce for a wider regional
or subregional market. In the larger market, their industry would
not be Iimited 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 competitive position in international markets much earlier
and more effectively. And not unimportantly, foreign investment
would be stimulated to locate within the grouping.

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 America undertook 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 a 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.

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 discrimination in developed country markets when
one receives a preference and the other does not simply 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, including the United States, frequently face
diserimination because many of these preferential arrangements are
reciprocal.

A new situation arose several years 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
kind of special trade arrangement with the European Common
Market.

This growing risk of further proliferation of trade arrangements
which discriminate among developing countries 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 have 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. '

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. Our 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 became quite ap-
parent 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 all the developing
countries, and most of the industrialized countries as well. Economi-
cally, our reservation in principle and scepticism precluded our hav-
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 convinced 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 wouid be one
way to deal with this.

We think this idea is 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 see
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 e 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 tc see 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 agreed 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.

There are, however, a number of difficult problems with this ap-
proach. One is the absence of any mechanism for insuring that prei-
crences thus established would in fact be temporary. It has been sug-
gested that such a scheme might operate for say 10 years after which
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 reached with other industrialized countries for this kind of
approach, the problem of insuring 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 approach 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 duties. 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 question of safe-
guards under this approach would no doubt have to encompass the
traditional devices such as exclusion of products deemed 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 course is a special one in that
the developing countries are already highly competitive in industrial-
ized country markets and therefore do not need preferences. More-
over, so long as cotton textiles are subject to quantitative restrictions,
tariff preferences would not be of any significant benefit to developing
countries. In this particular sector, the developing countries will have
to look for a gradual liberalization of quantitative restrictions rather
than tariff preferences if they are to capitalize on the competitive
advantage they already have.

T would like to draw the committee’s attention to an important aspect
of the second approach I summarized a moment ago; namely, the link
between 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 the industrialized countries of Western Europe is difficult to pre-
dict with any certainty. We have of course given our full support and
encouragement to the European Economic Communities and, as the
President stated last October, 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-
ties. 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 in some manner or
other. The precise geographic dimensions and form of membership or
association by the various European countries simply 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 industrialized world. This is one
reason why we have been giving close attention to the feasibility of
establishing some kind of meaningful link between the establishment,
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 have 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 African countries associated with the Euro-
pean 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 enjoyved 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 nho benefits to the developing
countries who are denied the opportunity to buy in the most favorable
market.
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Even if it should not prove possible to eliminate completely the
preferential access to certain developed country markets that certain
favored poor countries now enjoy, agreement on a new system of
preferences extended on a nonreciprocal basis by all developed to all
developing countries would be a major achievement. It would check
the further proliferation of special discriminatory arrangements, the
thrust toward new bilateral trading blocs; and 1t 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.

T 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 at
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-
trialized 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 approaches 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
approach. '

The time sequence of events is that a report by the small group will
be considered within the regular OECD framework this fall, culmi-
nating in the meeting of OECD ministers on November 30-Decem-
ber 1. If, at that time, a 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 expect that any proposal or pro-
posals will be presented on a take-it-or-leave-it basis 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 in consultations with business and labor and with the Congress
since, 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 these views will %e part of the long-range study
of trade policy which the President has charged Ambassador Roth to
carry out.

Let me 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.

One of the principal objectives throughout the Kennedy 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 objective. The
U.%. 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 $500 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 be 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 1,376 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 making tariff
concessions on 1,160 of these items accounting for $489.8 million of
their 1964 trade interest. Thus the U.S. concessions will cover approxi-
mately 84 percent of the items requested and 79 percent of the develop-
ing countries’ trade interest in the items contained in this composite

ist.

We do not yet have similar detailed analyses of the significance for
developing countries of concessions made by other industrialized coun-
tries but we know that, in general, they are of a comparable order of
magnitude. The composite effect of the vast reductions by 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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T 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.

We 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,
a5 the President 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 marathon sessions of the final months. One issue in par-
ticular of major interest to the developing 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,
require specific legislative authority. If this were done in a preferen-
tial way, that is covering all products but for developing countries
only, it would constitute a precedent for the longer term problem of
temporary tariff advantages. We will be exploring this issue with our
major trading partners over the coming months and, of course, with
the Congress.

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

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

I think by general consent this is one 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 perhaps
underestimated the benefits they will receive from the Kennedy
Round, they have taken the position that the Kennedy Round was
not 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 developing 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 help them.

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
products, 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 commodity agreements in some areas.
And we are looking into other areas where it may be possible in the
future, This again 1s spelled out in the statement, where the history, for
example, of the coffee agreement, and the prospects for negotiation of
a cocoa 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
beneﬁtls 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. ,

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

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. ,

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 a “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. What 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 agreed that this would be a temoparary phenomenon, designed
to give them the opportunity to industrialize and to become more com-
petitive.

Another element which has led people to consider the possibility of a
general system of preferences is that 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 special treatment. We have considered that this is an undesir-
able development, 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 United 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.

As 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 Kuropean-
African system. . _

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
trade is one of the key elements in trying to increase the level of eco-
nomic activity activity in the developing countries.

Tn terms of primary produets, 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
more of the same raw materials, and that the demand itself is not very
dynamic. :

I think everybody has agreed that the only real long term solution
to the problem of economic development is the growth of trade of the
less developed countries and that this must take place in the field of
manufactured and semimanufactured products.

At Punta del Este President Johnson took us perhaps a step 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
preferences which would be generally acceptable. In the course of this
he 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 policy 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 imporfant and longstanding policy.

This search for a consensus on an acceptable system of generalized
preferences has already begun in the OECD. As is explained in the
statement, there is a 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 OECD.

If we can proceed 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 willing 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 countries were to come forward with 4 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 preferences will be one of the major
issues to be discussed in the study group and with other interested
bodies in the United States, and with the Congress as well.

Then there will be international discussions,

And finally, as we see the timetable and if all goes along the lines
I have outlined, we will probably 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 looking for legislative action for a
couple of years, we certainly would continue to consult closely with
the Congress at every step 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.

Chairman Boges. 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 question 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 perhaps this committee, can
give some formalized support to what we are doing. 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
would 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 primary products. Particularly, I was interested in what has
been said about sugar. Would you share my impression that if all 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 thisone commodity,
if the developed world is prepared to make some rather important
changes in its domestic policies, offers the possibility of a large-scale
improvement in foreign exchange earnings by many countries, Includ-
ing at least a dozen in Latin America?

Mr. Greenwarp. 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. '

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

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

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 beet sugar producers.

Mr. GrEENWALD. 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 per-
haps that the disparity is not now as great 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 Furopean Eco-
nomic Community call for an increase in their output to the degree
that they will be actually 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.
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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. Greexwarp. I don’t pretend to be a sugar expert. I will try to
answer that, subject to correction by the people who have followed
sugar in much greater detail than I have. But my impression is that
it would be hard 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 world 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 arrangement, or whether she is using the Cu-
ban sugar domestically and then exporting her own beet production.
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 production policy?

Mr. Greenwarp. Well, certainly the anticipated production—what
they have been talking about in terms of their targets for production.
The common agricultural policy as it applies to sugar, will appar-
ently lead to substantial inecreases in production within the Com-
munity.

Representative Reuss. 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. Greexwarp. 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 2

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
public statements—is that the Secretary General of the UNCTAD, Dr.
Prebisch, proposed that there be a standstill on production among the
industrialized countries. The U.S. response was a positive one. We
thought this was perhaps 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.

Representative Reuss. What was the forum ?

Mr. GreeNwaLp. 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.

Representative Ruuss. What was the term of life of the Interna-
tional Sugar Agreement? I am not even sure it ever lived.

Mr. GreenwaLp. My recollection is that it was effective for a while.
T 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.

(The following statement was subsequently supplied for the
record :)

The International Sugar Agreement of 1958 was scheduled-to expire Decem-
ber 31, 1963. Its export quota and related economic provisions became inopera-
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 point 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. Greexwarp. 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 sugar. 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 Bocaes. I would say to my good friend that is a very com-
plex subject.

The gentleman from New Jersey ?

Representative Wowarr. 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. McQuabg. IDbelieve thisis within his power, as we understand it.

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

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

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

Chairman Boges. He didn’t qualify it?

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

Mr, McNzmr., Mr. Widnall, if I may, the negotiation on the anti-
dumping code was a negotiation whereby the President did not negoti-
ate any changes in the Anti-Dumping Act that was enacted by the Con-
gress 1n 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 Geneva. 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.

Representative WmmxyacL. 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 ?

Mr. McNEmL. Assuredly, yes.

Representative WxarL. In view of what has been 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?

Mr. Greexwarp. Perhaps I cantry 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. I don’t think
any arms—ones that are on this list—can be exported without specific
licensing authority.

Representative Wixarn., I understand the licensing part of it.
But do foreign countries charge a tariff 2 Are any payments made to the
foreign countries to enable us to sell arms to them ¢ ‘

Mr. Greexwarp. As far as the tariffs are concerned, I think they
actually have tariffs on what we call 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 Wimxarr. 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 vou 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 Nations resolutions which have been implemented
by countries with respect to, for example, Rhodesia and South Africa.
There are some limitations. And it is really not on all four’s with other
products.

Mr. Greenwarp. I don’t think you can veally call it free trade when
there is a complete licensing system, certainly on exports as far as we
are concerned, and on imports In 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 Wmnarr. 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—I 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. MoQuabe. I am sure the answer, Mr. Widnall, is that if we
make a national decision to sell arms, that it is the sensible thing to do
under the military assistance program, why then we will facilitate that
sale with credit if that is appropriate. .

Representative Wionarn. 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 Wip~Narw. I will yield.

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 when
it inaugurated the Export-Import Bank. And I hope the gentleman
will pursue this. I pledge my help with it.

Representative Wipnarr. 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?

Mr. GrReeNwaALD. Let me try to answer the question.

1f 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 thought 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 a 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 industrinlized countries of
the world, would be to try to move toward the elimination of all tariff
and other barriers to trade. This is the economic aspect of the United
Kingdom effort to try to join the Common Market.

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

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

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

Mr. McQuabe. The important thing is that as overseas markets be-
come stronger economically they generally become better markets for
the United States. Now that we have the Kennedy Round bshind 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 Market as particularly troublesome. In fact, if
it makes the Common Market a better 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.
I think that it would not be a troublesome thing for us.

Representative Wmxarr. Thank you, Mr. McQuade. XMy time is up.

Chairman Boges. 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 ?

Mr. Greenwarp. 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 Bogas. Are you prepared to spell those amendments out?

Mr. GreexwArLp. Mo, I am afraid that——

Chairman Boges. Is anybody ?

Mr. McQuade?

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

Chairman Boeas. When do you plan to propose them ¢ This is July.

Mr. McQuabz. In thé very near future.

Mr. McNEmwL. Mr. Chairman, if I may just add to that comment, the
Trade Expansion Act test for eligibility for 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 test 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 not at this
time made final determination as to whether we would want to move
wholly in the direction of the Automotive Products Act, or go beyond
this, or go almost up to it. But we will, I think, quite shortly, as Mr.
McQuade indicated, be submitting to the Congress proposals for
amending the Trade Expansion Act.

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

Mr. McQuane. We have had quite a number of successful cases under
the Automotive Products Act. All cases under the Trade Expansion
Act have been turned down by the Tariff Commission.

Chairman Boceas. What has happened ? What has been the action ?.

Mr. McQuabe. In 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.

Chairman Bogas. Yes; and we will include it in the record. (See

5. 100.)
! Mr. McQuabe. 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 Boaas. Is it the general feeling that the test in the Auto-
motive Agreement would be better than the existing arrangement?

Mr. McNrrnn. Yes; I think that is true, Mr. Chairman. It was the
intention of the Congress in enacting the Trade Expansion Act to pro-
vide for adversely 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.

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

Mr. Greexwarp. 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 GATT. Poland negotiated for
access in the course of the Kennedy Round and, therefore, there will
be some impact in that sense.

As far 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 GATT.
Czechoslovakia is also in, but we have a special decision which permits
us to diseriminate against Czechoslovakia in accordance with our own
legislation. Our law will continue unaffected by the restlts of the
Kennedy Round.

The proposal that the President made for Fast-West trade legisla-
tion is one that would still be relevant 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 Kast-
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 iIm-
portant foreign policy tool that ought to be given to the President to
allow him to carry out his policies with respect to Eastern Europe and
the Soviet Union.

Chairman Boces. Again, in connection with the less-developed
countries, the Kennedy Round gave no consideration at all to Latin
America, is that correct?

Mr. Greexwarp. I wouldn’t say that it gave no specific considera-
tion. A number of the countries of Latin America participated in
the negotiations. 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 particular area of the world. It was a multilaterial
negotiation.

Chairman Boags. Let me put it another way. The existing discrimi-
nation against the Latin American tropical products will continue,
will it not?

Mr. Greexwarp. 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 coffee 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 Boaes. Suppose you spell out simply and categorically
what you propose to do in this other round.

Mr. GrEENWALD, 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 OECD—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 idea being that the
industrialized countries among themselves would agree to reduce their
duties, the MEN duties, over a certain period of time, and that they
give lower duties immediately to the developing countries. This is the
Tdea of an “advance cut,” or a “head start” for the developing coun-
tries. ’

Chairman Boces. In our case, though, again referring specifically to
Latin America, in most cases the countries produce one commodity,
such as tin in Bolivia, or coffee in Chile, or beef in Argentina, or oil
in Venezuela, or sugar in Peru, and coffee in several of these countries.
There .are no tariffs there to speak of on Latin American products
coming to this country, are there ¢ N '

Mr. Greenwarp. Not in the United States, no. But there are into
Europe, and in some cases into the United Kingdom and some of the
other industrialized countries. So what we have been suggesting is
that the other industrialized 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 treatment
under the terms of the Yaounde convention.

Chairman Boecs. What tools do we have to induce the countries to
bring this about?

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

Chairman Boges. My timeis up.

Mr. Reuss, do you have any further questions?

Representative Reuss. I have had a chance. Thank you.

Chairman Boaes. You are entitled to more time if you would like it.

Representative WioNarr. I have a couple of more questions.

I think we all recognize that the process of negotiating 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 some new negotiating procedures be
developed ?

Mr. McQuang. I don’t think it is going to be as easy to have a large
multilateral system working here. The problems oftentimes have only
bilateral implications. And I 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



98 THE FUTURE OF TU.S. FOREIGN TRADE POLICY

statement that the problem of Government procurement is something
analogous to the antidumping arrangement about which Mr. MeNeill
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 Wipwarr. 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 Wipxarr. 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 o0ld instruments ?

Mr. McQuape. Would you say that again ?

Representative Winnarr. 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. McQuapE. 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 pressure groups in every country, including our
own, to use nontariff barriers more, if that is the necessary tool to
gain some protection.

Chairman Boees. I wonder if the gentleman would yield?

Representative Winoyarr. Ivield.

Chairman Boees. 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 ?

Mr. McQuabe. 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.

Mr. McNeill, do you want to comment on that?

Mr. McNems. I think that with respect to the second part of your
question, that is absolutely the correct answer, Mr. Chairman, that
this is something that will be considered in the major study under
the leadership of Ambassador Roth.

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 Trade Expansion Act or elsewhere
to negotiate away an act of Congress. Where he does have negotiating
flexibility is in respect of the administration, perhaps, or some of these
acts. For example, in the Buy American Act the Congress, in 1933,
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said that there shall be special preference for domestic suppliers 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. Greexwain. I 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 nontarift barrier becomes clear and
as tariffs fall it is evident that they have a greater impact than tariff
barriers. Tariff barriers are not that sigmficant 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. They 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
would be hard to have a negotiation that tried to cover all nontariff
barriers. :

VWhat we have been trying to do is deal with nontariff barriers as
appropriate, and sometimes in different forums. For 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 a problem
mainly of the industrialized countries. We have pursued it in the
OECD in the terms that Mr. McNeill suggested—trying to arrive
at a uniform system of government procurement practices. The real
problem, it turns out, is that we have a law, we have open competitive
bidding, 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 get agreement on the publication
of bids and publication of the results of the bids and the system of com-
petitive bidding. And this is what we have to try to deal with rather
than going immediately to the question of what is the percentage of
preference, because some of them have come to us very blandly and
said, we don’t have anything like a Buy American Act. We found,
though, that the results are actually the same achieved through a much
more subtle, devicus method. So each nontariff barrier has to be 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 WipNarL. T just have one more question. How long a
period of time do you think i1t will take before we can obtain a fair
evaluation of what has been accomplished by the Kennedy Round ?

Mr. GREexwaLp. 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. I
don’t want to denigrate or undermine the objectives of tariff reduction.
But I think a number of economists who have been working in this field
recognize 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 exactly 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 crop results than an agricultural policy of the
Government, so the general ievel of economic activity which is related
to tax policy, fiscal policy, deficit financing, may well affect the
resuflfts in trade flow terms more than what actually happened to the
tariffs,

Representative Winxavr. Thank you.

Chairman Boees. Thank you very much.

Mr. McQuade? :

Mr. McQuape. 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 Boges. Thank you very much. Thank you Mr. MceNeill,
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 cther 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 subcommittee this morning.

Before he begins, we will accept Representative King’s statement for
the record and include it herein.

STATEMENT OF HON. CECIL R. KING, A U.S. REPRESENTATIVE
FROM THE STATE OF CALIFORNIA AND DELEGATE TO THE KEN-
NEDY ROUND

Mr. Ki~e. Mr. Chairman, 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
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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.

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. »

" I am, nevertheless, willing to express confidence that our negotia-
tors have brought home a Kennedy Round settlement that will largely
fulfill the expectations and intentions of the 87th Congress which
wrote into law the historic Trade Expansion Act of 1962. Basing my
views on observations made as a congressional delegate, I believe that
our people in Geneva have used their negotiating authority wisely and
well. The act enjoined them, to quote from the statement of purposes,
ws % # through trade agreements affording mutual trade benefits (1) to
stimulate the economic growth of the United States and maintain and
enlarge foreign markets for the products of U.S. agriculture, industry,
mining, and commerce.” I can attest that they were persistent and
diligent in pursuit of this objective. :

T shall reserve comment on details 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.

The Kennedy Round has resulted in the negotiation of an interna-
tional antidumping code. Without entering into the merits of the
provisions of this code, I am inclined to support our negotiators’ 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 system as it applies to
certain chemicals. Again, I don’t intend to discuss the merits of such
legislation at this time, but T 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 change in the system was justified.

Both in regard 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 throughout the Kennedy Round has involved
extensive consultations not only within the administration, but also
with representatives of the public 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 (2)
that the Special Representative should “* * * seek information and
advice with respect to each negotiation from representatives of in-
dustry, agriculture, and labor, and from such agencies as he deems
appropriate.”
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The act further obliged the President to seek Tariff Commission ad-
vice (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 traveled 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 Act, which, in section 243, 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.

Throughout the negotiations, and increasingly as the bargaining
reached the critical stage, we were kept current with develepments
and vwere consulted on moves to be made. We held regular meetings
with the Special Representative, received written reports from him,
and, on severa] occasions, made individual trips to Geneva. There o
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 delegates were sought, given, and, in my view, very carefully
considered.

Ambassador Roth has, on several occasions, testified before con-
gressional committees on the usefulness to him of the delegates to
the Kennedy Round, He has had an opportunity to probe congres-
sional views and sensitivities and to take advantage of prior consulta-
tion on matters that might require, or result, in congressional action.
He has been able, based on the consultations, to make clear to other
participants in the negotiation the realities of U.S. politics.

With the Kennedy Round concluded, we, the congressional dele-
gates, would appear to have finished our assignment. I believe very
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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 means, the Congress can both advise and be
kept informed on the conduct of our trade relations. The two-way
usefulness of the congressional delegates has been proved in the Ken-
nedy Round.

Mr. Chairman, I have tried 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 participation
of representatives of the public 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 Boces. Congressman Curtis, we are very happy to have
you here this morning. You may begin.

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

Representative Curtis. 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 a
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 I am a member of the
full Joint Economic Committee, I am not formally a member of this
subcommittee.

T 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 give 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 hope they could be held at least annually and that the
base of this annual congressional trade inquiry could be the Presi-
dent’s Annual Trade Report, a requirement of section 226 of the Trade
Expansion Act. :

If the Joint Economic Committee would hold hearings annually on
this document as they do on the President’s Annual Economic Report,
I think we could move forward greatly in our understanding of these
very complicated matters involving international economics and trade.

At the outset I would like to establish what I consider to be the con-
text in which our trade negotiating efforts have taken place since the
1930%s. The Tariff Act of 1980—the “Smoot-Hawley” Tariff enacted
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 rates, reciprocal trade negotiations beginning in 1934 and
proceeding until the Kennedy Round have in effect amended the 1930
tariff schedules.
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Thus we have descended, step by step, 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 has ceased 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 because of the relative unimportance of tariffs,
many new trade problems spring to our attention, demanding study
and action. I 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 thought, one that I feel contradicts the thrust of U.S. foreign
economic policy evident in the progressive reduction of tariffs.

The purpose of this tariff reduction has been to establish a more
competitive international economy based on the fuller operation of a
fair marketplace. But this objective is endangered by developments
such as measures that use quotas and licenses as means of regulating
trade in order to bring about objectives that governments consider to
be important. Commodity agreements, for example, are major devia-
tions from marketplace conditions because they use quotas and licenses
to completely regulate trade in a certain product, 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 a measure. It establishes a compre-
hensive quota system for cotton textile imports, and this has had
a profound effect on economic development in the poorer countries.

So I see two themes, two ideas of foreign trade, now current. On
the one hand, there are those who wish to expand international trade
and payments on the basis of freely operating, competitive interna-
tional marketnlace. The reduction of tariffs has brought us toward
this objective. On the other hand. there are those who, though they may
even support tariff reduction, at the same time seek to establish new
methods of trade regulation that will impair the funection of the
marketplace. I 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 competition that have guided our policy
in the tariff-reduction period.

Beyond these comments T will limit my remarks to observations
about the role of Congressional Delegate for Trade Negotiations. some
post-Kennedy Round concerns of international trade policy and some
comments on our administrative organization for formulating foreien
trade policy, conducting trade negotiations and in other ways imple-
menting that policy.

The function of congressional delegate is set out in section 243 of the
Trade Expansion Act as follows:

CONGRESSIONAL DELEGATES FOR TRADE NEGOTIATIONS. Before each negotiation
under this title, the President shall, upon the recommendation 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 recommenda-
tion of the President of the Senate, select two members (not of the same politi-
cal party) of the Committee on Finance. who shall be acecredited as members of
the United States delegation to such negotiation.”

I should note that, in addition to the two full Senate delegates. two
alternate delegates have been designated from the Senate Finance Com-
mittee as a measure of the interest of that committee in the trade nego-
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tiations. These alternate members, one from each.party, have served
as full congressional delegates. : . :

The language 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 “observer” status to that of actual participant.
This is an important distinction, one that T am keenly aware of, having
also served as a congressional “observer” of past negotiations. As
“ohservers” access to documents and meetings was limited. As “dele-
gates” we have access to classified data and to negotiations between
governments.

The resulting relationship between executive and legislative
branches has been described as “unique.” Initially it may have created
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: I 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 executive branch. ‘

My interpretation of the language of section 243 and the role of con-
gressional delegate for trade negotiations has been to keep well in-
formed about the negotiations and trade matters generally, to consult
with the trade negotiating staff, and to attempt to explain to the pub-
lic and its representatives in Government—my colleagues here in Con-
oress—the issues in the trade negotiations, with attention at the same
time to their meaning to our domestic industries, our relations with
other nations, and our future trade concerns. ~ " : :

Moreover, I have hoped to promote what I consider to be another
profoundly important objective. I believe the Congress is an institution
intended to make decisions through processes of open study and de-
bate. I have hoped that publicly exposing as completely as I could the
facts about the negotiations would aid better congressional decision-
making in foreign trade and related matters. This has been a principal
reason why I have used the consultations and participation open to me
as a congressional delegate to report extensively on the negotiations
and related problems to the Congress. BEEE

In May 1963 at a meeting in Geneva the Ministers of the major
countries participating in the Kennedy Round resolved upon - certain
resolutions to guide the “Kennedy” negotiations. A year later, in May
1964, I attended the formal opening of the Kennedy Round, at which
time the Ministers published new resolutions essentially reaffirming
those of a year earlier.

But by May 1965, my second visit to the negotiations, very little
had been accomplished in fulfilling the earlier ministerial resolutions.
So on June 2, 1965, Congressional Record pages 11925-11930, I ex-
plained the arguments surrounding the negotiating ground rules that
had absorbed everyone’s energies during this 2-year period.

Our negotiators had spent months simply trying to define the
meaning of a “tariff disparity,” and the idea of establishing world
reference prices for all agriculture commodities based upon fixed
levels of farm support—a Common Market proposal known as the
“montant de sourien.” These intellectual exercises had delayed any
real tariff 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
?[greement that was signed on June 30 had not even been discussed.

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

But very shortly thereafter, I believe the middle of June, the
British Government submitted its paper 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 1n our administrative practices. Above all, we have succeeded
in having the essence of much of our own procedure—open hearings
with rebuttal, public explanations of antidumping actions, and the
criteria for such actions, among other safeguards—adopted by all the
major trading nations under article 6 of the new antidumping agree-
ment.

It has seemed 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 previous com-
ments in the Congressional Record on the problem of dumping: June
1, 1965, pages 11645-11647; March 8, 1966, pages 5112-5116; August
24, 1966, pages 19554-19557.

The year from May 1965 to May 1966 will be remembered as per-
haps the period of most frustration in a very frustrating 5-year nego-
tiation. The long stalemate in the functioning of the Common Market
from June 1965 through February 1966 prevented its participation
in the negotiations—the negotiations could not proced.

But by the spring of 1966, the negotiations had begun again. After
my early May 1966 trip to Geneva, I was able to report on May 31,
Congressional Record pages 1128011293, about the opening of dis-
cussions in two critical industrial sectors, steel and chemicals, and the
resumption of discussions on wheat and feed grains, among other
matters. Later in the summer, the Community tabled additional agri-
cultural offers and so, by the fall, real negotiations were at last well
underway. .

Time does not permit me to chronicle minutely the step-by-step
development of the negotiations, and that is not my purpose here.
Suffice it to say that by the time of my return to the Geneva negotia-
tions in late November 1966, the major issues had been clearly de-
lineated, initial assessments of the dollar value of the offers had been
drawn up and these were being presented to other participating
countries with lists of requests for additional offers and lists of possi-
ble withdrawals.

Key issues remained, however, and their solution, as we know, was
a touch-and-go proposition until the very final weeks of the negotia-
tions. These key issues—mainly steel, chemicals, American selling
price, 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 year, 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 18, Congressional Record pages H4128-H4140, I submitted
part II, which dealt with dairy, meat, poultry, and other major farm
products.

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 medify. 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 enforcing 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 April 1965.
He said that—

The evolution of an acceptable viable international agricultural and food policy
is something which will have to be worked out very patiently over the years. We
mustn’t expect that one can solve all these very deep-seated problems in one go-
around—in a single negotiation.

Part III of the report, which appeared on May 1, Congressional
Record pages H4891-H4905, was an effort to explain the tactical prob-
lems in the industrial negotiations, particularly the development of the
sector approach to negotiations in difficult industries—steel, chemicals,
textiles, aluminum, and pulp and paper. Part III also discussed the
so-called technology gap which was used by certain countries as a rea-
son for excepting certain tariffs from cuts in the negotiation. In part II1
I also described the problems facing the conclusion of a meaningful
negotiation in the steel sector talks and, in relation to this, I explored
some of the problems in our own steel industry, in an effort to 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.
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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-H8394, with 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 sector 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 continuing
changes are the expression of a truly dynamic economy. A tendency I
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 are
proud to see an increase and very reluctant to accept a decreased share,
even though the larger forces of economic activity and innovation may
demand constant changes in the relative importance of various in-
dustries. And I must add that the actual amount of that industry has
increased, the proportionate share may decrease, but the industry
still is expanding. v

So we are continually faced with the question whether to maximize
economic growth, thereby increasing the totality of economic activity,
or accept some lesser amount of activity in order to preserve certain
dominant or less dominant interrelationships among major indus-
trial groups.

Implied in this observation is that certain industries may in a sense
be “doomed” 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 place in terms of fair competition, both domestic and in-
ternational, 1n a situation where the competitive rules of the road, the
“conditions of the market and the exchange” must become internation-
ally understood.

My 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 be a genuine economic 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-
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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 restrictive
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 developing
countries, many of them striving for industrial development, in which
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, 1t 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 industry 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-
fiil, barely, if at all, bringing about increases in per capita income.
Foreign trade; that is, the ability to sell goods in foreign 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.

Restrictions on exports of such things as cotton textiles both dis-
courage the natural process of industrial development and create a
continuing dependence on unearned financial 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.

I regard foreign 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.

Because 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 fo textiles, though I think it does. It is a con-
sideration for all goods and service industries.
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Another consideration that has broader application is the question
of foreign investment. The case has been very strongly made that
textiles, like other industries, should defend their home markets by
establishing 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 abroad, largely to sell in the foreign market
rather than simply supply the U.S. market. One of these exceptions
appears to be steel. Such industries should consider how they can
take advantage of the global opportunities for their products, their
know-how, their unexcelled 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-
nomic growth.

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 negotiations 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.

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

I have been told that I have become knowledgeable in events that
are past, the implication of course being that the knowledge is now
useless. I reject this theory. Nowhere is the aphorism “Past is Pro-
logue” more applicable than the just-completed Kennedy negotia-
tions on tariff and trade. The many lessons learned from the wealth
of detail of this negotiation will instruet, 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 dim. 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 force there. The question
is, what courses of action should we take ?

The Kennedy Round itself holds the seeds of the answer. It made
innovations in areas like agriculture, nontariff barriers, and problems
of the developing countries that were very meaningful and basic.

In the area of agriculture, I have already identified above what I
consider to be the main problem: Government interference. Here, one
course of action would seem to be establish more effective international
consultative institutions to deal with domestic policies as they affect
international trade and impinge on the domestic agriculture policies
of other countries.

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 rebates, Government
buying regulations, valuation and tariff nomenclature problems. These
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arc matters that can affect exports. There are other Government pro-
grams that can affect imports into this country as well as our exports
to third markets, such as grants and subsidies, especially to stimulate
exports.

There is another group of trade problems of the other-than-tariff
type that must also be subject to concentrated attention. I have in mind
the area known as restrictive business practices, or problems of unfair
trade practices, such as combinations in restraint of trade, which es-
sentially have to do with creating fair marketplace conditions.

In addition, there are areas such as international patents and copy-
right protection, where national practices should be harmonized and
internationally codified in order to equalize and stabilize these basic
business laws.

There is another area, where the costs of doing business may be
severely affected by various governmental programs, that should be
given consideration in future trade negotiations. Wage differentials
in context with productivity should be treated as an element affecting
trade negotiations because they may reflect an unfair competitive
burden on U.S. producers.

Finally, there is the very complex problem of our trade and aid
policies toward the economically disadvantaged, developing countries.
In our attempt to find the proper solutions to these problems I be-
lieve that the basis of consideration should be to permit such countries
to manufacure and to sell to us those products that they are able to
produce efficiently, such as the processing of raw materials to more
finished stages. The tariff structures of industrialized countries often
contain built-in differentials that permit the free importation of raw
materials but tax, by means of a higher tariff rate, the same materials
in processed form. These tariff differentials can therefore adversely
affect economic development.

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

Removing discriminations against the exports, and the industrial
development and diversification of the developing countries, should be
our first concern. Only then should we take the step toward other
special measures on behalf of the developing countries. We are all
aware of the proposals that have been made to establish tariff prefer-
ences for the developing countries. The political case for preferences
on the part of the developed for the developing countries has been
argued effectively. But the economic case is much less clear. Is it
logical to adopt, for political purposes, an economic program that will
not have the expected economic consequences in terms of real benefits
for developing countries’,exgorts? »

I urge that the United States and other industrialized countries
give very careful scrutiny to the economic case for tariff preferences
and other special trade measures for the developing countries. It would
seem to me that the first steps in helping such countries has only been
taken partially. ' '

One such area is commodities. Commodity agreements for cocoa and
coffee and other basis materials, cocoa, sugar, copper, are merely de-
vices to organize international markets along mercantilist lines. I be-
lieve that the stabilization of prices is important, both for buyers and
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sellers. But T also believe that the 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
A greement, 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 headed by a new Public Advisory Commit-
tee. This Public Advisory Committee and the format of the study
should be modeled as much as possible along the lines of the Hoover
Commission—that is, there should be congressional participation in all
its aspects. , ,

Of course it would not provide one feature of the coffee agreement,
which is a hidden subsidy to coffee producers accomplished by means
of maintaining artificially high coffee prices. A futures market would
provide desirable price stability but not subsidy—it would therefore
not artificially encourage continued coffee production and continued
surplus, but provide a market stimulus for producers to lessen produc-
tion and, hopefully, to diversify into other products. T have commented
further on international futures markets in the Congressional Record
of July 11,1966, pages 14373-14374.

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 report 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. exports of the border
tax and export rebate that are part of the turnover method of indirect
taxation.

Let me emphasize one of the great things I thought we created in
the Reciprocal Trade Act of 1962, this prominent mechanism in our
society, the Office of Trade Negotiator of which Ambassador Roth is
the head. This is permanent structure.
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While discussing the trade policy studies to be undertaken by the
administration, 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. :

There is another kind of study that should be undertaken either
within or outside the Goovernment. 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
II 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 best 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 tarift
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.

One 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 Fx-
pansion Act as a position responsible directly to the President and
with confirmation by the Senate, was the proper means of carrying
out the mandates of the 1962 Trade Act. I think it has brought much
greater independence and much more scholarship into the conduct of
our trade negotiations.

I 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 “housekeeping” authority in this area
may be an appropriate place to redefine the functions of the Special
Representative and strengthen his office.

1deally, 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 in the 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 difficult 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 inherent tension be-
tween executive and legislative powers is to include full congressional
participation in cases where the President employs his negotiating
power 1n 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 Committee
put on its agenda as a regular function hearings on the President’s
annual trade report.

Thank you very much.

Chairman Boees. Mr. Curtis, I would like to commend you on a very
comprehensive statement, and on the amount of time and effort that
you gave not only to the statement but to the work that you did in
Geneva. T appreciate very much your coming here. Your statement
hasbeen most helpful.

Mr. Reuss, any questions?

Representative Revss. Thank vou, Mr. Chairman.

I join with our chairman in congratulating Mr. Curtis, not only on
the statement, but on his valuable work in making, T think, a tremen-
clous success out of the congressional experiment in the Trade Expan-
sion Act in section 243, I 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 T have read every word of
the fine print, but T 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 pursue just one line there with you. You point
out, and it is surely true, that in trade negotiations themselves we in
the Congress through the congressional delegates, have established a
pretty good liaison arrangement. We have tried to adapt our congres-
sional political system to the needs of the modern world. It is also true,
I think, that in the field of international monetary reform—something
that is not before us this morning—due to the receptivity of Secretary
Fowler and the Treasury Department generally, a good working ar-
rangement has been provided whereby the Joint Economic Committee
and the Banking and Currency Committee 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.
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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-
permanent foreign economic policy commission, on which I would take
1t yougwould want Hoover Commission type congressional represen-
tation?

Representative Courtis. Yes.

Representative Rruss. You spoke specifically of Ambassador Roth’s
ad hoc informal activities. But there he is concerned just with trade.
And it is informal. T think I am right in distilling out of what you
said a recommendation that there should be a statutory forum and a
congressionally participated in foreign economic policy commission.

Representative Curts. 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 I
think that ATD 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 thought out policies were necessary.
Tt 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 commedity, 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 marketplace.

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.

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

Representative Corris. 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
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sense, and I think it would be very valuable to work on this on a
bipartisan basis.

Representative Reuss (now presiding). I thank the gentleman.

Mr. Widnall?

Representative Wmxarr. 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 been with you over a
period of years know of your own expertise in this particular area
and your own dedication through the years. :

- You have made some very constructive suggestions here today that
I think, as Congressman Reuss has just said, refined and presented
would give us something more than a pause for thought, and a chance
to act afirmatively 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 has been going on. And the five reports that
you are now making in a series called “The Kennedy Round and the
Future of the U.S. Trade Policy™ I think will prove invaluable to
all of us.

Thank you.

Representative Currrs. 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 trade 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
appeared before us this morning.

Chairman 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.

We stand adjourned until that time.

(Whereupon, at 11:55 a.m., the subcommittee adjourned, to recon-
vene at 10 a.m., Thursday, July 13,1967).
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THURSDAY, JULY 13, 1967

CONGRESS OF THE UNITED STATES,
SurconmMITIEE 0N ForeleN Economic Poricy,
Jorxt Economic COMMITTEE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to notice, in room 1202,
New Senate Office Building, Hon. Hale Boggs (chairman of the sub-
committee) presiding. ‘ ; 5

Present : Representatives Boggs, Widnall, and Rumsfeld; and Sen-
ator Miller. o s o , o

Also present : John R. Stark, executive director; John B. Henderson,
staff economist; Donald A. Webster, minority staff economist.

Chairman Boaeas. The subcommittee will come to order.

We are pleased to have two distinguished witnesses, Mr. Aurelio
Peccei, who is an outstanding industrial and business leader in Italy.
He has probably done as much to contribute to the outstanding indus-
trial development of Italy since World War II as any single man.

I would like to make a part of the record at this point his complete
biographical sketch.

(The biographical sketch follows:)

BIOGRAPHICAL SKETCH OF DR. AURELIO PECCEI

Born July 4, 1908 in Turin, Italy, he holds a summa cum laude doctorate in
Kconomics from the University of Turin. During the war he was an active mem-
ber of the underground Resistance Movement in Italy; and was jailed during one
vear for that activity.

He joined the Fiat Co. of Turin in 1930 and has been member of the Steering
Committee since 1950. He is head of the Latin American Affairs Division and
Chairman of the Board of Fiat Concord, the industrial subsidiary in the Argen-
tine.

He has been President of Italconsult, Rome, the foremost firm of engineering
and economic consultants in Italy, since its incorporation in 1957.

YWhen Tiat took an interest in the Olivetti Co. of Ivrea in May 1964 he was
appointed President and Chief Executive of the Company for three years. Having
completed his mission he remained with Olivetti as its Vice Chairman.

Chairman Boaas. Also the Right Honorable Kenneth Younger, who
has had a distinguished career. He was a Member of Parliament from
1945 until 1959, during which time he held the positions of Parlia-
mentary Private Secretary to the Minister of State from 1945 to 1946,
and to the Under Secretary of State for Air, 1946 to June 1947, and
the Chairman of the UNRRA, Committee of Council for Europe from
1946 to 1948.

117
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I will also include in the record the complete biographical sketch of
Mr. Younger.
(The biographical sketch follows:)

BroGRAPEICAL SEETCH OF RT. HoN. KENNETH YOUNGER

Kenneth Younger was born December 15, 1908 and educated at New College,
Oxford. During World War II he served in the British Army Intelligence Corps.

He was elected to Parliament in 1945 where he served as a Labour Party mem-
ber until 1949. During this time he held the positions of Parliamentary Private
Secretary to the Minister of State (1945-46) and to the Under-Secretary of State
for Air (1946—7), and Chairman of the UNRRA, Committee of Council for Eur-
ope (1946-48).

He became Parliamentary Under-Secretary of State for Home Affairs from
1947-50 and was Minister of State for Foreign Affairs from 1$50-51.

In 1953 Mr. Younger accepted the position of Joint Vice-Chairman of the Royal
Institute of International Affairs and in 1959 became Director of that
organization.

Chairman Bosas. We are happy to have you here, Mr. Younger and
Mzr. Peccei.

Mr. Peccel, you may proceed first. And the other members of the
subcommittee will be coming along.

‘We appreciate the long journey that you have made.

STATEMENT OF AURELIO PECCEI, VICE CHAIRMAN OF OLIVETT],
MEMBER OF THE STEERING COMMITITEE OF FIAT-TURIN, AND
PRESIDENT CF ITALCONSULT, ROME, ITALY

Mr. Peccer. I wonder, Mr. Chairman, if I may make some side com-
ments to my prepared statement ?

Chairman Boges. Certainly. Proceed in any way you wish.

Mr. Peccer First of all, I should like to thank you for the honor that
you have done me with your invitation to appear before you, thus
giving me an opportunity to express some personal views with regard
to certain aspects of international trade.

It is particularly gratifying for me to address you, gentlemen, since
I am fully aware of the great contribution that your subcommittee has
made, and is making, in the continuous review of the various problems
which beset the expansion of international trade.

We in Europe have been particularly impressed by, and indeed we
owe you a debt of gratitude for the initiative that you have taken
some years ago in clearing the ground and making it possible for the
United States to adopt the 1963 Trade Expansion Act. We would
have had no Kennedy Round but for your enlightened foresight.

I propose to discuss today three main areas in which international
cooperation and bold American initiative are required; namely, the
post-Kennedy Round proespects, East-West trade, and trade relations
with developing countries. There is nothing novel in this approach,
but these are undoubtedly the main issues before us.

With regard to the Kennedy Round, I believe that one can say that
the world has gotten adjusted even too quickly to the extraordinary
technical results which have been reached. It seems to me that we
haven’t yet had the time to appreciate and appraise the fact that the
negotiations which went under the Kennedy Round name have pro-
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duced the greatest tariff reductions known so far. It is true that the
original goals have not been attained, and that therefore there is a
residue of custom duties still barring a completely free international
trade. Nonetheless, one could ask legitimately the question whether
there is any sense in maintaining—after all-—a custom structure so
small, so insignificant and yet so expensive to administer. In many
cases, isn’t this residue more a fiscal than a protective feature? Cer-
tainly, this is true for the external tariff of the European Economic
Community. My hope is that in due course the governments concerned
will draw the logical conclusion and muster the necessary strength to
dispose entirely of it.

The Kennedy Round is to be applauded for its outstanding tech-
nical results, but even more so for its political implications. There
were and are still latent, in every country in the world, powerful pro-
tectionist forces. The political implication of the Kennedy Round is
that these forces have been deterred, if not finally defeated. Had the
Kennedy Round failed, or had it produced inadequate results, we
1zivoluld be witnessing their resurrection, and ours would be an uphill

ght.

“But those who believe, as I do, in an ever freer international trade,
cannot rest in complacency. One large area has remained unattacked
by the Kennedy Round: the whole diversified cumbersome area of
nontariff obstacles. And this provides the ground for our work ahead.
Permit me to say that in this respect as a Huropean I look to your
subcommittee with confidence and hope. No country goes blameless
for having devised, through an ingenuity that would be better placed
in the promotion of free trade, all sorts of unilateral and objectionable
measures. It is quite obvious that each one of these measures is justi-
fied by Governments responsible for them on various grounds, and
that all of them are deep rooted in each of the national economies con-
cerned. Nevertheless, very few of them could stand the test of broader
international interests.

If I may give you an example, in the opinion of people in my coun-
try and the rest of Europe, this is the case of the countervailing duties
on imports from Italy of fabricated structural steel units established
by a Treasury Department’s decision of April 21, 1967, right on the
eve of the Kennedy Round successful conclusion.

This decision is based on the Bounty Act of 1890, which in 70 years
was applied only in a very few cases. Now, the Treasury Department
modified its longstanding interpretation that the legislation does not
apply to rebates of internal taxes by the exporting country; and im-
posed countervailing duties by unilateral action, instead of proceed-
ing by international consultation and agreement in OECD, as all the
member states unanimously agreed, or in GATT, which, by the way,
would have assured that every country and every party would be
treated equally, instead of selecting a specific product from one
country. :

I have mentioned this example, among others, because of the dis-
concert, bitterness, and malaise it is raising in Italy.

I believe that after the Kennedy Round the time has come for a
sincere soul-searching analysis. It is my hope that—for the sake of
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international cooperation—a stock-taking operation, painful as it may
be, will be promoted on the widest possibie international basis.

I am aware that such exercise has been already started in the United
States on a national basis, but an international approach is needed.
I am confident that through an objective analysis, through a sincere
give-and-take attitude, a process of gradual elimination will be initi-
ated. For too long Americans and Europeans have been accusing each
other of ill-doings, with the result that only the faults of the other
side were emphasized, in a fruitless and frustrating exercise. A more
direct confrontation might serve the more constructive purpose to turn
the criticism inward. In this connection may I suggest that it might
be well that the trade policy study President Johnson has asked Am-
bassador Roth to undertake over the next year be matched by or com-
bined with a similar study to be undertaken by the EEC, which should
be prompted to do it, and another by EFTA on the United Kingdom.

Some quiet. off the record contacts among the Atlantic protagonists
of world trade may serve some of the purposes outlined in the very
geod paper presented to this subcommittee by Mr. Robert Schivenger,
that is, to coordinate the economic activities of governments—at
least across the Atlantic—without resorting to arbitrary political
pressures. : :

Such an approach is even more necessary now that, having almost
dismantled the custom tariff fortress, governments will be subject to
severe pressure and tempted to restore protectionist policies and prac-
tices on a nontariff basis. No doubt, we must be vigilant.

When looking to American-European trade relations, assuming
that the process of elimination of tariff barriers may continue to the
very successful end, the nontariff area offers the greatest opportunity
for further cooperation.

Some adequate arrangements will have to be made, also, with regard
to the implications of the growing technological gap between the
United States and Europe. As you know, we are faced here with a
rather hazy problem, because a clear-cut definition of the gap is still
to be found. Nevertheless, I believe that informed circles would not
any longer doubt that a gap exists,

Specifically, the problem that affects international trade is the
question as to how technology should be transferred from one country
to another and from one company to another.

Here again, I believe that a liberalistic approach should be adopted,
and that the countries which Jag behind in technological development
should not shield themeslves under a protective structure, whether
custom or otherwise, least they are condemned to a progressive under-
developed status; conversely, countries which are ahead in techno-
logical development, should not indulge in monopolistic attitudes least
they themselves are tempted by ephemeral advantages and thus iso-
late themselves from the rest of the world.

We must keep in mind that the main feature of our contemporary
world is interdependence, and that any action intended to ignore
reality can only produce damages for all.

I would like to mention in this connection that an important Con-
ference on Trans-Atlantic Technological Imbalance and Coopera-
tion was sponsored by the Scientific Technological Committee of the
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North Atlantic Assembly—of which Senator Javits is so prominent
a member—and the Foreign Policy Research Institute of the Univer-
sity of Pennsylvania; and was held last May in Deauville. After an
extensive study of the problems involved, the conference reached some
conclusions, which may be of some interest to this subcommittee, as
they are related to the exchange of goods and know-how.

The continuation of the conference work which was decided at
Deauville may receive moral support from this subcommittee.

Mr. Chairman, I have here the final report of the conference for
this subcommittee, if you will allow me to put it at your disposal.

Chairman Boaces. Itissoordered.

(The report follows:)

REPORT OF THE CONFERENCE ON TRANSATLANTIC TECHNOLOGICAL
IMBALANCE AND COLLABORATION*

(Sponsored by the Scientific/Technological Committee of the North Atlantic
Assembly and the Foreign Policy Research Institute of the University of
Pennsylvania ; Hotel du Golf, Deauville, France, May 25-28, 1967)

INTRODUCTION

A conference dealing with the problems of technologica] imbalance in the
Atlantic Community was held in Deauville, France, from May 25-28, 1967. The
conference chose to work in five different panels which dealt with the following
problems:

(1) Education—Higher education (problems of scale, nature and quality),
implications of cultural factors for scientific creativity, education in institutes of
technology, university or other educational facilities, source and adequacy of
educational funding.

(2) Scientific Research.—Status of pure research, basic research base, tech-
nological transfer organizations, information transfer schemes including common
standards for documentation, reporting, institutional mechanisms.

(8) Industrial Management.—Size of corporations, national/international
characteristies, size of national markets, impact of patents and licensing regula-
tions, scope of U.S. investment in Europe, barriers to collaboration, management
education and training, competitive situation of U.S. and European corporations
in various industrial lines, attitudes toward privately financed research, ade-
quacy of privately financed research.

(4) Governmental role—Government investment in Research and Development
(defense-oriented and non-defense-oriented), government contract policies, de-
fense spin-offs, weapons standardization, security restrictions (i.e.,, McMahon
Act), leadtime problems, military collaboration, political-economic competition,
and rivalry (i.e., the SST), taxation policies (i.e., amortization time).

(5) Technological Development and Application.—Topics in this seminar dealt
with present status, level of achievement, and priority with respect to : electronics,
computers, avionics, ceramics, metallurgy, nuclear energy (peaceful and military
applications), life matter (e.g., biophysics, biochemistry), problems of techno-
logical transfer.

1. D1AGNOSIS

The panels began their deliberations by asking the following questions: Is
there a technological gap and will there be a gap in the future?

The answers varied according to the differences in definitions of the words
“technological” and “gap” as well as to conflicting judgments. The differences of
definition of “technological” derived from differences in focus on such phenomena
as scientific research ; the application of research to production ; the marketing of
production ; investment, government and private, in research and development;
as well as restraints upon political independence brought on by disparities in
politically relevant technological resources.

*A draft report was presented at the Plenary Session of the Conference on the morning
of lgaly 28t. This report incorporates suggestions and criticisms made at that time by the
participants.
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These different definitions of “technological” made it difficult to agree on
whether or not there was a gap because each person’s reference was not the
same. As the panels progressed, the referents became clearer, and a consensus
was built which included the greatest number of participants. It was generally
agreed that there was an overall imbalance between Europe and America, but
in a number of specific industries and in certain areas of pure science Europe
enjoys parity and even superiority. However, the number of such sectors was
relatively small and the United States was seen to have a decided edge, not only
in the overall conditions, asserted to result in technological growth, but in the
specific results themselves, especially in the critical industries of aerospace, elec-
tronics and computers.

Thus, defining “gap” as an uneven distribution of technologically relevant
resources, it was agreed that such a gap existed. There was also a sentiment
that, even in the local circumstances where now the gap was not pronounced,
the future was threatening because of the large scale impetus to technology
which the Americans were able to stimulate in their society. Furthermore there
were gaps within Europe itself and between Europe and the undeveloped nations.
Under these circumstances, the panelists turned to the causes of the disparities
identified.

‘While there is much variation in the individual cases, reflected in the different
examples discussed in each panel, a number of common themes can be identified
which lay at the base of the technological imbalance. Large scale European-
Atlantic differences in values, mobility, institutional structures, size, and rigidity
were seen to account for the discrepancies. Values or attitudes which might
foster behavior leading to technological growth were found to be relatively
weak in Europe. Whether the issue under discussion was the attitudes toward
accepting innovation and change, or working to increase the profit of a firm,
or moving to turn pure science into applied technology, the values of Europeans
were deemed to be less supportive to technology than those of Americans.

Mobility was another common theme. The reference varied from one panel
to the other. Some stressed the relatively greater capacity of Americans for
geographic mobility, while other stressed the relative ease with which Americans
enjoyed occupational mobility between universities, research institutes and
the industrial sector. In each panel, the relative dynamism of American society
was underlined as a major cause of technological superiority deemed to be de-
pendent on the free exchange of individuals and information throughout the
society. Special attention was paid to the link between the generator of science,
the university, and the applicator of science, industry. The link was seen to be
highly productive in the United States and relatively weak in Hurope.

Related to the differences in mobility, are the differences in institutional
structures. Communications between institutions and within institutions were
deemed to be better in the United States than in Europe. In the new pragmatic
political environment of the United States, government is allowed and even
encouraged to play a major role in developing the U.S. technological base. Gov-
ernment aids industry by subsidizing research in the early non-profit stage.
Industry profits from spin-offs from government initiated projects. Mutual bene-
fits accrue from the structural relations which industry, government, and the
university have evolved with each other. The relative absence of structural
barriers against trade and the relative ease with which the different economie,
political, and intellectual institutions can communicate with each other and
adapt to changes in the needs of one or the other partner, all these assets of
the dynamic environment svere considered by many to be at the root of tech-
nological disparities.

For others, size was counted as a major asset in favor of the United States.
Size of firm, to allow for capital formation and size of production facility, to
allow for small unit cost, were said to work in the favor of the United States.
The size of market was judged as an especially important and, perhaps, critical
factor. However, some panelists argued that size alone twas not the key factor.
Some small firms have managed to be extraordinarily innovative. It was pointed
out that the critical role of size varied from one phase of product development to
the other, and from one sector to the other. )

In all panels, mention was made of the relative rigidity of Turopean factors of
production. The flexibility and adaptability which characterizes social and eco-
nomiec institutions in the United States was deemed as a useful asset of a
technologically receptive society. Unpredictable demands of a rapidly developing
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technology are most readily met in a society which is flexible and willing to
evolve new forms of person-to-person, institution-to-institution relations. The
relatively larger sector of American society which hag been educated on the
college and umiversity level, contributes to that flexibility and mobility which
enhances employment opportunities.

Among the factors judged by most conference members to be at the base of
technological differences between Europe and America, the disparities of values,
mobility, structure, size, and rigidity were viewed as the most serious. Their
influence was great because they were related to each other in an interacting sys-
tem in which the multiplier effect of the American assets made the potential of
the United States appear enormous and Buropean disadvantages appear to be
part of a vicious circle.

The pessimism which appeared in some panels as a result of diagnosing the
problem was relieved by a number of alternative views. It is evident that there
has been substantial success in Europe. There are many examples which cast
doubt on the assumptions in the diagnosis. BEvidently, there are firms which,
applying technology, successfully compete with the United States, even in the
North American home market. There are industries—mnotably, nuclear energy,
metallurgy, and chemicals-——which have readily technologically equalled or sur-
passed their competitors in the United States. Obviously, the vicious circle can
be—and has been—Dbroken in many technological areas.

The examples of success show that a diagnosis which excludes the possibility
of remedial solutions is too pessimistic. Nonetheless, these are severe restrictions
on Burope’s ability to rapidly accelerate and close the gap in a short time. The
interaction of factors is complicated. It requires systematic treatment. ‘While
there wag a consensus on the list of important factors, there was no consensus
on their relative importance and the nature of their interaction. Scientific and
systematic methods of analysis must themselves be brought to an understanding
of the process of technological growth. The conference participants had no such
systematic knowledge available to them. Differences of opinion derived not only
from different values, but also from different understandings of what is needed
to stimulate technology. It was clear from differences in national and sector per-
formances, that the problems are complex and in need of further systematic
effort.

However, no one underestimated the magnitude of the assignment. A large
pody of interacting and complex factors had to be moved together to make a
major assault on the problem. To do this, goals had to be defined which would
capture the attention of relevant parties and motivate them to a major effort.
However, when the panels turned their attention to the goals which might
provide the unifying and motivating impetus, the agreement on causes gave way
to disagreement on aims., While the motivating symbols of past regional co-
operation still commanded attention, they did not now suffice to ensure con-
sensus. Instead, more emphasis was placed on solving problems by functional
categories. Regional loyalties to nation or to Burope or to the Atlantic area
were determined by the pragmatic criterion of their respective relevance to the
solution of problems at hand.

In sum, the gap was recognized. Though its seriousness was evaluated differ-
ently, no one wanted to allow present forces to continue in the present direction.
‘Whether the reasons for action be political, economie, social, or some mix of
these motives, action was desired by the greatest number of participants. The
panels then turned their attention to a program for action.

PART II—RECOMMENDATIONS

A. GENERAL

In' dealing with such a complex problem as the Transatlantic technological
gap it is much easier to diagnose the causes of disparities than it is to present
prescriptions for eliminating them, let alone to achieve consensus as to which
prescriptions should be adopted. The recommendations which follow reflect a
consolidation of those reported by the various panel chairmen as both desirable
and to. a lesser extent feasible. Their presentation does not imply any enorse-
ment by individual panel members or by the conference as a whole. These rec-
ommendations were preceded by discussions of American and Huropean en-
vironments and goals respectively.
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Great achievements result from sustained and compelling motivations along
with the dynamic competitiveness of the American system. The source of many
American accomplishments in science and technology ean be traced, in part, to
the successive challenges presented to the United States by the Second World
War, the cold war, the Korean conflict, the space race and involvement in Viet-
nam. Which challenges will evoke a comparable European response or which goals
can the peoples of Western Europe pursue which will similarly motivate the
nations of Europe to accelerate their technological capabilities? Some of those
might be:

1. The Soviet Challenge—Under the American umbrella Europeans never felt
compelled to meet, by themselves, the challenge of Soviet power. As long as the
growing Soviet industrial and technological base is perceived by Western Euro-
peans as posing no threat to their societies, the peoples of Western Europe are
unlikely to make great technological exertions to counter balance Soviet tech-
nological advances.

2. American Technological Hegemony.—The potential threat to European
independence posed by this possibility may motivate some but not all Europeans
to match American technological powers. At the very least, however, most Euro-
peans would like to improve their technological status in order to bargain more
effectively with America regarding technological disparities.

3. Solving Common Problems.—The social, political and human problems posed
by urbanization and environmental pollution are now threatening the quality
of human life for people living in urban areas in most parts of the globe. A co-
operative search for solutions to these new problems may hasten technological
progress.

4, Aid to Developing Nations—DMlodern technology is compressing the distances
that formerly separated peoples. If the gap between the well-being of peoples
living in the “Third world” and those living in the industrialized nations grows,
the world may be come politically more unstable than it is now. There may be a
common European and American interest in exploiting technology and making
it available to the new nations.

None of the foregoing goals may provide sufficient motivation to the Western
European peobles to take all the measures required to reduce, if not eliminate,
the existing transatlantic technological gap. Nevertheless, partial response to
any of these challenges may inspire a determination in Western Europe to reduce
the imbalance between the new world and the old.

Throughout the conference it was generally agreed that concentration of effort
and new experimentation are required within each country and on a European
basis. Though the problems themselves are functional, their solution ultimately
requires both private and political action at the national, European and Atlantic
Community level. Hence, the conference proposals are grouped into three cate-
gories : National, European, and Atlantic Undertakings.

B. NATIONAL UNDERTAKINGS

The recommendations put forward include those concerned with long-term
action affecting structures and attitudes, and those for immediate action.

I. Education

(a) The expansion and democratization of higher education should be pro-
moted so as to extend the pool of competent participants in productive functions
and improve exchange and mobility between employment opportunities. This
should be accompanied by a systematic effort, which is now proceeding, con-
sisting of providing programs of studies corresponding to requirements and
capacities at the various levels.

(b) The system of education should be adapted to the new structures of
the world of today, where the scientific approach has become an element of cui-
ture and this end in view:

(1) the training of students in political, social and economic sciences and
the humanities, such as history and law, sbould be supplemented by an
introduction to technological problems and an education in basic science.

(2) technical training should be supplemented by the teaching of political,
social and economie science and business management.,

(e) New disciplines should be introduced into the traditional teaching of
scientific subjects. As scientific subjects and others concerned with the manage-
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ment of businesses are both involved in technological development, they should
be made the subject of programs of studies in higher education.

(d) Promising young students should be drawn into technical disciplines, and
more of them should be encouraged to prepare themselves for careers in the
application of the natural and social sciences in business and industry.

In view of the reduction in the number of students currently attracted by
scientific subjects, it is essential to reverse this trend to intervene both at the
secondary education stage and subsequently to organize programs of higher edu-
cation which, being adapted to the modern world, would promise to stimulate
interest, and enthusiasm, for demanding subjects.

Continuous education in the technological field should be encouraged by in-
dustrial firms. This could be accomplished by staff participation in technical re-
training or advanced training courses lasting from one to six months and taking
place outside the firm. The teaching profession would have to develop many
programs adapted to modern industrial needs. The organization of these pro-
grams will facilitate collaboration between industrial and educational circles.

None of these proposals are very new; many of the methods have already
been applied, and they do not have the same importance for all the countries of
the Atlantic world. Nevertheless, it is well to emphasize these guiding principles,
if only to stressthe pressing need for such efforts.

2. Research

‘While the excellence of much of the fundamental research of Europe is evi-
dent, many reforms are necessary to increase its effectiveness. This is a matter
of urgency since such research is a pre-requisite for increasing technological
vitality for the following reasons:

(a) it is vital to the quality and scope of the educational process;

(b) it produces new knowledge available for development and industrial
innovation;

(e) without a first class research effort, the level of scientific awareness
of a nation can hardly provide a critical assessment of the significance of
scientific developments throughout the world which have high technological
potential ; .

(d) advanced study, associated with research is necessary for the pro-
vision of higher skills;

(e) the encouragement of inter-European cooperation should be con-
sidered as a means of extending and complementing national efforts.

Considerable barriers to the full deployment of European effort exist in the
rigidity of many of the national systems and institutions. Recommendations are
therefore made:

(1) to encourage mobility of scientists between European countries;

(2) toimprove university-industry relations.

3. Mobility of Scientists

(a) All European governments should recognize university degrees in science
and technology granted by the other countries. (Discussion of equivalence of
diplomas is likely to be sterile but employers and especially research institutes
are well aware of the value and nature of degrees in the main .countries. De-
grees in medicine pose special problems preventing mutual recognition.)

(b) Governments should make it possible for foreigners to occupy univer-
sity chairs where this is not now possible. Provision should be made for the ap-
pointment of visiting professors from abroad.

(¢) Consideration should be given to means of maintaining pension rights
on movement from one country to another and also that social security schemes
should be extended where necessary to insure medical and other benefits.

4. University-Industry Relations

(a) It is highly desirable that mobility between universities, industrial firms
and government research laboratories be encouraged. Furthermore, it is to the
benefit of both firms and universities that many other forms of cooperation be
extended including the acceptance of suitable research projects by universities,
the use of university staff for advice, the recognition of good work completed
in industrial and governmental laboratories for higher degree purposes, and
the participation of industrialists in special university courses and seminars.

(b) It is specifically recommended that each country should initiate dialogue
between industrialists and academics to assess the existing situation on such

82-181—67—vel. I—9
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matters, to make specific recommendations and initiate schemes of cooperation,
International exchange of such schemes is also desirable.

(e¢) European scientists should be taught to appreciate the importance of the
industrial sector of society. To maximize collaboration between the universities
and industry, opportunities should be sought and devices worked out to promote
greater intimacy between them in enterprises of mutual benefit.

(d) To promote further interchanges and improved collaboration between in-
dustry and the world of education, professors should be granted one or two
-sabbatical years, during which they have the opportunity to participate in
industry as research workers or consultants or are employed part-time in in-
dustrial laboratories. Conversely, businessmen could be invited to deliver lectures
at universities.

-6, Government

(a) To encourage the greater mobility of men and information, improve the
management of this mobility, and improve the partnership between the State and
industry and education in the pursuit of certain challenging national aims,
European governments should :

(1) promote greater mobility of men between government, industry and
the universities;

(2) develop clearly defined machinery at the national level for deciding
priorities of a science and technology policy in order to be able to participate
effectively in a European science policy.

(b) Computer technology should be dealt with on a European basis as soon as
possible. Until appropriate arrangements are worked out, it is necessary to
tackle it first of all on a national level, and subsequently trv to broaden the field
and develop teaching in the “soft-ware” fields and computer utilization.

C. THE EUGROPEAN LEVEL
1. Education

(a) Young engineers leaving their college or university should be encouraged
to follow training courses in industry in countries other than their own. (Such
courses should last one or two years; they should not compromise the future
career of those concerned, but could provide a good means of effecting the
transatlantic transfer of techmologies. Even if a certain amount of emgira-
tion resulted from such a scheme, the advantages arising from the return to
Europe of engineers with their training completed in this way would largely
compensate for such loss.)

(b) A: few European strong points of research should be developed on an ex-
perimental basis choosing new, interdisciplinary subjects. (As an example,
computer soft-ware was suggested.)

(c) A European Institute of Science and Technology should be established.
(The organization of a European postgraduate course with an international
faculty and students in all subjects concerned with technical progress, ranging
from scientific subjects to their industrial application and including the basiec
sciences, economics, sociology and psychology, could be not only a consider-
able stimulant for the various European educational systems but also a rich
source of engineers trained for the requirements of our society. The lengthy dis-
cussion of this proposal surveyed the financial problems involved, the necessity
for a suitable site, the recognition of its diplomas by the various countries con-
cerned, and the necessity for close cooperation at government and private enter-
prise level, both among European countries and between them and the United
States).

2. Industry

(a) European industry should seek to prepare and promote a program for
the Governments of Europe to eventually computerize the economic and ad-
ministrative activities of the Continent with due consideration for the hard-
ware, the software, the communications and the education of personnel needed
for the efficient execution of the program.

(b) Multinational companies should form themselves into an active group to
make available generally the benefits of their experience in organizing business
across national frontiers.
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(¢) The Conference should draw the attention of European Governments to
the magnitude of the gap in the aerospace sector as between Europe and the
United States, and stress the urgency of deciding what part Europe wishes to
play in this sector and what aims it wishes to pursue, and upon what European
industry should concentrate its efforts.

3. Government

(a) An overall strategy for European science and technology should be de-
veloped by a common authority. While welcoming the progress being made on
the basis of bilateral and ad hoc arrangements, these must be integrated, as
soon as possible, within an overall strategy.

(b) European public authorities must seek to harmonize their requirements,
for instance in the fields of computers, communications equipment, aircraft and
defense equipment.

(¢) Common requirements should be established to encourage the development
of trans-national consortia and companies.

(d) Certain major joint FEuropean development projects would also be a
useful means of promoting the development of Huropean companies or con-
sortia. An example of such a common development project would be the estab-
lishment of a common European Information and Documentation Center for
the whole of science and technology. This Center would provide information
rapidly to the major centers of research in industry, universities and govern-
ments throughout Europe. It would work closely with similar centers in the
United States and other regions. The Center should aim at a highly selective
approach to information acquisition and exchange in order to minimize the
dissemination of irrelevant or trivial documents and data.

(e) European projects should have clearly defined goals and in each case
be run on the single director managerial principle. :

(f) Buropean Governments should take early action to facilitate suprana-
tional corporate aectivities, including the creation of a Iuropean company
statute. Simultaneously, fiscal and monetary legislation and practice should be
harmonized and standards and measurements unified. Efforts should be made
to accelerate the removal of the remaining obstacles to the completely free
movement of goods, persons and capital between European nations. :

(g) Every encouragement should be given to efforts to simplify and har-
monize existing patent procedures, and, if possible, to establish common Euro-
pean or Atlantic machinery for patent searching and recognition.

D. THE ATLANTIC LEVEL

Common policies in science and technology for Europe should be developed to
create a more fruitful partnership with the United States through the exchange
of information and know-how, and by further negotiations to remove nontariff
barriers to trade and open up public buying on both sides of the Atlantic to com-
petitive tenders from the partner Continents.

The work of the Conference should be continued in some form in order to
promote closer ties between the academic and industrial communities across
the Atlantie. .

Mr. Prcorr. Before I turn to other subjects, I should like to spend a
few words on the European Economic Community and its relations
with the world.

On the positive side, I should like to mention that not only the proc-
ess toward the completion of the customs union has practically come
to a successful end, but also the gradual movement toward an external
common tariff is reaching its prescribed final level.

Even before this level is reached, as a result of the Kennedy Round
the Community has accepted to lower it beyond the target established
by the Rome treaty. This is a significant factor, which substantiates
a posture of the Community itself as an outward-looking system.

The process of economic integration among the six member coun-
tries has had very positive effects in expanding their reciprocal trade,
but, more significant, has made of the Community the first ranking
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trading bloc in the world, and its external tariff also ranks among the
lowest in the world.

Having made these few positive remarks, I will admit frankly that
there are certain negative aspects as well. In the first place, the Com-
munity has been too busy, and justifiably so in holding its own struec-
tures, and has, therefore, been forced to postpone consideration of
other matters, and particularly the establishment of a common trade
policy, of which there have been so far only scattered examples.

The Community has also suffered from a certain imbalance, due to
its limited membership. Most Europeans—and I am one of them—are
openly in favor of enlarging the Community and admitting other
members.

Howerver, it 1s too early to advance any prediction at this stage as to
the outcome of the new application submitted by the United Kingdom,
and as to the prospects of other countries to follow suit.

With regard to the Community position regarding developing coun-
tries, one can detect a certain apparent contradiction. In fact, on one
side, the Treaty of Association with African States provides a model
of sound cooperation insofar as preferences are established to the
benefit of trade with the African countries concerned, financial assist-
ance is provided through the European Development Fund, and broad
technical and cultural assistance is also envisaged. On the other side,
developing countries, which are not part of this broad scheme, and do
benefit from it, claim that they are discriminated against. A claim,
however, which is not confirmed by statistical evidence, since trade
between the Community and nonassociated developing countries has
increased remarkably in the last few years.

Whether a similar arrangement could be devised on a worldwide ba-
sis as between all developed and all developing countries, is a question
that involves the attitude and the political will of many governments
and not only of the major ones. Nonetheless, I believe that one could
venture to say that the Community, without reneging on its obliga-
tions, freely undertaken with the associated states, would not be
opposed to any broader arrangement, as is evidenced by concrete pro-
posals submitted by the Commission to the Council of Ministers at
the beginning of the year 1967.

With regard to East-West trade, I should like to assure you that
I am fully aware of the deep and serious policial implications which
dominate the issue in your country, particularly at this juncture. May
I be permitted to say that we in Europe recognized at an earlier stage
the vital importance of establishing lively trade relations with the
East, in the firm belief that we would be helping a positive political
development. In taking this attitude, we had to accept the sometimes
unpleasant fact that societies and economies in Western and Eastern
Europe, including the U.S.S.R., were different, and that there was
no use in our trying to convince the other side to follow our pattern,
nor would it have been practical to wait for the other side to become
more similar to us in structures, policies, and practices. To recognize
this essential fact meant for us to introduce flexible adjustments in
our own methods and approaches. To deal with Government agen-
cies in those countries, for instance, rigid and cumbersome as they
are sometimes, is certainly not so pleasant and congenial as to deal
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with our Western business counterparts. However, through time, we

found that a certain evolution had taken place among the Kastern

executives with whom we were dealing. They have come nearer to

our point of view; they might rightly say that we have gone nearer

{,)0 their point of view. In sum, we came to understand each other
etter.

We find that prospects for business in the U.S.S.R. and Eastern
Europe are increasing and expanding continuously. There are, of
course, severe limitations, besides mentality and methods. One main
limitation is a very classical one; namely, that trade being by neces-
sity a two-way avenue, we must, perforce, conceive of exports and,
simultaneously, of imports. And there are not very many products
manufactured in those countries which are readily acceptable to our
markets. Furthermore, in order to accelerate economic development
and actively participate in it, we are confronted with the expectation
that we should extend ever longer credits. In this context, a rather un-
ruly competition is taking place among Western suppliers. A sobering
international action to bring this factor under reasonable control
would be very helpful.

The United States has kept somewhat aloof so far, and in this con-
nection I should like to express the view that a more active U.S. par-
ticipation in trade with Eastern Europe not only would have positive
political implications and would give momentum to the development
process of that area, but also might help in establishing more accept-
able rules. Personally, I regard the Soviet Union and Eastern Europe
not as a hunting reserve for Western Europe, but rather as a promis-
ing ground in which international trade may expand profitably for
the world at large. T feel sure that Europe would welcome a healthy
competition there with the United States.

Of course, one must keep in mind that in Socialist countries a cen-
tralized procurement system prevails; therefore competition should
take a very special connotation and be obviously different from the
kind of competition that businessmen meet in market economies.

I am not a politician, and as a businessman I might have a slanted
view. Nonetheless, permit me to say that through my contacts and
transactions with East Europeans I have acquired a firm conviction;
namely, that trading with them is an effective way to promote better
political understanding. I would go as far as to say that the great
political issues still dividing West and East would, per se, provide
recurent incentives to perpetuate the cold wave, whereas sound trade
relations have proved to be a thawing factor. The knowledge of
reciprocal requirements and supplies, the comparison of each other’s
technological achievements, the prospect of a lively exchange, un-
doubtedly are solid prerequisites for the estabilshment of a psycho-
logical and political situation such as prevailed at Glassboro, and,
hopefully, for its aftermath.

In this connection, Mr. Chairman, I have read with great interest
vour statement that this subcommittee’s study is the long view of the
U.S. foreign trade policy. But then we, the United States and Europe,
should make up our mind as to what are our objectives during the next
10 to 12 years vis-a-vis the U.S.S.R. and Eastern Europe. If our objec-
tive is to bid for more time and defer any action likely to strengthen
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the Eastern economies, even at the risk of making it more difficult
and costly to bring them over to our side in the future, then we may
simply go ahead piecemeal as we have done so far, because the scattered
agreements and contracts the European firms have entered or may enter
into in the future with Soviet bloc organizations, however important
some of these contracts may be, would not appreciably change the
overall situation of these countries relative to our situation. If on the
contrary our objective is to try and bring the vast markets, from the
Iron Curtain to Vladivestok, into closer interdependence with the
Altantic markets, and seek to influence through trade and economic
cooperation the entire development of these nations, then we must be
prepared to make a bold step forward. We must recognize that to help
their economies move toward the mass consumption of more sophisti-
cated goods is a rather long term proposition which will require a well-
planned combined East-West effort. And the more clearly and the
sooner the United States and Europe define their common policy in this
respect, the better it is for both of them.

Finally, with regard to trade with developing countries, I should like
to say that T am looking at the issues involved with no little concern.
This is due to the fact that T am not satisfied that developed countries
have made the necessary effort so far in order to devise agreed-upon
solutions.

We have had a first round in the United Nations Conference on
Trade and Development in Geneva in 1964, and now we are approach-
ing the second round, which is scheduled in Delhi in early 1968. The
first conference served undoubtedly the purpose of focusing on the
myriad of problems. Solutions were also recommended more or less
realistically. The second conference should serve the purpose of assess-
ing achievements and suggesting further steps. But are we really in a
position to do so? In my opinion we are not.

I will not use here the wealth of statistical information which has
been produced in the meantime to prove that those underdeveloped
remain such, and that in relative terms they are more underdeveloped
than before. There has been a distinet lack of unity in the industrial-
ized world in spite of the best intentions displayed and some efforts
undertaken in various international fora. I would venture to say that
perhaps too much emphasis has been placed on the expected cure-all
implications of trade. If massive trade were possible purely through
intergovernmental debates, then I should say that all the words which
could be spent have been spent. But trade is above all a technical mat-
ter, which requires structures, know-how, competitive strength, dis-
tribution skill, quality, prices, and none of these factors can be ex-
pected to become real by a fiat. Developing countries have indulged in
claims and recriminations; developed countries have indulged too
much in lecturing. Unless we recognize that inducements are only the
starting point of a long and painful process, I am afraid that we will
get nowhere.

To promote trade to the benefit of developing countries, in the order
of magnitude which would be required, we must accept in practice, not
only in principle, the need for an international redistribution of labor
and production. The principle has been heralded forcefully and in-
sistently, but the practice has not yet been adopted, if not in a token
measure.
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This is an extremely unpalatable proposition, since it entails first of
all a bold action within our own countries, and also a willingness to
assume delicate political and economic consequences. It is in fact a
double-edged blade, because we should decide gradually to eliminate
within our own economies certain productions, even though the most
elementary, and at the same time open our doors to the imports of the
same products from abroad.

In the process, domestic production and import production will
have to compete on an uneven basis, and instead of pursuing protec-
tionist policies which would be called for according to classical pat-
terns, we should extend a preferential treatment.

This is undoubtedly one of the hot issues which will be reiterated
in Delhi after Geneva. Are we prepared to face it? I have singled
out this problem and will not take any more of your subcommittee’s
time in elaborating on others. The question that this problem arouses
is whether the road which has been taken by UNCTAD at Geneva
is going in the right direction. At a time ~when aid is declining and 18
becoming increasingly unpopular, both in donor and in recipient
countries, the question is whether enough groundworlk has been done
in order to have trade replace aid. My own view in this connection is
that too little has been done to establish the necessary technical and
structural prerequisites, and too much political theory has been
thrown on the world’s lap.

One important fact should be borne in mind, that is that interna-
tional trade is no longer going to be governed by a purely mercantile
basis. International trade requires a more complex and sophisticated
approach : industrial and financial investments, consultative activities
and technical assistance become part and parcel of the commercial
activity at large. Trade demands nowadays a global participation in
the challenging venture of economic development.

Turning now to the general situation of developing countries, as it
appears to be in realistic terms, I should like to emphasize another
conviction of mine. To lump together A frica, Asia, and Latin America,
and to label them as all underdeveloped, provides one of the greatest
misconceptions of which the international community suffers nowa-
days. You, gentlemen, know, as I do, that the countries within these
wide areas are much more different than similar in very many ways.
Their level of development is a widely apart among them as in certain
cases it is apart from us. We must use a different yardstick. We must
rationalize our interventions and our contributions.

I may add that, if the Atlantic nations want, as I hope, to adopt
a long-term trade policy with respect to the less-developed countries,
they should (&) realize that the issues of trade are strictly intertwined
with those of aid, technical assistance, and development at large, and
cannot be shred from the fundamental and increasingly serious world-
wide problems of population growth and education; and () be pre-
pared to define priorities because their resources, however great, are
not enough to do everything everywhere.

They must also objectively assess which of the great world regions
is more likely to reach, with our help, self-sustained development in
the near future.

In this context, in my opinion, we should concentrate a great part
of our efforts in Latin America. )
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I have particularly in mind that Latin America provides the most
mature economies to be positively helped by our interventions and
contributions. Speaking to Americans, I know that they are fully
aware of this incontrovertible fact. I see in this area of Latfin America
not only the prospect for a further and bold American aid and trade
activities, but even more a fertile ground for an imaginative Ameri-
can-European cooperation.

Thank you.

Chairman Boges. Thank you very much, Doctor Peccei, for a very
fine statement.

Now, we will hear from the Right Honorable Kenneth Younger.

Mr. Younger.

STATEMENT OF RT. HON. XKENNETH YOUNGER, DIRECTOR, ROYAL
INSTITUTE OF INTERNATIONAL AFFAIRS, LONDON, ENGLAND

Mr. Youxeer. Thank you, Mr. Chairman.

I believe that the statement which I put in has been circulated to
members, and I don’t wish to take up the time of the committee in
going through it in much detail. But I would like to pick out some of
the main points that I wish to bring to the committee’s notice.

I would like, first of all, like Mr. Peccei, to thank you very much
for having given me the opportunity of coming here. I am all the more
honored by it since your subcommittee already has an international
reputation for looking far ahead and for taking a very wide view of
your country’s trading policies.

Some of the witnesses who have already appeared before you have
drawn attention to the many uncertainties immediately following the
end of the Kennedy Round negotiations. I think perhaps your com-
mittee will wish me to say something about the major uncertainty
which affects my country, namely, the question of whether we are or
are not going to become a part of the European Economic Community.

: Chairman Boees. We would be very interested in hearing about
that.

Mr. Youxeer. As you know, we had to go through these negotia-
tions from outside the Community. It is very ironical that some of our
continent friends who are among those who do not wish to see us
inside, nevertheless criticized our negotiators because during the nego-
tiations they didn’t behave as though they were entirely inside. This
seems to me an unreasonable proposition. But it illustrates the dilemma,
that we are in.

The point which I wish to make to you is that although there is a
great uncertainty about the time at which we might join the Com-
munity, and in particular about the fate of the present application,
I would put it to you, Mr. Chairman, that the correct calculation is that
sooner or later Britain will be in, and with her one or two of the other
countries of Western Europe.

I say this because I think that the opposition to Britain’s entry is
of a more temporary kind than the determination which she has now
reached to get in.

She has reached this determination as a result of looking at all the
alternatives, and has not found any alternative which appeals so much.
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I don’t believe this opinion is going to change, whereas it seems to me
that the opposition to her entry has been limited largely to the Govern-
ment of France. And we know that even within France there are
several opinions on this matter. I think that French opinion is more
likely to change than the British one. '

Nobody can presume to talk for all sectors of opinion, because there
are still differences. And some people believe that if this application
were to be blocked, Britain might feel a revulsion against Kurope and
turn elsewhere. But my judgment is clearly against that. I believe that
the concept of the organization of the Western World to which my
country is likely to adhere with a great deal of determination is what
you might call the grand design of two communities, one on each side
of the Atlantic, with Britain being a part of the European Commu-
nity. I believe very strongly that that is the sanest pattern that has
as yet been put forward at any time. And just because it has run into
difficulties I don’t think we ought to give it up.

T would like to make a brief comment on the proposal which is
talked about nowadays for the North Atlantic Free Trade Area. As
I understand it, this is being propounded in this country largely by
people whose first preference would be for seeing Britain inside the
Community, and they think of the free trade area as an alternative
only if Britain is excluded. They see it to some extent as a tactic for
persuading the members of the present Community to allow their
Community to be enlarged.

I don’t myself feel a strong appeal in this. I think it is significant
that in Britain it is supported almost entirely by those who do not in
any case wish Britain to join Europe. There is a fear among the ma-
jority in Britain who do wish to join the Community that a proposal
of this kind would not bring any pressure on Britain’s friends to
help them into the Community, but on the other hand would cast doubt
upon her continuing determination to become a part of Europe.

The second point about our relations with the Community is that if,
as I believe, we do eventually join it, this will, of course, change our
attitude to certain particular tariffs in tariff negotiations, because e
would then be inside the common tariff barrier instead of outside it.
But I do not believe it would change the general attiude of my coun-
try toward what your Trade Expansion Act called open and nondis-
criminatory trading in the free world.

We would, of course, from the time we got in, be negotiating as
part of the Community. And therefore it is of great importance to
us to assess what the attitude of the Community in general has been
determined to be in these negotiations.

The first point, which is of great significance to the whole world
trading community, is that the European Commission succeeded in
negotiating for the whole body of six countries, despite the fact that
they started with many differences of policy. And I think that this
is an indication that the Community today has the lasting power to go
forward.

Moreover, it emerged from a very difficult period of internal dispute
and conflicts strong enough to be able to show considerable flexibility,
and a degree of liberalism toward the end of the negotiations. I feel
that the fear that many people had 8 or 4 years ago, which continued
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during much of the negotiating period, namely, that we might be faced
with an inward looking, highly protectionist European Community,
this fear, is much less likely to be realized than was then thought. I do
not believe that great differences of doctrine about trade have been
thrown up in these negotiations either between Britain and Europe,
or Britain and the United States, or the United States and the Com-
munity. I think there has been a high degree of doctrinal agreement,
and most of the difficulties have arisen out of the pull and push of
sectional interests.

I would like to say a few things about the less-developed countries,
realizing, as we all do, that the United Nations Conference on Trade
and Development is due to assemble next year, and that we shall not
be allowed simply to sit back and forget that the less-developed coun-
tries were not so satisfied as they might have been with the outcome of
the Kennedy Round.

So far as preferences are concerned, I would hope that the more-
developed countries may be a little nearer together than they were in
the Conference in 1964. At that time, as I understand it, the United
States was opposed to preferences of all kinds on the ground that they
were a legacy of imperialism which was no longer appropriate. The
Community upheld its preferences because it said that this protection
was required by the struggling economies of what had been formerly
the dependent territories. While Britain at the end put forward a pro-
posal generalizing these various systems, giving preferences to all less-
developed countries alike.

I would hope that that proposal might be seen now to have made
some progress. :

I have seen many references in your statement, Mr. Chairman, to
President Johnson’s speech at Punta del Este in which he seemed to
be accepting the idea of some temporary arrangement which would
enable preferential treatment to be given, not to the regions based on
old imperial systems, but to all underdeveloped countries by all devel-
oped countries.

I have some reason, though it is not a very firm one, for thinking
that the European Community might be moving in the same direction,
at least so far as thinking in the Commission in Brussels is concerned,
though I understand that no decisions have been taken which would
enable the Community to negotiate on this basis at the present time.

I would hope that the U.S. policy might begin to move in the direc-
tion of a concept of this kind. And in this connection I would like to
mention the proposal of the Director General of GATT that the con-
cepts we agreed on in the Kennedy Round might be applied more
rapidly to the developing countries. I realize that there are difficul-
ties about that, not least, perhaps, the difficulties of new legislation.
But I would hope that this might have favorable consideration in this
country.

Of course, it is not only preferences that are of interest to the de-
veloping world; indeed other questions are of greater importance. I
think perhaps in my paper I have rather underplayed the interest of
less developed countries in having better access to the markets of de-
veloped countries for their manufactured and semimanufactured
goods. They say, not without reason, that we are always telling them
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that they must diversify their economies, that they must not depend
on exports of agricultural products, particularly one special crop in
the case of many countries, and that they must therefore begin to in-
dustrialize. But the structure of tariffs applied by most of our coun-
tries in the developed world makes it exceptionally difficult to do
this. And from the moment they begin to try to export semiprocessed
goods they meet a higher tariff, and fully manufactured goods, a high-
or one still. This is something I think which very urgent attention
should be given.

The other great issue for them is the question of commodity agree-
ments. And here there has been, I think, a considerable resistance in
the developed world, not only because of what one might call doc-
trinal grounds, but because it is intrinsically a very difficult thing to
regulate prices in a reasonable way, if you once start interfering
with the market.

The point here that I would like to make is that, particularly so far
as agricultural produce is concerned, since virtually no country is pre-
pared to apply the principle of free trade to its own agriculture, it
1s not plausible to object to the organization and regulation of the
international market in agricultural produce on any kind of theoreti-
cal ground. I think the pressures that prevent it being done are very
largely against interests. I hope that we may see a more active support
in the future, certainly from my country and from other countries, but
perhaps particularly from the United States, and the U.S. Congress,
which has a very powerful influence in these matters.

Mention has already been made of the nontariff barriers to trade,
~ which are rapidly becoming the most important issue, more impor-

tant than further reduction of tariffs.

I don’t know whether it is true, it may well be quite untrue, but I
think it is fair to say that there is a general impression outside the
United States that the protection offered by nontariff barriers to U.S.
producers is somewhat more marked than it is in the case of other
countries. This may only be because you have explicit expressions of
this, such as the Buy American Act. All of our countries, of course,
adopt practices of one kind or another, often very subtle, and often
very hard to identify, which have the same effect. And they all affect
particular business interests, and they are therefore particularly hard
for us to change.

The famous instance of the American Selling Price, which is the
most prominent one which has come up in the Kennedy Round, is a
good example of this. But it is, of course, by no means the only one.
Indeed, these nontariff barriers are so varied and so numerous that
one’s heart, quails at the thought of a round of negotiations on a multi-
national basis which are directed to this particular problem.

One aspect to which I would like particularly to call your attention
is that the removal of nontariff barriers nearly always takes one
directly into what have previously been considered purely domestic
matters. There is therefore a specially strong resistance to what seems
to be foreign interference.

Here again I would like to come back to what I understand to be
the approach of the European Economic Community.
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It is generally assumed that the most important aspect of the Com-
munity’s policy directed to creating future unity among the six has
been the common external tariff. This was probably so at the beginning.
But I have been assured by well-informed officials of the Community
that this importance has been decreasing. It is still important, of
course, that they have a common external tariff. But the level of it,
whether it is high or low, has become much less important from this
particular point of view. What has become more important has been
the efforts which they have made, with varying success, to coordinate
their policies in a whole range of other matters, bringing them nearer
to the concept of an economic union.

I don’t think that we can doubt that this has been their experience.
But I think we ought to give our mind rather carefully to the impli-
cations of this sort of doctrine, if it is applied to wider groupings of
countries which have little prospect in the near future of becoming
an economic community.

How far can one, in fact, hope to go beyond the point that we have
now reached in eliminating tariffs among a group of countries which
are not contemplating economic union? It may be that the limiting
factor will turn out to be precisely what we can achieve in the field
of nontariff barriers, in the field of harmonizing and coordinating
policies on taxation, on governmental procurements, on various indus-
trial practices, and so on.

Whereas few doctrinal differences emerged in the Kennedy Round,
because the target for reducing tariffs was limited to 50 percent, had
the target been 100 percent, that is to say complete free trade in these
products, at once some of the discussions on whether this could be
achieved without a much higher degree of harmonization in other
fields would have become important.

Here again, if T may revert for one moment to the North Atlantic
Free Trade Area, if I am right in what I have said about the Com-
munity’s attitude over this, 1t seems to me almost inconceivable that
the Community would be willing to become a member of a free trade
area which was not accepting economic discipline in a wide range of
other fields. Therefore this free trade area has to be seen as some-
thing which excludes the European Economic Community.

In that event I would think that it would be likely to remain a
rather unacceptable concept to Britain, and I think to her EFTA
partners, too, because if they were to join in the free trade area this
would have a tendency to separate them, perhaps, forever, or at least
for a long time, from the Community. I do not think that they would
be prepared to envisage that. I think they would feel it more realistic
and worthwhile to wait, even if they have to wait for some years, in
order to become a part of the European Community.

The lowering of tariffs in the Kennedy Round of negotiations would
make that period rather less difficult for them than it would other-
wise have been.

I would like to say a word about East-West trade which Mr. Peccei
mentioned. And here I want to make what is primarily a political
point. I realize that East-West trade is not quantitatively of great
importance in the trade of most countries, and probably very unim-
portant in the trade of the United States. But it is becoming politically
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important in Europe for two reasons. First, because improved rela-
tions with Eastern Europe have begun to take a very high priority
in the policy of the leading Western European countries, particularly
France and Germany. Indeed, this is one of the few major policies
at the moment in which the Federal Republic and the present Govern-
ment of France are at one. While everyone realizes that the limit to
East-West trade is broadly set by the limited capability of the Eastern
countries to produce the right kind of goods, there nevertheless are a
number of Western restrictions which limit this trade.

Some of these are either not applied at all or are somewhat resented
in Europe. I am thinking particularly of the regulations which prohibit
the export to Eastern European countries of a range of goods outside
the strategic field, which happen to incorporate certain U.S. patented
items. In my paper I cite the rather ridiculous example of my own
institute, which was anxious to buy a rather modest, secondhand
office calculating machine, one with no special modernity. But it found
that it could do so only if it undertook not to export it to a wide range
of Communist countries or to the British Colony of Hong Kong. This
didn’t prevent it from buying the calculator. But this extension of
restrictions over a wide range of items which are not normally con-
sidered of direct strategic importance does cause a certain resentment.
And I think it is important to have a fresh look to see how far these
export regulations still fulfill an important American purpose.

The second aspect of political importance is that there is clearly
great concern felt in a number of Eastern European countries to in-
crease their trade with the West. There are many signs that in order
to do this they are prepared to modify their trading systems. Some
of them see this quite specifically as a development through which they
will also be able to liberalize their internal systems. Since this has
always been something to which the West has attached importance,
I think thisis a political motive which should not be ignored.

‘What we have to get away from is the assumption which grew up at
the worst period of the “cold war” that our policy should be directed
to impeding the progress, or perhaps even weakening Communist
countries. This is not generally thought in Europe to be an objective
of policy today. There is still an acquiescence, of course, in certain
strategic controls, but of a much narrower kind than our present
practice. I think that the doctrine that Western Europe ought to be
trying to impede the progress of countries in Eastern Europe runs
directly contrary to the present trends. And it is very important that
it should not be thought in Wesern Europe that, because in general
Western trade has an orientation to the West and across the
Atlantic, this is going to be an impediment to improving their
relations with the East. It is one of the arguments that is most
frequently used by those who wish to see Western Europe separated
from the United States. I believe it to be a false argument, and I
would hope that in our future policy we should see that no color is
lent to it.

Mr. Chairman, there are not many other comments that I would
wish to make. If T have said certain things to suggest that the old con-
cept of free trade has its limitations, this is not because I think that
we should therefore do less to achieve the freeing of trade, but simply
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to point out that we need to do many more things as well, that we
cannot stick to the old simplicity of the idea of freeing such things
as tariffs, and that we have got to take the matter much further. We
have become quite accustomed to the idea that in order to help the less
developed territories we must be prepared to depart from pure free
trading doctrine in order to help the weaker parties.

And T think it is worth mentioning that something of the same issue
arises between industrialized countries in the so-called technological
gap which there is between the United States and Western Europe.

This again is one of the arguments most frequently used by those
who are urging Western Europe to separate itself from the United
States. I am not going to spend much time on it. It is not strictly, T
suppose. a question of trading policy. It is more a question of invest-
ment policy. And it largely concerns the great American corporations
which engage in international investment on a large scale.

The only point I would like to leave with you on this is that it seems
to me that there are many great American corporations highly ex-
perienced in the field of overseas investment which have realized that
in order to avoid political resentments against American power, against
the taking over of local industries by American companies, they have
to adjust their policies. They have to accept something which in the
purely commercial sense may be less than the best solution for them.
I think it would be very wise of them to do so, because unless this does
happen—and perhaps in particular unless rather special steps are taken
to see that a substantial amount of advanced research is done in coun-
tries outside the United States—I am afraid there may be a tendency
to put up certain barriers to the free interchange of technology and
investment between Eurepe and the United States just at a time when
we would like to see the opposite happen. The fact that this situation is
no fault of the United States, indeed it is precisely due to the fact that
they are technologically excellent, and that their industrial manage-
ment is normally better than that of other people, doesn’t affect the
fact that there are political disadvantages which may result unless
the problem is fully recognized.

In conclusion, I would like to say that it is well realized, certainly
in my country, and I think in most other countries of the Western
World, that we owe a great deal to U.S. policies in recent decades for
the liberalization which has occurred. If the United States had taken
a different line, we would be very much more sharply separated from
cach other technically and politically than we in fact are. It is of enor-
mous importance to all of us that the United States should maintain
this attitude of wishing to see trade on a multilateral basis and freer so
far asit can be made freer.

‘We are encouraged to think that this will go on by our experience of
U.S. policy in the past, which has shown that, even at the cost of
short-term inconvenience, the United States is often prepared to take
the long view.

(The prepared statement of Mr. Younger follows:)

PREPARED STATEMENT OF KENNETH YOUNGER

I am grateful to you, Mr. Chairman and to this subcommittee for the honour
vou have done to me in inviting me as a non-American to participate in your
hearings on future United States Foreign Trade Policy. Now that the Kennedy
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Round, with whose initiation five years ago many members.of this subcommittee
were so closely associated, has just been brought to a much more successful con-
clusion than had at one time seemed possible, it is good that we should all be
reminded by you that this is a moment not only for congratulating ourselves
on what has been achieved, but also for giving our minds to the next steps which
we have to take in the promotion of world trade.

The moment is of course a difficult one for forecasters, since it is still too
early to feel sure what effect the agreements reached in Geneva will actually
have upon the flow of trade. It will be several years before the negotiators will
know for certain whether their calculations were sound; and until this becomes
clearer, governments are unlikely to commit themselves to fresh policies. For
that very reason there may be a chance to influence future thinking by free
discussion.

There is one uncertainty in the present situation which particularly affects
Britain, her exclusion up to the present time from the Buropean Economic Com-
munity and the doubt whether her second application for membership is going
to succeed. It may be appropriate for me to start by saying something on this

issue.
BRITAIN AND THE B.E.C.

Contrary to the hope entertained in 1962, PBritain had to participate in the
Kennedy Round negotiations, from start to finish, on the assumption that she
would be outside the Community at least for several years to come. From Janu-
ary 1963 until the end, negotiations for her entry were not even in progress and
there was no certainty about their renewal. In these conditions the British nego-
tiators could hardly be expected to adopt all the positions which they might have
done had British membership of the Community seemed imminent. The fact that
some continental critics have blamed Britain for having shown herself in suffi-
ciently European in these talks illustrates the dilemma in which she is at
present placed.

It is still impossible to name a date when Britain might join E.E.C., but on
the issue of whether she will join at some time or other, I would suggest that
calculations should now be based on the strong probability that she will. Al-
though it is clearer now than in 1962 that President de Gaulle will keep Britain
out if he can, he has obtained virtually no support for this policy among his five
partners in the Community, and even in France there is a substantial body of
opinion which does not share his view. The opposition to British entry has thus
a temporary look; whereas the conversion of Britain to the policy of joining
.E.C. seems more durable. It has occurred as a result of serious examination
of available alternatives over a peried of more than five years, and this . has
produced unanimity among political leaders of all the main parties, solidly
backed by an overwhelming consensus of industrial opinion. The British drive
for entry therefore seems less likely to change than the French opposition to it.

It is true that the question is still being asked whether, if the British applica-
tion were to be blocked again, the British government and people would undergo
a revulsion against Burope and look elsewhere. I do not think this likely, if only
because Britain has already considered all other possibilities and found them
wanting. I believe that she will cling to the concept of a partnership between
Europe and North America, in which she will be an integral part of a growingly
united Buropean component. This concept, which used to be called the Grand
Design, has suffered some setbacks in the last five years. Its realisation may now
seem 2 longer business business than was once hoped. But it is still the sanest
pattern that has been proposed for the Western world and it should not be lightly
given up, nor should anything be done for tactical reasons which might make it
harder to resume an advance towards it.

In this connection I should like to make a comment on the proposal for a
North Atlantic Free Trade Area. As I understand it, those on this side of the
Atlantic who have promoted it are, broadly, those who favour the entry of Britain
into E.E.C. as part of a wider Atlantic grouping, but feel that, if this course is
blocked, an immediate alternative should be envisaged, which does not require
the Community’s co-operation. The Free Trade Area could leave room for the
Community to join in at a later stage, but in the meantime would proceed sepa-
rately. There is the further idea that the mere formulation of this alternative
may in itself be a useful tactic in bringing pressure upon the Community to
agree to Britain’s entry.
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This proposal has not met a ready response in Britain where, in contrast to
the United States, its supporters are to be found wholly among those who have
been either hostile or at best lukewarm towards British entry into the Com-
munity. As a tactie, it is seen as being unlikely to bring pressure upon Britain’s
friends in the Community to help Britain join and more likely to cast doubt upon
the firmness of Britain’s newly-acecepted commitment to Europe.

I shall return to the NAFTA proposal in another context. For the moment I
only want to say that it does not affect my belief that Britain will now pursue
her objective of joining E.E.C. with persistence and that she will succeed, only
the date of success being in doubt.

By the time that governmental decisions have to be taken about new trading
policies, this uncertainly may or may not have been resolved. In any event, I do
not anticipate that British entry into E.E.C., though it would inevitably affect
her attitude on particular tariffs, would alter her fundamental attitude to what
your Trade Expansion Act called “open and nondiscriminatory trading in the
free world”. From the time of her entry, Britain would of course be negotiating
through the BLE.C. and would have to adopt as her own the common attitudes
which had been agreed within that body. I now turn therefore to consider what
the attitudes of the E.E.C. have been shown to be in the course of the Kennedy

Round.
THE EvoLviNe ATTITUDE oF E.E.C.

It is of great significance for the Community and for the world that these
gruelling negotiations were carried through to success on behalf of the Six mem-
ber nations by the European Commission as their sole spokesman. There could
hardly have been a stiffer test of the Community’s ability to represent a common
interest among countries whose national attitudes were widely divergent at the
start. It will be remembered that the negotiations were seriously held up for
many months while the Community sorted out its sharpest internal conflicts.
Frustrating as this was for the other partners, encouragement can be drawn from
the fact that, once the internal difficulties were resolved. the Community emerged
strong enough to negotiate as a single whole and. in the closing stages, proved
capable of greater flexibility than would have been attributed to it only a few
months before.

I have already referred to the fact that, on a number of important points,
Britain came into conflict with the Community. As examples, our attitude over
steel disappointed them; their attitude over heavy trucks disappointed us. But
on the wider issue of the approach to the structure of industrial tariffs among the
advanced nations, no serious differences of philosophy or principle emerged.

Indeed the fact that, in a field where the target had been set at a 509 across-
the-board cut in tariffs, an average cut of 359 was actually achieved is surely
strong evidence that really sericus differences of principle cannot have existed
among any of the main trading nations represented at Geneva. It was not doc-
trinal differences which caused the greatest difficulty, but rather the power of
sectional interests to exert pressure upon governments, YWhether a different
situation might have been revealed if, as had been hoped in 1982, the enlarge-
ment of the Community had led to the raising of the target for many of the cuts
from 509, to 1009, we cannot know. For the difference between lower tariffs and
no tariffs at all is a qualitative as well as a quantitative one and raises some new
issues on which there might have been more fundamentail disagreement.

All that one can confidently state about the attitudes of E.E.C.. as demon-
strated in the negotiations, is that within the limits which were set by the actual
course of events, the earlier fear that we might be faced with a determinedly
inward-looking and protectionist Community was not borne out. At the end of
the Kennedy Round a split between the Community and her Western trading
partners on this score seems much less probable than it once did.

Tee Less DEvErLorEp COUNTRIES AND UNCTAD, 1968

It has been widely noted that the success of the Kennedy Round in satisfying
the wishes of the more advanced countries in respect of industrial tariffs was
by no means matched by successes on the issues of primary concern to the less
developed countries. To some extent, this is a reflection of the fact that the
efforts of the negotiators had to be concentrated on avoiding a failure of the
whole Kennedy Round, which seemed all too likely during the greater part of the
period, and that the necessary time and energy for dealing adequately with the
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problems of developing countries simply could not be found. This is one of the big
pieces of unfinished business to which attention must now be turned. The pros-
pect of the second United Nations Conference on Trade and Development, due
to be held next year in Delhi, is sufficient to ensure that we shall not be allowed
to ignore it.

We all remember how, at the first UNCTAD in 1964, the impressive solidarity
of the less developed countries was matched by almost total disarray among the
leading industrial nations—including incidentally the Soviet Union. On the
issue of preferences, the differences within the Western world at that time could
be crudely stated in these terms; the United States maintained its traditional
opposition to preferences, as a legency of dying imperialist systems; the Com-
munity, in upholding its association agreement with former colonial territories,
maintained that though this might be a legacy of colonialism, it was nevertheless
an essential prop for these struggling economies ; while Britain, at the end of the
Conference, proposed to generalise the various preferential systems, giving pre-
ferences to all the less-developed countries alike.

Various events which have occurred since then encourage me to believe that
something on the lines of the British proposal of 1964 may now be more generally
acceptable that it then was. I base my optimism partly on President Johnson’s
statement to the Inter-American Summit Conference at Punta del Hste last
April, when he said that the temporary tariff advantages for all developing
countries by all industrialised countries would be one way of increasing the
export earnings of the less developed countries. I base it also on the belief that
the thinking of the E.E.C. on this issue, though not yet crystallised in any
decisions, has been moving in the same direction, and that it too might now be
willing to consider generalising to all developing countries the preferences at
present given only to its associated states. The amount of tariff protection given
to these states on their main tropical products was in any case substantially
lowered by the Yaounde Convention of Association of December 1962 in return
for increased financial aid for development. Moreover, the importance of prefer-
ences, as opposed to other aids to development, will diminish as tariffs are
generally lowered, and this should make it easier to secure the acceptance by
the Community and its Associated States, of a change in the system.

So far as United States policy is concerned, I would hope that President John-
son’s willingness to consider giving temporary tariff advantages to developing
countries might lead to the United States adopting a more positive attitude to
the recent proposal of the Director-General of the GATT, that the Kennedy Round
cuts might be implemented in full in a single installment for the developing coun-
tries, or at least at an accelerated rate. It seems to me that this, by giving them
an advantage that would diminish to zero at the end of 5 years would exactly
correspond to the President’s thought. I understand that legislation would be
needed before such a scheme could be implemented in the United States, but I
would suppose that this might seem a less formidable obstacle to a Committee
of Congress than to the Administration.

If I am right in thinking that doctrinal differences among the major trading
nations on this question are beginning to lose their sharpness, I would hope that
UNCTAD might produce an agreement to pursue the question of generalised
preferences being given to the less-developed world by the more developed world,
and that serious negotiations in the GATT might follow the UNCTAD Conference.
Something of this kind is surely going to be needed, if the tendency to favour
regional preference systems is to be checked; for the abolition of the present
systems without anything being put in their place would be fiercely resisted.
In contrast, a generalised system would enable both the Community and Britain
to reconcile their concern for the interests of their former dependencies with the
desire, which they share, to give some satisfaction to other trading areas, par-
ticularly Latin America.

There are other questions which are of even more concern to the less developed
countries. One of these, which admittedly only affects a limited number of them,
mainly in Asia, is access for their manufactured and semi-manufactured goods
to the markets of industrial countries. Of more general concern to a wider range
of countries is the question of commodity agreements for raw materials and
food stuffs. I believe that the United States acceptsin principle the need for agree-
ments to establish stable and reasonable prices for at least some of the staple
commodity exports of developing countries and to avoid continuing surpluses.
But in practice progress has so far been exceedingly limited, partly no doubt be-
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cause of a built-in tradition in Western trading countries, and especially in the
United States, against interference with market forces.

The main point which I wish to make on this is that it is now tacitly recog-
nised that the concept of free trade does not include free trade in agriculture—
in circumstances in which virtually every country insists on regulating its own
agriculture and protecting its producers, it is not plausible to object on theoret-
ical grounds to the organisation of international markets. Here again the main
obstacle, apart from the intrinsic difficulty of establishing what are reasonable
minimum prices, levels of production, and so om, is not the doctrinal one, but
quite simply the strong pressure exerted by special interests.

These pressures are particularly strong in the United States, whose nego-
tiators have, in general, felt able to work towards commodity agreements only
where there is an American export interest, as in cereals.

I would not feel myself well-qualified to dispute with you the details affect-
ing particular commodities, but I think it important to stress that the general
issue of commodity agreements is of the greatest significance to the developing
countries and that full American co-operation is going to be indispensible if
progress is to be made. In some cases, such as cocoa and sugar, the problem is
already urgent and is bound to be a main topic at the UNCTAD in 1968. It is
very much to be hoped that, when the time comes, it will be possible for Con-
gress to give its support to a more active policy in this aspect of international
trade.

NOXNTARIFF BARRIERS

One thought which seems to have imposed itself forcefully upon all those who
participated in the Kennedy Round is the growing importance of non-tariff bar-
riers to the free flow of trade. As tariff barriers are lowered, the relative im-
portance of the non-tariff barriers increases.

This issue arose from time to time during the Kennedy Round and in a few
cases some practical progress was made, but it did not occupy the centre of the
stage. It was, howerver, identified by almost everyone as being one of the next
and hardest items for inclusion in any future agenda. Indeed, it is not at all
certain that agreement on a further round of substantial tariff cuts will be even
worth attempting unless it can be preceded or accompanied by progress in this
more intractable field. Some tidying up of the results of the Kennedy Round
will no doubt be possible and perhaps some further attempt to “harmonise”
tariffs which are seriously out of line with average practice. But measures of
this kind would be the completion of the past phase rather than a step forward
into the new.

Some of the more obvious non-tariff barriers, such as diseriminatory customs
definitions, attracted attention during the Kennedy Round, but many others
have hardly begun to come under discussion in the GATT. I am thinking of such
devices as differing tax provisions, or discriminatory arrangements for tender-
ing and purchasing by governments and public authorities. These often cover
a wide range of capital goods and equipment and are by no means limited to
the defence field.

There is a fairly wide-spread impression that, although all governments en-
gage in these practices to some extent, non-tariff protection given to producers
is more extensive in the United States than elsewhere and that, in consequence,
there will have to be active co-operation from the United States if this thorny
subject is to be adequately tackled. It is well recognised that this may pose
difficult problems for the United States Government.

Many of these practices are deeply engrained in the business thinking. Any
attack upon them is fiercely resisted by the industries affected, a current ex-
ample being the agitation in some parts of the chemical industry against the
undertaking given by American negotiators at Geneva to reconsider the Amer-
ican ‘Selling Price. Since American exports only account for about 3% of the
Gross National Product and imports for even less, it is harder than it would
be in some other countries to argue for reducing protection on grounds of the
national economic interest. It is instructive to note that the corresponding*
figure for Britain in 1966 was 229, of Gross National Product for exports and
slightly more for imports.

If this particular difficulty applies to the United States in special measure, other
difficulties apply to evervone. In the first place, whereas an exchange of tariff
concessions can be quantified and its fairness made apparent, in non-tariff nego-
tiations like is not being traded against like. Nor is the effect of a concession



THE FUTURE OF U.S. FOREIGN TRADE POLICY 143

similar as between different countries. A round of non-tariff bargaining on a
multilateral basis is therefore something of a nightmare to contemplate. Never-
theless its possibilities and limitations must be explored if any further freeing
of trade is to be attempted. In the second place, most of the practices involved
are widely regarded as matters of domestic policy and pressure from foreign
countries to alter them is consequently resented as interference.

The approach of the B.E.C. to this question is of very special interest. Although
in the early days of the Community the common external tariff was seen as the
essential instrument for forging future unity, as the work has proceeded, the
task of reaching common economic policies and of harmonising such things as
tax systems and transport arrangements has come to seem more important still.
Indeed it is sometimes said that the elimination of internal tariffs could never
have been accepted by the member states had the Community not also begun to
secure greater standardisation over a wide range of economic activity. There is
nothing surprising in this when one remembers that the object of the Six in
coming together was always to form an economic community, the Common
Market bein gonly one of the means for achieving it.
 In the light of its experience so far, the Community looks with growing dis-
favour on any policy which aims simply to abolish tariffs without imposing any
form of common economic discipline. A Free Trade Area, it is contended, is a
nineteenth century concept. The concept appropriate to the twentieth century is
economic union, which permits the taking of responsibility not just for foreign
trade but for such purposes as stability, growth, currency strength and full
employment.

So far as B.E.C. itself is concerned, it is hard to challenge this doctrine or to
deny that, whatever may have been the case at the start, other things are now
more important than the common external tariff in holding the Community
together at least in the sense that it is only the existence of the common tariff
and not any particular level of tariff that now matters from this point of view.
But in applying this to wider groupings, such as the Atlantic nations or the
members of O.E.C.D., for whom common political and economic institutions are
either impossible or a rather distant dream, the implications require careful
thought.

What limitations, for instance, does this doctrine place upon the elimination of
tariffs among a group of countries which are not contemplating economic union?
May it be that the willingness of the constituent parts to work towards con-
formity over a wide range of essentially domestic matters is the limiting factor
which determines how far the group can usefully attempt to go in abolishing
external barriers to trade? I had this in mind when I reflected earlier that if
the target for the Kennedy Round had been a tariff reduction of 1009 instead
of 50%, differences of fundamental doctrine might well have been exposed.

NORTH ATLANTIC FREE TRADE AREA

It is in this context that I wish to revert briefly to the proposal for a
N.ATT.A. In view of the E.E.C.’s attitude which I have attempted to describe,
it is inconceivable that the Community would join such a body, either initially
or at a later stage. For Britain and some or all the members of EFTA, to join
the NAFTA would be the surest way of making permanent the present division
of the Six and the Seven within Western Europe, and of inviting the very separa-
tion of E.E.C. from North America which it is one of the objects of Western
trading policy to prevent.

It will be, in my view, much wiser and more realistic to cling to the concept
embodied in the Old Grand Design, namely that there should be a genuine com-
munity on each side of the Atlantic, and that the economic relationship between
the two should be as free and non-discriminatory as persistent negotiations can
make it. Britain should form part of the European Community and if at first
she cannot get in, it is nevertheless worth her while to wait. The lowering of
tariffs as a result of the Kennedy round will make the waiting period less difficult
for Britain than it would otherwise have been.

I can imagine a pattern of this kind creating in due course a genuine, if
institutionally limited, unity within the Atlantic world, whereas the NAFTA
solution, if it were to be accepted by governments, which at present 1 do not
expect, would in my view lead only to a dangerous fragmentation and would
risk a lasting estrangement of Britain from the Community.
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TrapE WITH CoMMUNIST COUNTRIES

Before I close I want to eall to your attention one other topic upon which
Buropean and British views have been changing fast in the years since the
Kennedy Round began.

I refer to trade between the West and the Communist countries, especially
those of Eastern Europe. This has been, I know, a relatively small part of the
trade of all Western countries and an almost negligible part of United States
trade. Although there are Communist governments in the GATT, the work of
GATT has had little relevance to what has come to be called East-West trade.

The point which I wish to make is that the importance of this trade has been
rising fast in Europe and that great efforts are being made, on both sides of
the divide, to accelerate this trend. Over a 9-year period the exports of the East-
ern bloc to E.E.C. have gone up by 1259, starting, it is true, from a very modest
base.

Though gquantitatively this trade may still be of only secondary importance,
its political significance is increasing in two ways. In the first place, improved
relations with Eastern Burope have become one of the major political objectives
of both France and the Federal Republic of Germany. In the new atmosphere
in Europe, it is important that the Atlantic orientation of western trade should
not seem to be an obstacle to simultaneous increase in trade with the Bast.
‘While the limit of trade with Eastern Europe is still set principally by the capa-
city of the Eastern countries to produce goods which are acceptable in Western
markets, there are various forms of Western discrimination or quota restric-
tion which add to the difficulties. For instance, in so far as restrictions are im-
posed upon the export by Western Europe to Commurist countries of goods
which incorporate American patented processes, this is now counter-productive
in relations between Western Europe and North America. I had a rather ludi-
crous example of this in my own Institute recently, where we found that we
could acquire a second hand American calculating machine, worth some $450
only if we signed an undertaking not to export it to a long list of Communist
controlled countries and even the British colony of Hong Kong. It may be timely
to consider how far these regulations still fulfill any important American
purpose.

The second way in which East-West trade is acquiring new significance lies
in the keen wish of several East European countries, notably Czechoslovakia,
Poland, Hungary and Romania, to maximise their Western trade. There are
growing signs that they may be willing to make adjustments in their own in-
dustrial and commercial practices in order to facilitate this trade and that these
adjustments in turn contribute to the general process of liberalisation and to the
decentralisation of authority within the Communist world, which the West has
long professed to welcome.

‘What is being suggested here is not any drastic re-orientation of the trade of
the United States itself with Communist countries, which seems likely to remain
marginal. It is rather a further shift away from the spirit of the old policy.
which deliberately discouraged the growth of trade between the countries of
East and West Europe, presumably on the assumption that, even apart from
strictly strategic issues, it was a Western objective to impede wherever possible
the economic advance of the countries of the Communist bloc. This is not a
doctrine which any longer commands support in Western Europe.

CoNCLTSION

T would emphasize in conclusion, how decisive it has been for the stability and
prosperity of the Western world that the United States has given the lead since
the Second World War in working towards a free system of multilateral trade.
Had she pursued a contrary course—and there must have been many tempta-
tions to do so—we should today be faced with much sharper divisions among
the Western countries, especially between the United States and Europe; while
the large number of newly independent countries, whose need is for the diversifica-
tion of their foreign trade, would now be tightly encased within much more
rigid discriminatory preferential systems than they are todary.

For much of the period since 1945, strategic arguments for keeping the At-
lantic countries together in the economic as well as the military sphere have
been persuasive. I have indicated my view that these particular arguments have
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lost much of their force in Europe in recent years, though they have not yet
entirely vanished. But, quite independently of these arguments, there will con-
tinue to be an enormous advantage, both for the developed and for the less
developed world in keeping international trade upon a multilateral and, so far
as possible, a free basis. We do not want to see another retreat into national or
regional economic defensiveness such as the world experienced in the inter-war
slump.

1t is true that we are not likely to achieve the objective of complete free trade,
in the sense in which we inherited this idea from the 19th century. The respon-
sibilities which modern governments have to accept for a wide range of economic
policies virtually rule out any such simple solution. Moreover, when trading
partners are at widely different levels of economic and industrial development,
unregulated, free trading relationships tend to favour the stronger partner, so
that special arrangements designed to facilitate the development of the weaker
have to be envisaged.

We have become accustomed to this notion in considering the arrangements
to be made between the developed and the less developed world, though, as I
have said, we have not yet gone far enough in carrying it into practice and are
under pressure to go further. We are less accustomed to recognise that a similar
kind of tension may also arise between industrialised countries, as it has in the
current argument about the technological gap which has opened up between
the United States and Europe.

I have not spoken of this because it is not strictly a question of trade policy,
but it is one of the causes of a certain defensiveness in the European attitude
to its economic relations with the United States and it would be unwise to
ignore it.

An improvement in European performance in both technology and industrial
management is, no doubt, the indispensible remedy for this situation and one
may hope that the evolution of a larger and more integrated community in
Europe will contribute to this end. But this is bound to take time. In so far as
American policy can help, perhaps attention should be paid to some modification
of the attitude of American Corporations in the modalities of their overseas
investment. The reluctance to share ownership of the equity of overseas sub-
sidiaries with non-Americans and the difficulty of decentralising advanced re-
search so that an undue share of it is not concentrated in the United States is
already giving rise to defensive reactions in some European countries, both
against American domination of whole industries and against the prospect of
advanced technology becoming increasingly an American prerogative.

The fact that this situation arises from American excellence rather than from
errors of policy does not make it less disruptive in American-European relations.
It is in fact one of the most powerful arguments used at the present time in
Europe by those who, for a variety of reasons, wish to see Burope maintain a
certain distance and aloofness in all her dealings with the United States. There
would be political and, in the long run, economic dividends to be earned if
American investors could be persuaded to content themselves with less complete
control and to permit a larger amount of research and development to take
place in Burope. This is @ serious problem which if it cannot be handled in co-
operation with American business, is likely to result in the erection at the
European end of new barriers between the United States and Europe at a time
when in the general interest, we should be moving in the opposite direction.

I will not pursue further this question of the technological gap, only remarking
that it provides an example of the extent to which United States policies are of
direct concern to her trading partners in Europe and elsewhere. These partners
have reason to be grateful for the attitudes adopted by the United States in
recent decades. If they seem to Americans to be constantly asking for more, this
is a tribute both to United States strength, which carries inescapable obligations
with it, and to past American policies which have shown that the United States
is capable, even at some cost in short-term inconvenience, of taking a long view of
world trading problems.

Chairman Boces. Thank you very much, Mr. Younger.

Myr. Rumsfeld was here first. so I will call on him first.

Representative Rumsrern. Thank you, Mr. Chairman.

I would be interested in having a comment from both of these
distinguished gentlemen, concerning the procedures used within their
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respective governments, to the proposal to create an international
department of economic affairs in our Government. Unquestionably
this proposal is a result of Mr. Curtis’ feeling of dissatisfaction with
the procedure of handling these matters through a variety of different
agencies and segments of our Government. As I understand it, in
Great Britain there is a procedure that is not dissimilar to this pro-
posal. And I would be curious to know how you in your respective
countries do handle the problem.

Mr. Peccer. Thank you, Mr. Rumsfeld.

I suggest we should look at Europe, not at Italy or France or Ger-
many, or at least at the EEC in Brussels. In Brussels there was a start
at institutionalizing a common economic policy by delegating a mem-
ber of the commission to represent the EEC in external affairs. It was
M. Jean Rey, who is now president of the EEC. And I think that more
and more the external economic policy of the six would be made or
inspired by joint decisions taken in Brussels. We are going toward
economic integration in Europe, though at a slower pace than we would
like. And that will mean that we will have a unified organization of
the Community for foreign economic affairs.

Mr. Rumsrerp. In Italy, if T might ask, are the foreign trade and
monetary policy aspects combined within a single division of
government ?

Mr. Peccer. No. In our country, as in most European countries, the
Foreign Ministry has a kind of overall supervision of foreign economic
relations. In addition, we have a Foreign Trade Ministry. And we
have the Treasury, which deals with monetary affairs.

Mr. RostsreLp. Mr. Younger ?

Mr. Youxceer. We have a number of ministries concerned with a mat-
ter of such great breadth as the Kennedy Round negotiations. I am not
myself in Government and I may not be up to date on this. I think
I am right in saying that the primacy of the Foreign Office for coordi-
nating all of these aspects of overseas policy is still maintained at least
insofar as political issue may be at stake. But in practice, of course, it
depends very much on the content of the particular thing that is being
dealt with. And the board of trade would be, and indeed was, during
the Kennedy Round, the leading agency for coordinating the trading
policies of the Government. There are so many ministries involved that,
I don’t think it would be possible to see it as being wholly centralized
under one agency. All one can hope to do is to have an adequate system
of interdepartmental consultation and good representation on various
ministries on the delegation which is actually doing the negotiating.
And it should be possible to do it that way. You have to bring in, for
instance, the Ministry of Agriculture on some issues. I think that to at-
tempt to centralize all the work in one ministry would only be lifting
the problem of coordination te a slightly different level. You couldn’t
release yourself of the obligation to consult all of the different interests
in your government at some point or other.

I am not aware, incidentally—although I think here you would have
to ask somebody who has been personally concerned at the official level
with these negotiations—I am not aware that we in Britain suffered
any very grave difficulties from a lack of coordination among the dif-
ferent agencies during the Kennedy Round.
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Mr. Rumsrerp. I would like to have some clarification on the ques-
tion of East-West trade from each of you, also.

Doctor, in your statement you mention the firm belief that we would
be helping a positive political development with respect to East-West
trade. On page 10 you said it would have positive political implica-
tions. On page 11 you said it would be an effective way to promote
better political understanding, and added that, whereas sound trade
relations may prove to be a thawing factor. This is, of course, a point of
view. And as you know, this country engages in' modest East-West
trade. And as each of you has suggested, it is well to say we should
have East-West trade, but the cold facts are that there has to be an
economic advantage to trade and a need, and a pressure within the
economic communities of the various countries to trade. Can you ex-
pand on any of these three statements ?

And Mr. Younger, you also referred to this. Can you think of any
instances where you can point out positive political developments, or
could you possibly enlighten the committee by giving some examples
where it hasn’t really accomplished very much? One example might be
Cuba, where the United States did over a long period of time have
close economic ties. And our current situation with respect to Cuba cer-
tainly couldn’t be described as that trade having resulted from positive
political development or a thaw. I think that this question needs to be
more precisely discussed, if you could provide me with some insight.

Mzr. Procer. If I may, Mr Rumsfeld, first of all, I would like to tell
you one, I believe that I have. And I think it is substantiated by facts.
And that is, the economies of Eastern Europe and the Soviet Union
are very weak economies. When they are exposed to contacts with
Western FEurope, and more especially when they will be exposed to
contacts with the United States, they see that many of their proce-
dures and many of their ways and methods of organization are not
a match for those that we have in the West. And there are more and
more technocrats, or leaders in their countries who wish to adopt our
methods of organization in manufacturing of motor cars, or data
processing and handling, and many others. I might cite the situation
in Yugoslavia and Rumania, where we see people of high standing
from the Ministers downward who are prepared to do practically
everything that they can and to influence the organizations of their
States to come very much our way, because it 1s the only possible
way for them to manufacture at cost and in quality acceptable to their
markets, and to export new goods as their markets are widening.

I think that this has an impact. Let’s take the motor car, the boom
on which is geing on in practically every Eastern European country.
The motor car will change ways of life of those countries. Roads,
service stations, repair shops, and the possibility of moving within
their national boundaries and outside—this is a new outlook that they
have. If they had had no motor cars, they would have been much
more inward looking, restrained.

Mr. Rumsrerp. My time is up, I am afraid. Let me just see if you
would say that this is correct. From your response is it safe to say
that your suggestions concerning the desirability of East-West trade
are restricted to instances wherein the United States could be trading
with a country that did not have a strong economy because the ad-
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vantages that would accrue from encouraging that country to evolve
to a system that, as you say, would encourage consumer products,
automobiles and so forth, would not be applicable if the economy
were already strong. The argument that you have given is an interest-
ing one, and has some merit, but it would not apply to a country that
already had a strong economy, and where there was already emphasis
on consumer products, according to your definition. Is that correct?

Mr. Prcorr. Yes, sir. But I don’t know of any Eastern European
economy which is strong.

Mr. Rumsrerp. I am just trying to pin down the argument.

Mr. Prccer. And it would take a very long time before they became
stronger than they are now.

Mr. Ruasrerp. Thank you very much.

Chairman Boces. Thank you very much.

Senator Miller?

Senator Mrrer. Thank you, Mr. Chairman. I have just a couple
of questions.

Mr. Younger, you referred to a narrowing strategic goods policy.
TWould vou elaborate on that ?

Mr. Youxcer. Mr. Chairman, I think it is probably fair to say that
the importance of this particular issue, the strategic list as it used to
be called, has already diminished a good deal; that is to say, the range
of goods covered by the strategic list is already substantially less than
it once was. But I think that it would not be felt in Europe that it is
yet as narrow as it really should be. At the back of this dispute lies
a question almost of philosophy, which I tried to raise at the end of my
remarks, as to whether it is still part of the background to our policy
that we are aiming to weaken Communist countries wherever we can,
as opposed to merely seeking to deprive them of direct strategic ma-
terial and weapons.

I have no doubt at all that there was a time when the doctrine went
much beyond the strictest strategic argument, and where it was felt in
some Western circles that to hold up economic development, and to
make things difficult for the Communist countries, was in itself a legi-
timate objective of Western policy.

What I am saying is that in Europe, at any rate, I feel sure that this
is no longer the case.

I think the trivial example that I gave of my own institute shovws
that the American list—which is, I think, still considerably wider than
the list applied by other countries to their own trade—must be quite
wide. This instrument that I was referring to was a rather ordinary
office caleculating machine. Of course, you can argue that it can be used
like anything else, as part of a war effort. But to include it in a list of
strategic goods is stretching the term strategic very wide indeed. This
is the sort of thing I had in mind. I am afraid I don’t know in detail
what are the particular items to which objection would now be taken
on the American list, but I do know that there are items which are
considered to fall within altogether too wide a definition.

Senator Mrrrer. Do you think the European attitude on this has
altered at all in the light of the Middle East situation, and especially
if it is true that the Soviet Union and the bloc nations are resupplying
the Arab States with fighter aircraft and war armaments?
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Mr. Youneer. I wouldn’t have thought it made any difference. T am
not suggesting that European countries would wish to see all limita-
tions on strictly strategic goods and weapons removed. But I don’t
think it would be felt in Europe that what has happened in the Middle
East was particularly relevant to the withholding of marginally stra-
tegic goods, the sort of hardware that could conceivably be used in some
military connection, but would be more normally used in civilian af-
fairs. T wouldn’t think that Europeans would feel that that was at all
relevant when you are considering trade with a country like Poland
or Rumania. It would be thought to have nothing to do with it at all.

Senator Mirrer. Well, suppose that Czechoslovakia were providing
tanks for Egypt, and other war armaments, and there were a danger
that this could result in a closing of the Suez Canal to the European
nations. Do you think that under those circumstances that it would be
prudent to expand trade between Britain and Poland and Czecho-
slovakia? :

Mr. Youneer. I would very much like to know from Dr. Peccei if I
am misrepresenting the European point of view on this, but T would
think that in most countries of Europe, and I am sure in Britain, peo-
ple are looking to a continuation of closer relations and of detente,
which after all has been going on between the Communist world and
the Western world at least for the last 3 or 4 years, at least since the
Cuban crisis. They are not thinking of reverting to the earlier situa-
tion which existed, say, in the late 1940’ or 1950’s, because there was
never believed to be a military danger. The object then was to weaken
the adversary without any discrimination. Whether it was the Soviet
Union or Poland or Yugoslavia or Czechoslovakia, the object was to
weaken them. I do not believe that this philosophy holds anywhere in
Europe at the present time.

Senator Mirrer. But if the philosophy moves from a philosophy of
weakening to one of strengthening, or to one of a timing, the oppor-
tunity for expansion of East-West trade would be a factor in causing
certain actions which Europe does not like to stop. What I am getting
at is that it seems to me that a closing of the Suez Canal, possibly the
withholding of petroleum shipments from Arab States, is of great
importance to Europe, and that with a view to enabling that situation
to cease, there is the opportunity for East-West trade to be expanded
which could be used as a bargaining point to mediate the situation in
the Middle East. In other words, it doesn’t necessarily come down to
widening an economy, I don’t think that is putting it realistically. It
gets down to a matter of the negotiating propositions.

Mr. Youncer. I would go this far, that if one is trying to get im-
proved relations between the East and West there is an element of
diplomatic bargaining over a situation like the Middle East. in the
sense that you can say, well, if you are wishing us to be more friendly
in this or that sphere of policy, you can’t expect to be free to conduct
wholly hostile policies in another area. This, of course, is eenerally true,
T suppose, as a diplomatic proposition. The whole world in that sense
is one, when you are dealing between great powers. But I would have
thought the connection between the closing of the Suez Canal, possibly
as a result of some Soviet moral or material backing for Egypt, and the
provision of more or less normal civilian goods, capital equipment
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to, say, Rumania or Hungary would be thought in Europe to be very
slight and, indeed, virtually nonexistent. I don’t think people would
see this as a possible bargaining element of any importance.

Senator Mrrrer. But certainly this must be a two-way street. If the
bloc nations looked upon the expansion of East-West trade with great
hope and expectancy, I can’t understand why you say that this is a
rather slim or marginal factor. I would think it would be a very great
factor. And certainly, as you point out, their economies are weaken-
ing. If they have a hope to strengthen them, I would think it would
be a very big factor. I can’t understand why you would play that factor
down in the diplomatic bargaining arena.

Mr. Youxcer. I think there are rather important differences, if I
may say so, between us on this. I suppose one of them is perhaps the
assumption that by withholding some commodity from Rumania one
can thereby bring direct pressure on the Soviet Union because of these
other matters. It is much more the Soviet Union that is involved in
the Middle East than it is Rumania, Hungary, or Poland. We don’t
regard the bloc, to use the old out-of-date phrase, as being very much of
a bloc any more. And the danger that I see in what you have been say-
ing is that this sort of doctrine can be used in Europe to support the
proposition that Western Europe and Eastern Europe can never get
back on reasonable terms so long as they have to follow an American
policy of the kind which you have outlined. If the United States is
always going to suggest holding back on FEast-West trade with
Hungary or Poland because of annoyance with the Soviet Union in
the Far East or Middle East or somewhere, this is precisely the argu-
ment that is used in Europe for separating Europe from the United
States. I always combat that argument.

Senator Mitxizr. I don’t think you have precisely stated the American
policy as I understand it. And the American policy is certainly not
this at all. It is a temporary matter hoping that in time it can develop
Into a genuine trading partnership. But it is a matter of timing. It
is not an always, forevermore negative proposition at all. So, I think
we ought to make that clear. But it just seemed to me—and I appre-
ciate your frank comments about the attitudes, the European atti-
tudes—and I was trying to point something that might be timely,
because I know petroleum is of great concern to free Europe, and if
Europe received the impression that the bloc nations were contributing
to the difficulty of petroleum, I would say that from an American
standpoint it would not appear to be a proper and prudent time to
start expanding the trade. It would be a proper and prudent time to
hold out the opportunity for expanding trade when the petroleum
problem is diminishing.

Now, there is another point, too. I don’t think that we ought to say
that the American viewpoint toward the Soviet Union is identical
with the American viewpoint toward the so-called bloc nations. I
would like to ask you whether you feel that the trade approach ought
to be identical vis-a-vis the Soviet Union and the bloc nations or
whether you would recommend perhaps a more relaxed trade position
with some of the bloc nations as against the position toward the Soviet
Union at this time.
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Mr, Younezr. I don’t know that I really can conceive of any prac-
tical way of distinguishing between the Soviet Union and the other
Communist countries in terms of discrimination against their goods.
I wouldn’t have thought that one would want to have any specifically
separate policies. But of course I can see that on the other level that
you were referring to; namely, diplomatic negotiation over certain
situations unconnected with trade, like the attitude toward such areas
as the Middle East or Southeast Asia, there might be a different diplo-
matic situation between the United States and the Soviet Union from
what there would be between the United States and one of the small
countries of Eastern Europe, whose say in those matters would ob-
viously be minimal. These are matters which it would hardly be rele-
vant to talk about in the smaller capitals, but it would be relevant to
talk about them in Moscow. To that extent I can see that there is a
distinction to be made.

Senator MitLer. And then that would lead you to conclude that
there could be a difference in the trade basis as between one or more
of those countries, and the Soviet Union? Would you go that far?

Mr. Younaer. I would expect that there probably would be as far as
the United States is concerned. I think I am right in saying that there
are distinctions made by the United States as between, for instance,
the Soviet Union and China, or the Soviet Union and Cuba. These
countries are not on an absolutely equal footing in U.S. policy at the
present time, as I understand. So, I expect that for political reasons
this distinction would probably be maintained. I don’t know whether
it would have much relevance except as regards the United States own
trade. So far as the trade of, shall we say, Belgium with Poland, or
with the Soviet Union, I doubt if the distinction would have much
relevance.

Senator Mirrer. As far as you are concerned, you can see no partic-
ular difference in the trade basis that should exist between Poland,
Czechoslovakia, Rumania, and the Soviet Union ¢

Mr. Youneer. As regards the regulations one made for it, I would
think probably not, no.

Senator Mirer. Thank you very much. My time is up.

Chairman Boees. Thank you, Senator.

Mr. Widnall?

Representative WionarL, Thank you, Mr. Chairman.

Dr. Peccei, Mr. Younger, we certainly appreciate your coming be-
fore the committee this morning and giving your statements. I am sure
you have made a fine contribution to the discussion we have at hand.

I want to express my regret that I was unable to be here at the time
you gave your statement. But I had advanced copies, and I read them
last night, and I prepared questions.

Dr. Peccei, you mentioned the need for a sobering international ac-
tion to bring under reasonable control the tendency toward the extend-
ing of longer credits to Eastern Europe and the Soviet Union. Would
you say that in the technological position that Eastern FEurope finds
herself today that there is an opportunity beyond which long-term
credit becomes, in actuality, a form of economic assistance?
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Mr. Prccer Yes, sir. Very substantial and long-term credits to any
of these countries will in the end result in economic assistance. I think
that what we should have for the United States and Europe is a com-
mon yardstick, and that we should not compete with each other in
extending more favorable terms, either for long-term or short-term
credits, to the Soviet Union and Eastern Europe.

Representative WipxarL. Would 15-year credit terms on a million
dollar industrial plant incorporating the latest Western technology
constitute a form of assistance not generally available to normal trad-
ing partners? I think you know what I have in mind when I am talking
about that.

Mr. Prccer Yes,sir.

Representative Wimxarr. We have, as you know, the Berne Union,
which was a multilateral agreement reached by Western Europe and
the United States in 1934. This informal agreement discouraged credit
terms beyond, I believe, 5 years. The Berne Union limitations, are they
still realistic, or should they be renegotiated ?

Mr. Prccer. The provision for the limit of 5 years in the European
agreements has been in fact disregarded by all exporting countries with
respect to all the developing nations and also in the case of Eastern
Europe. Europeans have extended credits to India, Argentina, Brazil,
and others on much longer terms than those. As to Eastern Europe I
think we should come to a certain understanding among us that the
rule should be for instance, 8, 9, or 10 years, and then stick to the
agreed terms. The terms you mentioned a while ago should be consid-
ered as a very exceptional case.

Representative WipxarrL. What are the terms?

Mr. Prccer. Payment will begin after completion of delivery and
will take place from 1971 to 1979.

Representative Wipxarr. What interest rate is charged ?

Mr. PeccEr. 5.6 percent.

Representative WixarL. Is it not a fact that sometimes reckless
extension of credit to the East was one of the prime sources of trouble
for the Krupp industries in West Germany?

Mr. Peccer. Would you repeat that?

Representative Winxarr. Is it not a fact that reckless extension of
credit to Eastern Europe was one of the prime sources ¢f trouble for
Krupp Industries in Western Germany ?

Mr. Peccer. I am not sure of that, because I think the credit ex-
tended was not in very big amounts. I think in the case of Krupp the
trouble had something to do with management.

Representative Wipxarr. T don’t have the figures here, but T thought
it was quite sizable. With regard to the proposed Fiat deal with the
U.S.S.R. have any orders for machine tools been placed with U.S.
firms yet? _

Mr. Prccer. To my knowledge no, because the necessary credit ar-
rangements have not yet been approved. If they will eventually be ap-
proved, there is a long list of machines which will be ordered by the
Soviet Union on the recommendation of our technical people.

Representative Wmxarn, Would Export-Import Bank participa-
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tion in the U.S.S.R.-Fiat arrangement be an absolute necessity or
consummation ¢

Mr. Procer. I am not in a position to give you a lucid answer.

Representative WipNarL. Is Fiat prepared to move ahead without
U.S. machine tools?

Mzr. Procrr. In all likelihood, yes, because there surely are other
machine tools, which can be obtained from England, Germany, and
perhaps Italy, and which can be a substitute for the U.S. machine tools
which are considered now.

Representative Wipxarr. I have been very interested in looking over
some trade figures which I obtained from the Library of Congress on
the balance of trade of Western European countries and the Soviet
Union and Eastern European countries in 1965, and the first half of
1966. These figures show a considerable deficit in trade with the Soviet
Union for both 1965 and 1966, and a deficit changed to a surplus
with Eastern Europe in 1965 and 1966. Now, given the change between
1965 and 1966 from a deficit to a surplus intrade with Eastern Europe
as opposed to the Soviet Union, what has been the reason for this?

Mr. Prcoer I think in the case of the Soviet Union they are buying
presently more than they are selling in Western Europe; and they
are buying on credit terms and selling mostly cash.

Representative WinpnaLL. Actually, the balance is in favor of the
Soviet Union for both 1965 and 1966 in the trading with Western
Europe?

Mr. Prccer. It might be that they stepped up their sales to Western
Furope to offset the adverse trade balances.

Representative Wipnarr. I would like to ask both of you, should
we really be talking of East-West trade as a whole, or rather trade
with particular countries?

Mr. Prccer I think that if we consider our long-term policies, that
is, what are we going to do as far as trade is concerned with that part
of the world during the next 10 years, we should devise an overall
harmonious policy for the whole area, which then may have different
implementations as to different countries. For instance, already now in
the case of Yugoslavia, many European countries are following dif-
ferent practices than those applied to Fastern Germany. But I be-
lieve that we must come to an overall decision as to what to do on the
long run for Kastern Europe and the U.S.S.R. as far as trade is
concerned.

1Repre'esenta’cive Winarr. Mr, Younger, would you answer that,
please?

Mr. Youncer. I don’t know that T am very well qualified in this
field to say more than I have already said. What my original remarks
were aimed at was an over-all diserimination in Western trade against
trade with Communist countries as such. And my view there was that
one would wish to see that discrimination diminished or abolished, ex-
cept in a purely strategic aspect, for all alike. Obviously, the applica-
tion of this might work out differently in the case of different coun-
tries. They have very different capabilities of trade with the West.
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Some of them would probably not be able to take much advantage of
any relaxation.

But I would agree with Mr. Peccei that in the long run one has to
treat the whole of Eastern Europe as one in this regard. East Germany
has been an obvious exception up to the present time on political
grounds. I don’t know myself whether this exceptional position is
going to survive another 10 or event § years. I think that the future
problem is going to be one of the attitude toward Communist coun-
tries in Eastern Europe as a whole rather than of discriminating in
each case, at least as far as legal discrimination is concerned.

Representative Wipxarr. It would seem to me that there is more
opportunity for economic and political benefits for trade with par-
ticular European countries rather than just in general East-West
trade. Don’t you think that that might be the best approach?

Mr. Prcoer. No doubt, and practically that is a reality already.
Also, in the near future it will be much easier to deal individually
with the Rumanians or the Hungarians, the Czechs or the Eastern
Germans. But that will be the practical side of an overall policy which
should be considered, having in mind the whole of the area.

And if I may add one comment, I think that we must try to assess
accurately which would be the results of much greater trade with that
whole area, say, in the next 15 years. Because much greater trade with
the West would probably mean a greater diversification of their econ-
omies. And this diversification will probably reduce the efforts they
are doing now, say, in the military or paramilitary fields, increase
the importance in their societies and economies of the civilian sector
and divert resources and energies towards the production of consumer
goods; that is, toward more peaceful ends. And that study is something
that I think has not been really done yet, but is worth doing on the
part of the United States and of Europe, too. In this connection I
would like to add to the records of this subcommittee if you allow me.
Mr. Chairman, a paper I prepared on this subject and which was
published in the spring issue of the Atlantic Community Quarterly.

Chairman Boges. We will include it in the record.

(The report supplied by Mr. Peccei’s follows:)

DEVELOPED-UNDERDEVELOPED AND EAST-WEST RELATIONS?®

[By Aurelio Pecceil

To place in perspective the growing world problems during the next ten or
20 vears requires far more understanding and imagination, wisdom and capac-
ity for synthesis than we are accustomed to demand of ourselves.

In modern society the issues are so broad, complex and global, and the speed
of change has become so rapid, that man’s very qualities and his capacity to
meet them will certainly be put to test.

To start with, he must realize where he is in the world and what his assets
and liabilities are; then he must consider in what direction he is actually
heading; and finally, decide where he wants to go and can go, using which
means and at what price.

What in the past was only abstract design or moral commitment we are now
in a position to consider in more positive, operational terms. And this we must

#A paper presented at the Business International Bermuda Roundtable on Corporate
Planning Today for Tomorrow’s World Market, December 15-18, 1966, Reprinted by per-
mission, from The Atlantic Commurnity Quarterly of the Atlantic Council of the United

States, Inc, Spring 1967,
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do, for our own sake, for now we control forces which match those of nature
itself and produce machines capable of multiplying the power of our arms and
brain. For the first time we may decisively influence our future, create a great
society or totally destroy it.

Therefore our thinking has to acquire a new dimension, in keeping with human
expectations and the dangers and opportunities of our various societies at this
point of history; failing which we may all too easily lose control of the shrink-
ing arena of growing contrasts which is our world.

I will attempt to give some indications as to what kind of thinking in my
opinion we should produce not only to keep this explosive arena manageable
during the next decade, but also to insure that life therein can be lived in a
way befitting our quality as civilized human beings.

Above all, the new relation between man and his future poses problems of
leadership.

If we take our macrocosm, the world as a whole, the first-choice first-refusal
right to leadership should be in the hands of peoples and countries eapable of
taking up the main challenge of our times. I am convinced that West and West
alone can, at the present time, muster the intellectual and organizational ca-
pacities in order to marshal and guide the tremendous pace of the technological
revolution and to provide thereby means and rules for the progress and pros-
perity of all mankind.

Furthermore, Western culture can greatly contribute, in a joint effort with
the other new and older cultures of the world, to the solution of the supreme
dilemma of how to reconcile man with the world which he himself is progressively
de-humanizing.

However, at the present reading the West has not yet picked up this leadership
option. Although in the race for progress it is way out ahead, this hardly means
that it is offering guidance to the others. It is not even clear if the West knows
itself where it is going.

The Western nations in fact are not united. And lack of unity has so far pre-
vented them from taking a constructive long-range lead in world affairs.

Moreover, their unprecedented riches and the protection of the U.S. nuclear
umbrella are lulling them into the illusion that they can live permanently in a
privileged position.

This is another reason why we should wake up to the complexities of our world
and think well ahead.

THE ONION LAYERS CONCEPT

It is not only a question of updating our mental approach. The necessity of
forecasting and planning for the future will have to be profoundly rethought and
the supersonic and superhuman speed of our time gives us very little respite.

Looking ahead, the first question is what new and convenient reference frame-
work can be devised to replace the now obsolete and misleading North-South,
BEast-West schematization.

Let me then sketch a unitary view of the world, a kind of model for the next
decade, although I have to concede that it is an optimist’s view. I hope it may help
formulate our forward thinking and systematize our approach to this complex
world of ours.

The world is represented by a strong core where the main forces of progress
are centered and which exerts leadership; and that is in fact the Atlantic Com-
munity. Around this great Atlantic center, irradiating force and support, are
conecentric belts of countries linked to the core itself by a variety of bonds and
interests which gradually diminish from the center towards the periphery. (See
map. )
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This image may be compared to the layers of an onion, and there are three prin-
cipal layers around the Atlantic core:

The special relationship countries; the great outside development regions; and
areas of later development,

This concept of the world of the seventies, is again geopolitical. But it makes
sense, not least when we consider it from the socio-economic development angle
and understand that development, though it be a global issue, cannot be promoted
everywhere at the same time nor at an equal rate and with equal success.

In the first layer there are groups of countries which, for different reasons,
such as tradition, culture, geographical position and level of development are
in a special relation with the Atlantic countries.

We should not spare any effort nor leave any stone unturned in order to have
them develop as rapidly and as homogenously as possible with respect to the
Atlantic area during the next decade.

OPERATION EASTERN EUROPE

First among them is Bastern Hurope. We can foresee that these countries will
tend to gravitate ever more toward Western Europe as they gradually develop
and increase their foreign trade and also because of the consequences of peaceful
engagement policies towards the East. Operation Hastern Turope should, how-
ever, be geared to Operation USSR of which we will speak in a moment.

This new rapprochement between two groups of Buropean peoples which have
been historically engaged in trade, alliances and wars, and which are bound by
a common culture, may represent a basic feature of the coming decade. Further-
more, it represents a sine qua non condition for the coming together of the two
Germanies with a view towards a later reunification ; it is therefore the keystone
for resolving one of the great problems which has remained unsolved so far.

A second group consists of the non-European countries of the Mediterranean
basin which are linked to Europe more than to any other region or country. The
veciprocal attraction between them and Europe is likely to increase in the near
future, again under the spur of growing trade, coupled with investment and
tourism and the complementary nature of the two areas in terms of demand and
supply of manpower.

Turope should see that it is not only to her advantage but also her mission to
develop these countries, which in any case cannot do the job themselves. The
concept that the Mediterranean basin—as a development area—is a prolonga-
tion of Europe serves the interests of all the peoples around its shores and by
extension the interests of the Atlantic Community itself. Probably the thorny
problem concerning Israel and the Arabs could, with strong United States back-
ing, find a solution in this enlarged European framework.

A similar special relationship is that linking the United States with the
peoples living in the great continental and insular expanse immediately to her
South.

THE CENTRAYL. AMERICAN AREA

This is. an area to which the United States is obviously rather sensitive. It
includes the Caribbean countries (Cuba as well, in due course), those grouped in
the Central American Common Market, and Mexico although she is a member
of LAFTA and deserves & position of her own. It is of prime interest to all
these countries that one of the main objectives of the Atlantic Community, and
the United States for sure, should be that of helping them draw up and imple-
ment a long-term growth and modernization plan.

Finally, the developed countries of the Pacific: Australia, New Zealand and
Japan, also participate in the Atlantic area of progress and prosperity although
they do not directly belong to it. The same is probably true for the Philippines.

All countries belonging to this first layer are in one way or another a logical
extension of the Atlantic Community and should be considered as such., They
can receive immense benefits from their integration into or association with
the Atlantic Community, while keeping their own national characteristics and
their own political philosophy and institutions.

If these achievements and developments are feasible, it would be unforgiv-
able if the Western countries did not plan ahead this way. The urgency is such
that from this very moment the United States and the European nations should
consult on how to cooperate and lead these first layer countries towards a future
of progress within the Atlantic framework.

The second layer is represented by two great regions: the Soviet Union and
South America. It will depend on their amalgamation into the Atlantic area
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of progress and prosperity whether history will see the next decade as a decade,
of great development or as a time of growing dangers for mankind.

The peaceful and constructive engagement of these external areas should be
contemporaneous fo the consolidation of the inner layer of countries more.
tightly linked to the Atlantic Community.

As far as the USSR is concerned, it is difficult indeed to forecast her political,
economic and organizational development in the next ten years.

The Soviet leaders have repeatedly declared that the Soviet Union must make
an all-out industrial effort, and that this effort is essential to her future. How-
ever, the giant bureaucratic apparatus of the country has yet to prove that it ean
undertake it.

At the beginning of this century a Russian historian pointed out that his
country’s progress was barred by the enormous weight of the state administra-
tion. Presently there is no great change in this situation. Furthermore, the
USSR must also overcome great internal difficulties before attaining such
essential goals as self-sufficiency in the production of agricultural and consumer
goods, increasing the guality and variety of industrial products, and diversifying
exports.

A NEW SOVIET COURSE OF ACTION

The Soviet Government is making an agonizing reappraisal. They have come
to accept that their industrial economy and their administrative apparatus
are entirely inadequate. Hence the new course of action based on profit and
automation.

The new Five Year Plan approved last spring embodies these directives, and
its objectives seems much sounder and more coherent than those of the previous
Plans during the last 30 years. Its nonvoluntaristic character, as they call it now
in the USSR, means that it should be more reliable, less bent on propaganda.
In this respect it goes somewhat back to the earlier Soviet tradition which is
at the root of the technique of modern planning,

The five-year period covered by the present Plan may represent a crucial turn-
ing point for the second world power. After the galling and costly setbacks in
agriculture, the system has a second chance to prove its validity by successfully
modernizing industry and substantially increasing overall productivity.

On the basis of the present situation in Russia some observers have considered
various possible developments in their forecast. In our analysis we shall con-
sider two opposite and extreme alternatives whose seeds are apparently already
present in Soviet society.

According to the first alternative, whose plausibility is to some extent borne
out by some attitudes of the present Soviet leadership, the Party and the Gov-
ernment will go all the way with the new course, courageously devoting their
energies and capacities to devising and trying new measures to bring about all
the mnecessary structural and economie reforms. For the top echelons in the
Soviet Union this will also represent a dramatic form of self-criticism.

Apart from the expected results in the economic field, important political
consequences may ensue. The inevitable social and psychological crises which
will be caused by such reforms may lead to a partial democratization of the
political system and an alliance of the establishment of the top echlons with
the intelligentsia permitting better use to be made of the country’s intellectual
capacities. )

Accurate balance of these reforms will be necessary within the USSR to avoid a
sharp downturn in the standard of living, thereby igniting social explosions. As
to external conditions, peaceful coexistence alone will probably not suffice, Only
extensive cooperation extended to the USSR by the Western countries can put at
her disposal the vast resources of foreign exchange and the managerial tech-
niques which only the West possess and which are indispensable for this historic
transformation of the Soviet economic system.

If this perspective is not altogether unrealistic, new opportunities undreamed
of during the ’50s and early ’60s open up before us. Can we let them pass us by ?
Is it possible for us to cautiously foster their appearance?

The other extreme alternative is that reactionary elements will block renova-
tion so that the status quo will continue within the USSR ; and the present in-
ternational situation of bare co-existence will go on, interspersed with recurrent
crises of the Vietnam type.

DISRUPTIVE FORCES IN THE USSR

If this occurs, the economic vicious circle of low standard of living-low produc-
tivity will in all likelihood be perpetuated. Under the spur of increasing demands
from the population the situation may one day become untenable. The disruptive
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forces still present in Soviet society would then emerge. The efforts to marshal
events by a drastic return to stalinist methods would inevitably result in a
worsening of the domestic and international situations, without solving the prob-
lem altogether.

The result might be a progressive disruption of the country with the possible
break-up of Soviet society into forms we cannot anticipate. This occurrence would
spell suffering and grave risk, not only for the USSR. And the development of
such a disruptive process could result in the Soviet leaders pursuing aggressive
policies abroad.

In any case, the break-up of a country which has a world position such as the
USSR would create a power vacuum and a chain reaction of unpredictable but
extremely dangerous crises in international relations, thereby inereasing once
again the effective dangers of war.

In conclusion, the Soviet Union may shortly find herself at the crossroads. The
decisions she will take may powerfully affect our lives. Qurs may advance hers,
and greatly influence her course. They may represent the decisive factor for the
East-West and world relationships in the years to come.

When the chips are down, the United States is bound to accord first place to
her own hemisphere and to the risks and opportunities which lie on her own
doorstep. Europe as a whole, not only Latin BEurope, is linked to Latin America
by a variety of bonds: bonds of culture, bonds of tradition, and complementary
economies, unique in comparison to other regions of the world. There are other
objective reasons why Latin America comes first and these are illustrated by the
case of Adela.

THE CASE FOR LATIN AMERICA

Adela was devised for Latin America; it could not have been launched for
any other developing area. When this novel undertaking was decided upon, the
case for Latin America was stated as follows:

The continent has been independent for 140 years, whereas in Africa, non-
Communist Asia, and most of the Middle East countries independence is new or
quite new. Latin America has had decades of experience with various forms of
self-government, or at least local government, and in most of the countries there
is deeply-held popular allegiance to the concept of government by the people.
There is a great deal of illiteracy, but there is also a great deal of literacy. The
cadres are made up of reasonably well-trained and responsible people. It will
be a miracle if Africa, for example, manages to have comparable cadres two
decades from mnow,

Latin America is also more fully prepared than the other developing areas
in the growing validity and strength of its regional institutions, such as TIADB,
OAS, ICAP, LAFTA and CACM.

Another basic difference characterizes the problem of development in Latin
America, where there are fundamental contrasts between regions and within
economic sectors. Underdevelopment in Asia and Africa, on the contrary, is
much more even. These contrasts, which are the reflection of bottlenecks and
obstacles to development, are also the symptoms of ferments and vitality which
are not to be found in the stagnating areas. They also mean that the forces of
organization are beginning their process of polarization.

LATIN AMERICAN TESTING GROUND

Finally, Latin America has had extensive experience with a system of economic
activity based primarily upon private endeavor. The bulk of activities which
Americans or Huropeans would consider to be normally in the private sector,
are in the private sector in Latin America.

Latin America therefore is presently the great testing ground as to whether
a system substantially based upon poltical freedom and private economic en-
deavor can work in an underdeveloped region. And the world work has to be
interpreted not only economically but also socially and politically.

It depends on Latin American decisions whether an adequate and combined
policy for Latin America can be started by Iurope and the United States, or
whether Europe and the United States will be inclined to indulge in their present
uncoordinated and sometimes antagonistic policies with little benefit to Latin
America.

Another question was raised some months ago by a prominent American politi-
cal leader: “whether or not Latin America can successfully walk the razor’s
edge across the development threshold depends to a large extent on whether or
not civilian, democratically elected governments there can provide sufficient
satisfaction.”
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But the progress and prosperity of 200 million Latin Americans will greatly
depend on the vision and on the action taken by the Atlantic countries as well.

If the Atlantic countries will accept their prominent responsibilities towards
Latin America as a basic feature of their long-term policies, and not only as an
extemporaneous posture in times of political and financial emergency, another
sound basis will have been established for tackling the problems of the *70s.

The third and last layer comprises the remaining countires of the world,
namely Africa south of the desert belt from the Sahara to the Red Sea (except
the Union of South Africa, which I am at a loss to categorize), China and that
part of Asia which does not belong to the first two layers.

With respect to these really underdeveloped countries (including China, some
day) we should—during the next decade—expand trade with them and extend
trade facilities; step up economie aid, technical assistance and credit support;
and help them exploit their natural resources; jointly devise how they should
“industrialize, increase agricultural productivity and organize their markets; and
.do as many other things for their benefit as we can.

We should, and do deubt will, also adopt emergency aid measures, expressing
our solidarity in case of calamity.

But in our global appraisal and planning we must be clear in our mind.

Whatever we do, these countries by and large wiil not mature towards anything
approaching our standards of organization and growth capacity. Their philoso-
phyr of life, their beliefs, values, motivations and attitudes—in some cases the
heritage of a great culture older than ours—their total approach to what we call
modern civilization, all these fundamental elements on which the future rests
are not homogeneous with ours.

THE WEST'S ROLE IN UXNDERDEVELOPMENT

Whatever we do, these countries will remain areas of later development as we
understand it, and a matter for our thoughts during the '80s under this aspect.

As we realize this situation and try to map out the future globally, we are led
to make a most painful reappraisal, that of redimensioning and timing the West’s
role with regard to underdevelopment.

It is quite obvious that we are facing here a most critieal contradiction.

In fact, on the one side, interdependence is growing and modern communication
systems make it possible for any point on the globe to be reached speedily and
promptiy, and for any people to reach other people, no matter how far apart
they are geographically, culturally or politically. Yet, on the other side, the
technological revolution, which has reached such momentum in the last few years,
is creating at the same time a gap in this shrinking world among countries which
were by and large considered to be at a compatible level of development until not
too long ago.

This gap becomes immense and awesome when it is considered with regard to

. underdeveloped peoples. It is a gap in development level. The less endowed coun-
tries are not in a condition to absorb aid and the new technology, and therefore
sink further in relative terms. In its turn, this causes a greater quality gap. As
time posses the acquisitive capacity of these countries becomes weaker and weaker
as technology becomes ever more complex. The gap widens to unbridgeable pro-
portions: a gap in per-capita income, in growth capacity, in understanding, in
everything which characterizes societies nowadays.

In fact Asia encompasses societies permeated with ancient traditions and cul-
tures, which under present conditions can hardly be expected to be infiuenced
from outside to the point of accepting radical change. Their customs are such
that many aspects of modern life appear to be totally uncongenial to them.

Sufiice it to consider the tragic struggle in India between the need of moderniz-
ing agriculture and the religious belief which makes cows and monkeys sacred,
when the sancity of cows and monkeys perpetuates starvation among men. Suffice
it to consider the turmoil incomprehensible to Western minds which is the torment
of Chira. .

As to Africa. the last continent affected by the hurricane of political independ-
ence, it is still trying to weather the transition from a highly divided tribal
society, to a nationhood in many cases difficult to trace and define. There is very
little chance of planning ahead there. The economic and poiitical viability of too
many of the new African states is questionable at best.

In the face of this situation, we must also recognize that there are definite
limitations with regard to both our human and material resources. We may feel
deeply the human urge, but it would be unrealistic for us to plan a massive and
decisive contribution toward solving the problem of underdevelopment in Asia
and Africa.
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It follows necessarily that the West will have to give priority to the countries
we have already mentioned, and postpone consideration of this massive commit-
ment in Asia and Africa by ten years or so. In the meantime, present technical
and financial aid should be continued and possibly increased for humanitarian
reasons, irrespective of the fact that we do not expect that it will in the least
change the situation for the time being.

THE ATLANTIC CORE

In the meantime we will hopefully also have set our Western house and its
adjoining areas in order, and gained more strength. From that expanded and
consolidated platform the problems besetting the vast human masses of Asia
and Africa can then be systematieally tackled with some better chance of
success. .

Advancing this conclusion, I realize that ten years is rather a long time for
a human being, and even more so for a suffering human being. But it is not
a long time in history.

The contrary solution would be self-defeating. The world, Bast-West-South-
North all together, would be doomed to bankruptey, should large (and yet in-
sufficient) resources be prematurely drawn into the blotting paper named Asia
and Africa. And probably none of the other objectives we have indicated for the
next decade would be accomplished.

The unitary concept of the world we have expounded as a basis for our
thoughts for the future rests on the assumption that the Atlantic core be there,
and that it will exude vitality and guidance.

Although the Atlantic Community of the United States, Canada and Rurope
is our foremost concern and hope, I will-not deal with it here, beyond saying
that I believe it represents quite an attainable objective for the early seventies.

Let me, however, make a few observations about Turope, the old yet respect-
able continent with traditions, vested interests, divisions, contrasts and contra-
dictions, and which represents the erux of the matter.

It is much harder to correct and amend rather than create anew, and Europe
is an example. Europe has already caused two world wars; the germ is still
latent, fortunately inactive and perhaps rendered innocuous. There.is also the
danger that new affluence may soften its societies, dampen the driving force and
imagination its best spirits must possess at the present juncture.

DISARRAY IN EUROPE

Moreover, Burope is presently at low ebb. Disarray in the BEC, difficulties
in the BCSC, gloomy economic outlook for England, uncertainty in Germany,
Scandinavia going through a recession, Spain still reluctant to adopt modern
institutions, Italy slow in reforming and modernizing her structures, Gaullism
rampant not only in France.

In spite of these real dangers, these shortcomings and these psychological
obstacles, there is, in my opinion, room for optimism. Within 18 months from
now all internal custom barriers will be abandoned in the EREC; and the great
majority of people want the United Kingdom in. Most European corporations
and many American ones, too, plan ahead with an integrated European market,
not against it. Public opinion is mature. Many other instances may be offered
that Buropean unity-economic integration at least—is not too far off.

The day the Europeans find themselves free from their present divisions and
inhibitions, and realize the marvelous adventure they are about to embark
upon, all of them together, a new Europe will emerge and the stage will be set,
I believe, for another Renaissance.

But in the context of the world situation, Europeans cannot consider Europe
merely as a new continent-state whose birth is nothing more than the integration
of an array of nation-states. They must conceive it as Europe-plus. They must
form it with the objective of marching towards an Atlantic Community, with
a keen sense of their responsibilities and chances at this juncture in history.

And in this process the influence of the United States on Europe will be enor-
mous. The major burden of steering the future course of humanity and shaping
our destinies certainly resides with the United States of America, at least pending
the creation of the Community.

There are the authentic and effective levers of power. There a new society is
growing out of its continental confinement, out of its obsolete inclination for iso-
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lationism, a society evermore aware of its worldwide responsibilities, There are
“the most advanced technological achievements, effectively and unceasingly con-
~ceived and utilized.

There the Atlantic Community must be prepared while Europe evolves towards
unity.

Because of all these formidable assets, the world, and Europe in particular
‘until it has reached its unity, rightly expect the United States to take decisive,
‘hold and enlightened initiatives toward a new world.

SECURITY IS DEVELOPMENT

In this survey I have not touched upon the military aspect, firstly because I
am utterly unqualified to speak on this matter, and secondly because I am naive
enough to believe that if we succeed imaginatively and courageously in mapping
out our objectives and in intelligently charting our way towards them, the world
will be immensely more secure, and military problems will become less and less
relevant.

For Americans and Europeans alike, let me quote a top-flight expect, Secretary
McNamara, hoping that his words really have the high moral meaning I read
in them:

“In a modernizing society, security means development. Security is not mili-
tary hardware—though it may include it. Security is not military force—though
it may involve it. Security is not traditional military activity-——though it may
encompass it. Security is development.

“Without development, there can be no security. A developing nation that does
not in fact develop simply cannot remain secure. It cannot remain secure for
the intractable reason that its own citizenry cannot shed its human nature. If
security implies anything, it implies a minimal measure of order and stability.
Without internal development of at least a minimal degree, order and stability
are simply not possible. They are not possible, because human nature cannot be
frustrated beyond intrinsic limits. It reacts—because it must.”

I am afraid that what I have been saying will stir controversy more than
arouse Consensus.

If, however, some merit is to be seen in the concepts and the study program
which I have outlined, practical questions will follow.

Let me suggest that three steps may be considered in this respect.

Firstly, that the program for the seventies be sponsored by the highest political
authorities who should lend it their prestige and maximize the impact on inter-
national public opinion of this nonpartisan endeavor to penetrate into the future.

A PRAGMATIC APPROACH NEEDED

Secondly, that the program be entrusted in fact to a non-political non-contro-
-versial institution such as a foundation of high repute, whose task should be to
prepare the terms of reference and then to mobilize and co-opt the most qualified
institutions, research centers, academies and individual experts from all over
the world. A pragmatic approach should be adopted to carry it out and use should
be made of studies by other bodies; assignments should be given to ad hoc groups
in the various fields, political, social, economiec, technical, scientific, and so on;
specific investigations, appraisals and model simulations should be made in areas
and sectors of special interest ; alternative assumptions and trends should be con-
sidered and their effects discussed; and finally the entire documentation should
be reviewed for coordination and harmonization and with a view to making pos-
sible recommendations.

Thirdly, that a report be prepared on what is expected to be the shape of the
world during the next ten years according to various alternative groups of as-
sumptions, objectives and policies; and on which strategies could make it a
better world to live in. The report should be made public, save for those recom-
mendations which by their very nature would be submitted for consideration only
to centers of power.

Business cannot progress if society and the world do not progress. Corporate
planning is meaningless if North-South, East-West relationships go unplanned.
Corporate long-range international programs require that the future world en-
vironment, conditions and consequently business climate be reasonably assured.

Howerver, I am fully aware that it is unthinkable that a program of the nature
and magnitude I have outlined should be conceived, formulated and enacted
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without the determinant participation of the International Corporation which,
inasmuch as it is international, is certainly world aware, and inasmuch as it is
a corporation, represents the highest expression of modern efficiency, drive and
capacity to deliever.

For these reasons, I believe not only that large banks and big industrial con-
cerns have a great stake in our society setting its course towards systematically
striving for a more secure and developing world ; but also that all of them should
combine and commit their unequalled organizing and planning capacity towards
decisively contributing to this objective.

Representative WioNarr. Mr. Chairman, I have two unanimous con-
sent requests, one to include to my remarks today the Library of Con-
gress report from the Legislative Reference Service on the “Balance
-of Trade in Western European Countries with the Soviet Union and
East-West for 1965 and the First Half of 1966.”

Chairman Boeas. Without objection.

(The report follows:)

LIBRARY OF CONGRESS
LEGISLATIVE REFERENCE SERVICE
‘Baiance of Trade of Western European Countries With the Soviet Union and East Europe,* 1965 and 1st Half of 1966
fIn thousands of dollars]

1965 January-June 1966
Country
U.S.S.R. East Total U.S.S.R. East Total
Europe Europe
+13,765 18,148 -6, 641 +11, 044 -+17, 685
—3,612 —27,104 —7,900 +4,378 —3,522
—14,243 —18,002 —6,876 +-808 —6, 068
—1,924 ~—6, 544 —31,843 1,051 —30,792
102, 647 28, 654 —47,902 87,312 -39, 410
, 95 —15, —52, 560 98, 450 45,890
-17 —27, +3,242 3,200 -+6, 44
—1,705 —7,038 849 +1,036 1,885
—11,120 ~12,145 —1,250 —5,553 —6, 803
—25,733 | —108,911 —51,013 —23,785 ~74,798
—22,801 —46, 43 —10,934 - —11, 492
+4, 543 -5, —5,042 —1,026 -
~5,673 —5,789 o +642 +642
—24,974 —44,032 —1,839 —76 —2,603
—3,201 —25,288 —20,489 -+6,186 —14,303
—59 -+3,052 ~3,003 +10, 246 +7,243
key +7 118 +9,137 —2,160 +4,648 -+1,888
United Kingdom_. 89,351 | —293, 804 —50, 964 —39,969 —90, 933
Yugoslavia. oo oooieceaaan +79, 641 +10 792 90, 433 +18,226 —59,937 —41,711
Total oo aes —458, 825 —34,454 | —493,279 | —265,417 | 497,409 ] —168, 008
|

! Less than $500.
*Prepared by Vladimir N. Pregelj analyst in international trade and finance, Economics Division, Legislative Reference
Service, Library of Congress, Apr. 4,

Source: U.S. Bureau of International Commerce, International Trade Analysis Division, exports of free world countries
to Communist areas and imports of free world countries from Communist areas, January-December 1965 and January-
June 1965. All Western countries listed value exports f.0.b. and imports c.i.f.

Representative Winnarr. And the second request is on behalf of
Congressman Curtis. He would like to have placed in the record the
European Free Trade Association Experience in Abolishing Barriers
to Trade, a report issued from the Washington Information Office.
This is a very able discusison of how the EFTA has adjusted to the re-
duction of trade barriers. I think it would be very helpful.

Chairman Bocas. Without objection it will be incorporated in the
record.

(The report referred to follows:)
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THE EFTA EXPERIENCE IN ABOLISHING BARRIERS TO TRADE

GEORGE R. YOUNG, DIRECTOR
Jory 10, 1967.

In the past ten years there have been two large-scale practical demonstrations
in Western Europe of the effect of the adoption by industrial countries of liberal
frade policies. In both cases the abolition of trade barriers has been accompanied
by remarkable increases in trade and also in the economic growth of the partici-
pating countries. The fears of particular industries have been proved, almost
without exception, to be without foundation in practice. The “escape clauses”
which were incorporated into the agreements between countries to reduce tariffs
have been little used, and then only for short periods. Perhaps most striking of
all, as a result of these experiences the industrialists of Europe, with few ex-
ceptions, now have a much more relaxed attitude in regard to protection. They see
a steady rate of economic growth as being much more important to their future
prosperity than any measures to protect them from outside competition.

This recent European experience means that decisions on trade policy can
now be made on a much sounder factual basis. In past years, decision-making on
trade policy consisted of trying to choose between different hypotheses. The
advocates of liberal policies.expressed their confidence that all nations would
greatly benefit from the reduction of barriers to international trade. Advocates
of protection, on the other hand, sought to forecast the serious and possibly
calamitous effects on particular industries, and on the economy as a whole, of a
flood of foreign imports following the reduction of trade barriers. Government
decisions on trade policy therefore inevitably represented a choice, or more often,
a compromise between these different hypothetical possibilities.

The Buropean experience of free trade in practice has vindicated those who
analyzed U.S. prosperity as being very largely due to the existence of a huge
single market without significant barriers to internal commerce. This example
was accepted as the one for Western Burope to follow twenty years ago, when
the OEEC was established to administer Marshall Aid and to liberalize trade
and payments throughout the region. The effects of this liberalization svere
already apparent when decisions were made to embark on more intensive redue-
tion of trade barriers in Europe, first by the formation of the European Economic
Community and secondly by the creation early in 1960 of the European Free
Trade Association (EFTA). This paper seeks only to analyze the economic
effects produced by EFTA integration; it need only be said in passing that
results in the EEC have been of the same type.

On the last day of 1966, trade in manufactured products between the EFTA
countries—Austria, Denmark, Finland, Norway, Portugal, Sweden, Switzerland
and the United Kingdom—became free of quota or tariff barriers, save for some
minor temporary exceptions. EFTA became a single market, as is the United
'States, and industrial trade between its member countries became the equivalent
of interstate commerce., Externally, of course, each EFTA country maintains
its own tariff structure toward other countries. EFTA has no common external
tariff.

For the largest member of EFTA, the United Kingdom, completion of the free
trade area represented a doubling of her home market. For the smaller members
of EFTA, their home market was enlarged between 10 and 25 times. In conse-
quence, production and trade in the EFTA countries now operate in a quite
different environment. The Swedish manufacturer, for example, now has a home
market 12 times its previous size. It follows that his investment, production and
marketing decisions must be set against a new background. It follows also that
structural economic changes must be expected over future years. The tendency
toward larger units of production and distribution is already very marked in
EFTA and can confidently be expected to accelerate.

But the free trade area did not come into being overnight. The process of
reducing trade barriers began in 1960 and proceeded by reductions of 109, to 20%
a year until the end of 1966. In other words, the businessmen of the EFTA
countries have had a new background for their decisions for several years past,
based on the commitment by their governments to the timetable of tariff cuts.
Even during the transition period, therefore, very encouraging results were
obtained in terms of increased trade. Taking EFTA as a whole, commodity trade
between its eight countries increased from $3.5 billion in 1959 to $7.5 billion in
1966, an increase of 1109, or an average growth of about 129, a year. In those
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years the trade of EFTA countries with each other grew at almost twice the
rate of their trade with the outside world—and at twice the rate of growth of
trade between the EFTA countries in the six years before the Association came
into being. This development was certainly partly due to the stimulus of general
world prosperity in those years and possibly partly due to some diversion of
trade from non-BEFTA countries to EFTA partners, but largely also a result of
new trade created through EFTA. tariff dismantling.

Within the overall figures for EFTA, however, there were even more striking
trade increases between member countries. One of the difficulties of EFTA
cooperation is the fact that its member countries lie in a sort of ring around
Western Turope, so that the Association does not share the advantage of the
EEC of being a geographically contiguous grouping. It happens, however, that
the four Nordic countries are all in the Association, and they do represent a
contiguous grouping with a relatively homogeneous structure and outlook—and
intra-Nordic trade increased by 1609 between 1959 and 1966.

This was a rate of growth which could not have been forecast. All four
countries are competing industrial economies, and this fact prevented the
realization in the ’50s of the plans for a Nordic Common Market, due to the
usual protectionist fears. The Nordic countries achieved their free trade area,
however, under the wider umbrella of EFTA and found to their surprise and
gratification that the enlargement of their markets more than compensated for
their loss of protection. It should be noted that the great majority of the
new trade between the Nordic countries is in manufactured goods, based on a
high degree of specialization and producing a great extension of consumer
choice.

Many more figures could be produced, if desired, to illustrate the success-
ful effect of the adoption of free trade in EI'TA, but what has been said above
should suffice for the purposes of this paper. It may be noted, however, that the
free trade arguinent is supported in reverse, so to speak, by what has recently
Deen happening to trade between the EFTA countries and the six members of
the BEC. This trade held up very well up to 1964, but thereafter the effect of
the barrier between the two markets began increasingly to be felt, and trade
between the two groups ceased to grow as fast as before. This is, of course, one
of the main reasons why the majority of countries in both groupings are anxious
to enlarge the Community and thereby to obtain the even greater advantages
which would flow from a single Western European market of almost 300 million
population.

Tt is recognized, of course, that certain safeguarding measures are necessary to
make the process of trade liberalization as smooth as possible. One example is
the special timetable which was given to Portugal in EFTA, based on the realiza-
tion that many Portuguese industries are still at a very early stage of develop-
ment and cannot be exposed too quickly te free competition from outside. Another
necessary safeguard is that the generally accepted timetable for the reduction
of trade barriers should be long enough to enable businessmen to make the
necessary adjustments. In EFTA the total timetable was originally set at nine
and a half years; it was later shortened without difficulty to six years. The
essential thing is that sufficient time should be allowed for new investment and
marketing decisions to come into operation. It is also necessary, of course, that
provisions should exist for the retraining and relocation of work people who may
be displaced by competition. It has not been found in EFTA in practice that this
constitutes a serious problem, since most EFTA countries have been very short
of labor in recent years. In any ease, such factors as automation, new processes
and new products seem to mean much greater struetural changes in industry than
a growth of imports. It is therefore a matter of seeing to it that arrangements
for retraining and relocation can also cope with needs arising from free inter-
national competition. But it should be stressed again that, by and large, industries
in EFTA have not encountered the difficulties which they feared at the outset.
The number of complaints has been very small; the number of requests for special
treatment has also been small and has been dealt with satisfactorily on the basis
of common-sense compromises. Where exceptions have been allowed to the tariff
reduction timetable, they have been limited in scope and in time.

It may be observed also that success in the abolition of the more obvious barriers
to trade, tariffs and quota restrictions, has also caused the EFTA governments to
tackle non-tariff barriers, whose effects might become more serious once tariffs
and quotas are out of the way. As a result of a process of successful negotiation,
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agreement has already been reached in EFTA whereby the governments, when
they are in agreement about the harmful effects of a restrictive business practice,
will use the legislative and administrative means available to them in order to try
to abolish the practice. In these circumstances EFTA governments will thus try
to prevent their own nationals from impeding the growth of EFTA trade.
Similarly, even though EFTA industries now enjoy no tariff protection from
their EFTA competitors, their governments are also committed over a fairly
wide area to eansure that government purchasing agencies and other public
undertakings in EFTA should not discriminate against suppliers from other
EFTA countries when they purchase goods for which tariffs have been abolished.

Work is now proceeding to make EFTA a complete free trade area by eliminat-
ing barriers arising from patents, compulsory and other standards, labeling
and so on. It should be noted, however, that there is no tendency to seek purely
EFTA solutions to most of these problems. The EFTA countries are trying to
cbtain and to subscribe to the widest possible international agreements, so
that their trade with the rest of the world should not be impeded. There is
also activity inside EFTA on the possibility of a multilateral double taxation
agreement to cover all the EFTA countries.

Trade in agricultural goods and fish products is not covered by the rules for
free trade in industrial goods. but is governed by special provisions in the
Stockholm Convention. The EFTA objective in these two fields is to facilitate an
expansion of BFTA trade in agricultural goods and fish products, and trade in
them has as a result grown substantially.

The effects of economic integration on the prosperity of Western Europe and
its citizens have been, of course, considerable. As a whole, the area has enjoyed
a high rate of economic growth. The demand for labor over most of the period
has been so high that large numbers of workers have been attracted from out-
side. As in other parts of the world, of course, the rapid rates of economic
growth achieved have produced growing pains of varying severity, and govern-
ments have frequently had to step in to moderate growth in order to prevent
too high a degree of inflation. By and large, prices have risen fairly steadily in
Western Europe over the past twenty years, but not so rapidly as the rise in
income; the rate of economic growth has been such as to take care of the
amount of inflation generated. In these circumstances, it is difficult to give a
simple answer to those who wish to know how the consumer has benefited from
the process of tariff reduction. With all economic factors in motion, it is hard
to analyze separately the effect of only one factor, the reduction of import
duties. But a good deal of serious analytical work has been done in EFTA on
this aspect and has led to the conclusion that the tariff cuts have in fact been
passed on to importers and to consumers. It is clear that the prices of EFTA.
imported goods have tended to rise less rapidly than prices of similar goods of
domestic production or from sources outside the Association, and also less rapidly
than the general trend of prices in the member countries. In other words, the
consumer is benefiting from free trade policies not only in terms of higher
employment and wages but also in terms of greatly increased choice and more
stable prices.

In drawing conclusions from EFTA’s experience with free trade policies, it
should be remembered that the total foreign trade of the group is as large as
that of the United States. EFTA, with only 8% of the world's population. and
9% of the world’s annual income, does 18% of the world’s trade. The results
are therefore those of a large-scale experiment,

And the conclusion seems obvious and clear. Free trade policies have shown
themselves to be of great advantage to industry and trade, not only in the EFTA
area but also for third countries. EFTA has been able to build its single market
without erecting any new barriers to trade with countries outside the Ass0-
ciation. Indeed, two-way trade between EFTA as a group and the rest of the
world grew by 709 between 1959 and 1966. United States exports to EFTA
almost doubled in the same period, from $1.8 billion to $3.5 billion.

The acceptance by EFTA that free trade pays was illustrated in the “excep-
tions lists” submitted by its member countries in the Kennedy Round. (These
lists were of items on which the country concerned gave advance notice that it
would not negotiate a 50% tariff cut, nor, perhaps, even any cut at all.) Five
EFTA countries—Austria, Denmark, Norway, Sweden and Switzerland—made
no exceptions. The United Kingdom submitted the shortest exceptions list of any
maiiior participant in the Kennedy Round, affecting only about 59, of her
trade.
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In short, the lesson of the EFTA experience is that advocates of liberal trad-
ing policies can now prove their case in practice. Advocates of protection by
tariffs, quotas and levies have to face the fact that experience has proven their
fears to be illusory, and even damaging in the long run to their own best
interests.

Chairman Boces. Mr. Younger, why doesn’t General deGaulle
want the United Kingdom in the Community ?

Mr. Youneer. Mr. Chairman, you are in danger of receiving a long
speech from me on a question as wide as that.

I feel myself that 1f you are talking of President deGaulle himself,
his whole philosophical concept of what Europe ought to be, and
what France’s place in that Europe ought to be makes it very hard
for him to accept the enlargement of the European Community, par-
ticularly by Britain and other North Kuropean, non-Latin coun-
tries. I think this is partly a cultural matter, quite apart from political
interests. It is partly a question of maintaining Latin culture, the
predominance of the French language, and so on. I think this goes
back very deeply into his political attitude throughout the whole of
his life, and that of the generation of Frenchmen of a particular po-
litical tradition to which he belongs.

Therefore I am inclined to discount many of the contemporary
economic arguments which he uses against our membership. When he
says, with some plausability, that we ought to put our house economi-
cally in order, and that we ought to have a strong currency before we
can be acceptable, I don’t dispute that. But T feel fairly sure that if
we did these things and became strong, he would like our entry even
less.

Therefore, I have always taken a very pessimistic view of his per-
sonal attitude to British entry.

But I think that influencé is bound in the nature of things to be
more or less temporary.

Chairman Boaes. In the light of that attitude, when do you think
you will get in?

Mr. Youncer. Well, I must say that it is likely to be a year or two.
11[ have been in the habit of saying 1970. But 1t could take a little
onger.

Chairman Boces. If and when the United Kingdom comes in, will
the other EFTA countries apply for admission ?

Mr. Youncer. Certainly some of them will, and nearly all of them
will want some kind of economic association, if they don’t actually
want to join. I don’t think there is any doubt—

Chairman Bocas. Which ones in your opinion will apply?

Mr. Youncer. Denmark and Norway. I am not quite so sure about
what the Swedish attitude will be. It used to be said that Sweden
couldn’t possibly aim for more than association, but even that is not
quite so certain as time goes by. It depends largely on the strategic
issue.

And then, of course, apart from EFTA there are other countries,
like Ireland, which is not in EFTA, but which would also wish to
join.

So that the British entry would certainly bring with it an enlarge-
ment of three or four others, say, at least.
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Chairman Boees. Do you envisage, with the growth of the Com-
munity, greater political strength in the Community ?

Mr. Youneer. I think so, yes. I think the political aspects of the
Community are likely to develop rather slowly. The emergence of
common economic and foreign policy are slow growths. But I would
think that a larger Community would have an inherently greater
stability, probably from quite an early stage, even before the full eco-
nomic benefits of a large Community had become obvious. I think
from the point of view of the outside world that relationship with the
Community should become easier with this country inside it, because
there would be a larger element inside the Community than there now
is with very widespread world trading ties. There are already very
large and strong forces inside the Community that take a world view,
but they would on the whole be strengthened by the enlargement of
the Community.

Chairman Boees. Dr. Peccei, would vou like to comment on that
question ?

Mr. Prcegr T share Mr. Younger’s view that by 1970 we may come
to have the United Kingdom in the Community. I think that it will
not be a much larger Community than six plus one, say seven, because
ot the difficulty adapting the Community mechanism to a larger num-
ber of participants. If there are more than seven or eight countries,
they will have to be somehow associated with all the benefits, but not
represented in Brussels, because it would be too cumbersome. The Com-
munity would benefit immensely from the United Kingdom entry,
politically as well as in outlook, and I think, also, to balance more the
Saxons and the Latins.

Chairman Boges. You will mix them up pretty good. Dr. Hender-
son, our staff economist, has a question for you, Dr. Peccei.

Mr. Hexprrsox. Mr. Boggs has permitted me to address a question
to vou, Dr. Peccel.

I will be happy if you will comment on the role of the international
corporation. As you know, the increasing share of world trade that is
betwreen affiliates must have some influence on trade policy. Does this
influence go in the direction of making harmonization of national poli-
cies easier or more difficult? Does it go in the direction of making easier
the policy that vou mentioned of redistributing productive facilities?

Mr. Peccer First of all, I will answer that the international corpo-
ration is but one of many transnational movements.

There are so many transnational movements in Europe now going
on, breaking through the State boundaries so that Europe may as well
be built from below much earlier than might be expected. Some of
these transnational movements may be found in the fields of culture
entertainment, sport, and music; others are now appearing in entre-
preneurship. In Europe we feel that we ave at a disadvantage with
respect to the U.S. corporations which operate in our continent, because
it is easy for them to define a unified European policy, or devise a uni-
fied European organization; while companies in Italy or Germany
cannot have that if they do not acquire some kind of European status.

Pending the approval of a European corporate statute, there will
be more and more European arrangements on the line of the Agfa-
Gevaret deal.
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Looking at this issue in more general terms, I think that the inter-
national corporation is one of the forces for the future, and we may
expect, that a much greater part of the world production will be ac-
counted for by a limited number of international companies.

I think that this is one of the features of the future, and that the
international corporation will have a stabilizing effect on world mar-
kets, be a prime factor for moving technology from one country to
the other, and be a means of creating a new kind of international
managers and staffs recruited in many countries.

There is afoot a movement to create a kind of club of the interna-
tional corporations to foster the spirit of cooperation and competition
on the open markets of the world. Thus, I think that we will see much
more of the international corporations in the next few years.

Chairman Boges. Thank you very much.

At Senator Javits’ request we will insert in the record of today’s
hearing an address delivered by him in London.

On behalf of the subcommittee I would like to express our apprecia-
tion to both of you gentlemen for coming here and for the very
splendid contributions you have made to our discussions.

The committee will now adjourn until Tuesday, July 18, We will
meet at 10 a.m. in this same room. At that time we will have a panel
of businesses executives.

The subcommittee will now adjourn.

(Whereupon, at 12 noon the subcommittee adjourned, to reconvene
at 10 a.m., Tuesday, July 18, 1967.)

(The address of Senator Javits follows:)

BRITAIN AND THE FUTURE OF EUROPE*

The Middle East crisis which we are just passing through dramatizes a stark
reality of the present world situation. The plain fact is that before hostilities
began only the United States and the Soviet Union jointly could have prevented
war and even thereafter a cease fire depended on agreement between them. By
any standards—especially when possible nuclear confrontation between the two
super-powers is always with us—this is hazarding too much for all mankind.
Western Europe should be able to play a greater role than it does now in the
maintenance of world peace outside of Europe. The world needs a Europe cap-
able of playing its full role in world affairs; and the adherence of Britain to the
European Economic Community is an essential element in bringing this about.

This, in my judgment does not call for a “third force” but rather for marshall-
ing their full strength on the side of conditions that can bring peace by that
group of nations which has a common tradition, a common state of society, and
a generally common outlook on world conditions and the way to establish the
rule of law to replace the rule of force.

It must also be frankly faced that many in the United States feel that the
climate of policy now being created for Europe by President de Gaulle’s France
is hardly representative of Europe. We see a striking example of this in the
tortured effort by President de Gaulle to make Israel the aggressor in the
Middle Bast and to take the side of Arab leaders who have kept the Middle
Rast a tinder box of war for 20 years. Nor can this be justified by strained and
tautological reasoning regarding the struggle in Vietnam, as it relates to the
Middle East. There is a world of difference between these two world crises. To
suggest cause and effect simply ignores the fact that the Middle East has seen
three wars in the last 20 years.

*Remarks of United States Senator Jacob K. Javits (Rep. N.Y.), at a dinner in his
honor sponsored by The Pilgrims, Savoy Hotel, London, England, June 27, 1967, and
released in London.
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. ’].:‘he presence of Britain in the European Economic Community and through
it in Europe as a society, will, I believe, lend a far more European note to
European world policy than the colouration General de Gaulle gives that policy
now in a practically unchallenged way. The voice of Europe needs to be heard
again, as such, and I doubt that this will happen unless Britain’s European Eco-
nomic Community application is successful. It is alarming for us in the United
States to see one man, President de Gaulle, giving a twist to Europe on world
policy as archaic as Metternich and as mischievous as de Gaulle. The rest of
Europe wants Britain but President de Gaulle is unwilling to accept the competi-
jciox} l?f British leadership in policy-making with its wider vision and deeper
insight.

But we, in the United States, I feel, have every interest in seeing Britain
remain vigorous and becoming even more productive. The tremendous experi-
ence and skill which she has acquired during centuries in world affairs must con-
tinue to be utilised in the cause of peace and of regional and international co-
operation. It dismays many Americans to see economic reasons compelling
‘Britain to consider withdrawing from East of the Suez—and trimming back such
of its responsibilities in Germany as it would otherwise carry. It is sad, too,
that Western Europe is not playing its full part in co-operation with North
America in providing needed assistance to the developing nations and in world
trade, technology and science.

When will the people of Europe—and even the people of the United Kingdom—
understand that my fellow countrymen do not glory in the responsibilities which
they now carry so heavily in the world? When will they understand that we
are more than anxious to share this responsibility—not only as to its burdens
but also as to whatever benefits and glory it may bring? There is no imperial
]s?)pi'lgit‘ in the United States. This should be clearly understood in Europe and in

ritain. .

~ By every measure Britain seems to me to have reached a crossroads of its
national life. British industry needs modernisation both in terms of machinery
and manpower. The requirements of maintaining a modern defence establish-
ment and sustained domestic growth place a heavy burden on the British econo-
my and Britain’s balance of payments. It seems now to be widely accepted among
the British people, whether Labour or Tory, that Britain must take steps to
deal with the dangers of the erosion of British energies.

By taking the initiative to apply for Common Market membership, although
long and difficult negotiations lay ahead, Britain signified its readiness to take
the road that is more challenging. It is not every nation that invites competition
to sharpen itself and enable it to compete in broader markets.

The American people, I feel, strongly support your government’s decision to
apply for Common Market membership and not only because British membership
in the Common Market is vitally important to Britain in economic and political
terms. In my judgment, the American people believe that this decision is vitally
important to Burope as well, if Europe wishes to provide itself with the authori-
ty necessary to assume a significant share in the responsibilities of world leader-
ship as well as to compete effectively in the world’s markets.

Clearly, if Europe is to play a role commensurate with its traditions and com-
bined power, the Buropean Economic Community must include Britain and other
European nations.

Beyond that, it is also my conviction that this greater Europe should eventual-
ly associate itself in some formal economic way with the other industrialised
nations of the West. In our world, only these nations together possess the capital,
the technieal resources and manpower skills essential to the modernisation of the
developing nations. Such modernisation, if accomplished in time, can win the
race with the revolution of the have-nots, a revolution that often endangers
world peace and is accompanied often by an ercsion of freedom.

It should be kept clearly in mind, therefore, that the negotiations for United
Kingdom membership in the European Economic Community are but one step in
the process of forging closer links among Western European nations; and in
turn, between Western Europe and the other industrialised nations of the free
world, including the United States.

There will be those who will express serious doubt that under present condi-
tions, Western economic unity can be established. I disagree. The successful
conclusion of the Kennedy Round of trade negotiations in Geneva offers proof to
the contrary. Here was a situation where the vital economic interests of the
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EEC, the United States and the other industrialised nations were at stake. Yet
when it was clear to these supposedly deadlocked negotiating trade partners that
the price of failure was the unravelling of the entire painfully constructed fabric
of Western multilateral trade co-operation, there was an agreement and an enor-
mously significant one at that.

Turope (if it really wants to lay claim to the future), it seems to me, must
work toward a single-minded objective. The development of a free trade area of
the broadest possible grouping of the industrialised nations of the free world
(International Free Trade Association) who have the capacity to compete with
each other on relatively equal terms in brains and skill and equipment. An
Atlantic Free Trade Area can lead to the broadest possible exchange of goods,
people, and ideas, in order to stimulate maximum production and the maximum
power in the interests of a free and prosperous world. Such a development is
as inevitable as the tides, and I suggest it will be a reality in 10 to 15 years.

The next few months will determine whether the first step in that process—
i.e., the UK joining Furope economically—will be taken. But even if this step
should fail, Britain can stall leapfrog the stage of European Tconomic Communi-
ty membership by the helping to form, and then joining an Atlantic Free Trade
Area. Eventually, the European Economic Community will come along and accept
Britain into membership or join such an Atlantic Free Trade Area itself.

It is for these reasons that I believe so deeply that whatever occurs within
the coming months, a full examination must be made of the Atlantic Free
Trade Area proposal. This is necessary to enable Britain to size up the Atlantic
Free Trade Area as an alternative to joining the BEC, should an alternative
Dbecome necessary. Such an examination would also serve to assess the costs
and benefits to Britain involved in EEC membership, as the costs may very
well be high indeed—if President de Gaulle has his way. Proper contingency
planning may well strengthen Britain’s bargaining position and therefore its
chance of entry into the Buropean Economic Community on favourable terms.
And shouid admission be denied it—such planning would leave Britain in a much
stronger position for facing the future. For, although an Atlantic Free Trade
Area is not the preferred alternative, it is by no means without benefit to
Britain for the same economic reasons for which it wishes to join the EEC.

What would be the principal benefits of an Atlantic Free Trade Area? It
would create a single competitive market among the United States, Canada, and
other industrialized countries of the West—not in the EEC—some from the
Turopean Free Trade Association, some from the Commonwealth—through
gradually lower tariffs and other trade barriers on manufactured products and
raw materials over a 15 to 20-year period. At the end of this period there
would be substantially free trade within this area with special arrangements
made to assure access to this market by developing countries which agree
to the rules of the Atlantic Free Trade Area.

According to estimates I have seen, the principal benefits in trade terms would
accrue to the United Kingdom and Canada rather than the United States. It
would provide “a home market” for the UK certainly equal to that which
would be cffered by the EEC (the total trade of the UK with the EEC in 1966
was 2.1 billion pounds sterling as compared with a little over 2 billion pounds
sterling with North America) and it is reasonable to expect that the UK’s
trade with North America would expand at least at the same rate as that
with the BEC. It would free Britain of many of the obsessions and restraints
inecident to Britain’s position now as an economic “loner”. Indeed, the alterna-
tive might also have a salutory effect on the European Common Market, in
enabling it to reject the counsels of those who seek to make it an exclusive
protectionist trading area rather than an effective part of a liberal world
trading system.

I don’t agree with those who feel that in a situation of free competition, U.S.
firms would drive British firms out of business or that they would take over
key industrial sectors in the United Kingdom. To a large degree U.S. technical
superiority in certain industries would be offset by lower wages in the United
Kingdom, including the costs of scientists and research.

There would be new American investments in Britain and a new infusion
of technology via joint ventures—but this would contribute to the increase of
Britain’s rate of economic growth. It is entirely possible, however, that the
United States investments in the UK may in fact slow down from past
trends. The relatively high UK tariff on manufactured goods may have caused
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some U.S. capital to “jump” this barrier to U.S. exports. The removal of this
barrier might slow down the capital flow. On the other hand should the UK
begin to grow at an accelerated rate, U.S. investors, especially by direct in-
vestment, may consider UK investment opportunities enhanced and the U.S
capital inflow may increase. )

An Atlantic Free Trade Area would also create conditions which would
strengthen sterling as an important trading currency and as one of the two
key reserve currencies. It would be important tc the world economy to con-
tinue a significant role for sterling; at least until the international monetary
system is reformed to relieve the heavy pressure on the dollar and sterling.
Our interest in the continuation of a role for sterling is not entirely unselfish.
Should there be any general movement to shift reserves away from sterling to
dollars, the effect would be to place tremendous additional burdens on the
dollar and thereby to challenge the ability of the United States to maintain
the free convertability of a dollar into gold at $35 an ounce. In the absence
of new sources of international liquidity, a crisis of confidence in the dollar
could cause a serious economic crisis in the world economy.

I have heard much talk about a 51st state if Britain must accept an alterna-
tive to the EEC. This is an invention of Britain's isolationists or Europhiles
and is demeaning to and contemptuous of Britain, its people and its history
and the United States, its national identity and its honour. YWhat is more to
the front is that Britain should not wait to the eve of disaster before joining
in integration of the Atlantic economy as did Churchill in his call for union
with France on the eve of the blitz.

Every person on both sides of the Atlantic who is in authority and of mature
years has a great stake in the current course of Britain. Will we be good trustees
and hand on a better and more unified world to our successors or will we be
enmeshed in our own inability to agree and hand on a poorer and more dis-
organised world? This is the question that we must ask ourselves at this critical
moment in the history of Europe.
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TUESDAY, JULY 18, 1967

Coneress or THE UNITED STATES,
SuncommrrTEE 0N ForeieN Economic Poricy,
Joint Economic COMMITTEE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to notice, in room 1202,
New Senate Office Building, Hon. Hale Boggs (chairman of the sub-
committee) presiding.

MPresent: Representative Boggs; and Senators Symington and
iller.

Also present : John R. Stark, executive director ; John B. Henderson,
staff economist; and Donald A. Webster, minority staff economist.

Chairman Boces. The subcommittee will come to order.

This morning we are pleased to have with us a panel made up of
Mr. S. M. McAshan, Jr., president, Anderson, Clayton & Co., Houston,
Tex., who was so helpful to us when he was here some years ago;
Carl Gilbert, chairman of the executive committee, Gillette Co., Bos-
ton, Mass.; Henry Balgooyen, executive vice president, American
and Foreign Car Co., New York; and N. R. Danielian, president,
International Economic Policy Association.

Mr. McAshan, we will be pleased to hear from you first.

STATEMENT OF S. M. McASHAN, JR., PRESIDENT, ANDERSON,
CLAYTON & CO., HOUSTON, TEX,

Mr. McAsaan, Thank you, Mr. Chairman. My name is S. M.
%IcAshan. I am chairman of Anderson, Clayton & Co., of Houston,

ex.

None of us can foresee all the trade negotiations which will follow
the recent Kennedy Round agreements, but I would like to mention
briefly a few points which can arise as our long-range trade policies
take shape.

Forrow uvr on KenNEDY ROUND

First, to follow up on the Kennedy Round, authority to continue
negotiations is essential, if we are not to lose much of the good that
has come from 5 years of hard trading. .

Great accomplishment has come from these 5 years of tough nego-
tiations in freeing up large parts of the international trade of the
world’s most important industrial trading nations. But it is inevitable
that some industry or some country will try to make changes or
renege for their own advantage. Mr. Roth, or his successors, will need
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to be empowered to negotiate adjustments to prevent such changes
from becoming too one sided or too deep.

You gentlemen know how far such authorization can or should be
the subject of legislation, but some form of continued authority
will surely be needed to implement the recent agreements and to
apply a fair interpretation to the many nonspecific clauses.

A Natroxan Trapz Poricy

We will need to clarify our Jong-range international trade policy.

‘We have such a hodgepodge of liberal thinking and special privi-
leges that we cannot present a clear, united front in negotiating with
any foreign country or group.

‘We need to decide whether we really helieve in the mutual benefit of
comparative advantage, allowed free play without tariffs or quotas, or
whether we want to continue special privilege for a few at the expense
of the whole.

If the former, and I think we must enjoy the efficiencies and benefits
of trade expansion, we should make it clear to the rest of the world
and require them to adopt similar treatment of our exports.

The EEC has proven to themselves the efficiencies of expanded
trade, but unless we force them to come along with us on a worldwide
free-trade basis, they are likely to try to retain petty restrictions for
the benefit of certain industries, aimed primarily at us.

We must take the lead in establishing a world pattern.

Tae Hoxery WoRLD

Unless populations are controlled more successfully than we have a
right to expect, agriculture of a large part of the world must be
modernized, mostly by private business, the success of which depends
as much on trade as technological processes.

(a@) Many of the less-developed countries cannot be expected to
become fully self-sufficient in foods and fibers, since such a large part
of the world’s land best adapted to these products lies within the
temperate zones of the developed Northern Hemisphere.

Self-sufficiency being too much to expect, the problem becomes
so serious that the world cannot afford any waste of efficiency. Any
sound solution to the problem of feeding the hungry millions of the
presently underdeveloped countries must include provision for freer
access to markets for their surplus products; not only to those of West-
ern Europe, Japan, and North America, but to markets generally.

The needs of the hungry peoples are so great that the free world
must be organized to assure maximum food and industrial productiv-
ity, organized so free trade will guide production into its most efficient
channels.

(b) If,say,India can get more wheat by exporting textiles and buy-
ing wheat than by attempting to raise it, are we not reducing India’s—
and the world’s—efficiency, if in the name of self-sufficiency we ask
India to do otherwise? If, to come closer to home, we were to lift our
restrictions upon the import of all minerals and raw materials, we
would surely obtain more of what we need through trade than by our
own production, while at the same time the countries better fitted for
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the production of these materials would not only be able to pay cash
for our surplus grain, but to get more of it.

It is with productivity—world productivity—that we must all be
concerned. I do not minimize the importance of the contributions that
technical efficiency can make to productivity, but I wish to emphasize
that economic efficiency is fully as important.

Not all developing countries must necessarily remain the hungry
«countries. Their basic need and hope lies in permitting the working of
free economy, free business determination to guide the way to maxi-
‘mum productivity.

The first requirement is the wide opportunity to trade what they can
best produce for what they need from others. This is too basic, too
urgent, to debate it further.

Westerny HEMispHERE CoMmMoN MARKET

The time has come for us to start a Western Hemisphere Common
Market by removing all tariffs and quotas on any products from
‘Canada and Latin America.

In 1965, the so-called four wise men—Messrs. Herrera, Santamaria,
Mayobre, and Prebisch—vigorously recommended a Latin American
Common Market, but excluded the United States. They did not even
offer us associate membership. Their proposal has been the basis for
hemispheric discussions since April 1965, particularly at Punta del
Este this year. ‘

T do not know what President Johnson meant by “temporary prefer-
ential tariff advantages for developing countries” in his Punta del
Este talks. But I hope it was a bid 'for U.S. participation on a more
liberal basis in the beginning than would be required of less industrial-
ized Latin American countries. The eventual effect could be disap-
pearance of negotiated temporary preferential treatment, perhaps after
some 10 years of graduated equalization.

One of your members, Senator Javits, has wisely helped develop
this idea, and has made it clearly to be reckoned with in future trade
negotiations.

CoMMODITY AGREEMENTS

Several lesser developed countries are requesting us to back up
international commodity agreements, particularly s a means of price
stabilization of their major exportlitems.

Our position in this respect will depend partly on our basic free-
trade policy, and partly on what we are willing to do with some of our
own protected commodities.

(1) Commodity agreements, such as the international coffee agree-
ment and the international sugar agreement, have shown up as forums
for attempted negotiation of special treatment.

To the extent that these become restrictive in their effect, and
particularly to the extent that restrictions run in terms of produc-
tion quotas, these agreements obviously violate the principle of
maximum productivity. Particularly this is true when the product
is affected by long-term adverse influences and when the effect of con-
trols is to freeze production in increasingly obsolete patterns. Many
of the products of the less-developed countries are, it is true, nor-
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mally subject to substantial price fluctuation from year to year, and
as a result their balances of trade and of payments are for the time
being distorted. But when such distortions ‘occur, the provision of
“supplementary financing,” as by the IMF and the World Bank,.
appears to be least disruptive of market principles.

And in that connection I would like to mention for the record
an article by Dr. John A. Pincus entitled, “Commodity Agreements,.
Bonanza or Ilusion?” printed in the Columbia University Journal
of World Business, January—February 1967. I would like it made:
a part of this record.

Chairman Boges. Without objection, it is so ordered.

(The article follows:)

COMMODITY AGREEMENTS: BONANZA OR ILLUSION?

By JoHN A. PiNcUs

Kwame Nkrumah loiters in Guinea, a solitary redeemer, savoring memories:
of former potency and dreaming of power as yet untasted. A protesting Su-
karno slides inexorably down a pole greased by his cabinet ministers. Middle-
Bastern sheiks command without deftness a power that their fathers, in
mud-walled isolation, could never aspire to, even in the most paranoid of
reveries.

These vagaries, which help to shape the world’s political destinies, all re-
flect in part the fluctuations of world markets for commodities—the food--
stuffs and raw materials that enter world trade. Nkrumah suffered politically
from the consequences of falling prices for cocoa; Sukarno from declining
rubber prices and reductions in export volume for tin and rubber; while the-
Middle East rides a petroleum boom.

Bach of these examples deals with underdeveloped countries. This is no-
accident, because only in the poor countries of the world is commodity pro-
duction—farming, forestry, and mining—the principal source of income.
Many of the rich nations, such as the United States, Canada, Australia, and
the Scandinavian countries, are major producers and exporters of commod-
ities. In fact, the rich countries export half of the world’s primary com-
modities, but only a small part of their population is employed in commodity
production, and only a small part of government revenues stem from com-
modity taxes. Even Australia, Canada, and New Zealand, which export mostly
commodities, today produce much more manufactured goods than commodities.

No wonder therefore that the pressure for world commodity controls comes:
largely from poor countries allegedly seeking to stabilize, but really to in--
crease, their export earnings. Commodity export earnings account for a large-
part of their total production, with most of the people living and working as
farmers. Exports of commodities (or in some cases capital inflows) are the
prime source for financing the capital imports that they need now in order
to become rich later. Furthermore, when commodity exports are booming,
export taxes and import duties offer the governments a ready source of reve-
nue to finance the ambitions of a Sukarno or a Nkrumah, as well as the less
flamboyant goals of an Eduardo Frei in Chile, or a Xenneth Kaunda in
Zambia.

PLEA FOR INTERNATIONAL RESCUE

Most poor countries seek rapid economic growth, which inevitably generates-
inflationary pressures and the demand for imports. Increases in commodjty
export earnings are therefore seen as a key to development without excessive
inflation. Large-scale export of manufactured products still seems remote, and
accounts now for only one-tenth of underdeveloped countries’ exports. Finally,
the governments of most poor countries take it as an article of faith that
the terms of trade of commodity exporting countries are in a long-term de--
cline that can only be overcome by conscious international action. Otherwise,.
in their view, as expressed in the resolutions of the United Nations Conference
cn Trade And Development (GNCTAD), the normal operation of world trade:
will tend to make the rich nations richer and the poor nations poorer.

This pressure for higher commodity prices has generally been resisted by
the industrial importing countries, despite their own widespread use of farm.
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price supports as a means of transferring income to farmers. Their standard
arguments against price control through international commodity agreements
are:

i(1) They interfere with normal operation of markets, and tend to build up
surplus production in response to higher prices; pressure of these supplies
1ez_tds to breakdown of agreements, or at least to erosion of their effects on
price.

(2) Because commodity agreements are usually based on export quota sys-
tems, they tend to freeze historical production patterns, to the disadvantage
of efficient producers.

(3) They require a complex apparatus for control of exports and supply,
which is further complicated by the existence of different grades of each
commodity, each of which has a submarket of its own with fluctuating prices.

(4) Price and output centrols, as established in commodity agreements, are
an inefficient way to redistribute world income, as compared to direct sub-
sidy, because price controls lead to less efficient production and lesser satis-
faction of consumer preference than subsidies do. )

(5) The income-redistributing effects of higher commodity prices may
mean in effect that low-income consumers in industrial countries are forced
to pay for improvements in the living standards of high-income producers
in the underveloped countries. * * *

The controversy between governments of rich and poor countries has been
‘thoroughly confused because they are simultaneously discussing several different
‘issues without necessarily recognizing it.

First of all, much of the discussion of commodity agreements stresses price
stability as an objective at least coequal with higher prices. Thus the UNCTAD
resolution on the subject calls for: “suitable international arrangements . . . de-
signed to increase and stabilize primary commodity export earnings, particularly
of developing countries, at equitable and remunerative prices. ...”

In fact, stabilizing earnings as such (i.e., smoothing out periodic fluctuations
around a trend) is a trivial goal in poor countries’ eyes. It has been much
stressed, however, for two reasons: (1) year-to-year commodity price fluctua-
tions are dramatic, and the advantages of greater stability, in terms of central
economic planning and private investment, seem both obvious and ideologically
innocuous; and (2) the stabilization goal offers an acceptable argument for
introducing international commodity agreements, which can then be used to
raise prices to “remunerative” leveis.

STABILIZATION SMOKESCREEN

Statistical evidence indicates that short-term fluctuations in export earnings
-do not slow down economic development, as compared to steady annual receipts.
Though this statement is the reverse of what is usually said by spokesmen of
poor countries, the proof-of-the-pudding principle casts substantial doubt on
their contentions. If a country wants to stabilize annual export revenues, it has
only to set money aside in good years, and spend it in bad ones. Yet very
few countries do this.* The obvious answer is that poor countries lack the reserves
to finance such stabilization in light of their aspirations for development, While
this proposition may be perfectly valid, those who offer it frequently fail to
recognize that it amounts to a demand for more foreign exchange in the guise
of stabilization goals. Alisdair MacBean’s exhaustive study of this subject?
demonstrates conclusively that there has been no correlation in recent decades
between income growth in poor countries and export fluctuations. Indeed, Mac-
Bean’s conclusion, based on extensive analysis, is that short-run fluctuations in
national income bear very little relation to fluctuations in export earnings.
To the extent that short-term balance-of-payments problems arise entirely as a
result of short-term fluctuations around an earnings trend, IMT credits, bi-
lateral loans, and suppliers’ credits are readily available; poor countries appear
to feel no urgent need for additional safeguards aimed solely at the objective
of stabilizing year-to-year earnings. What poor countries do want is higher
prices (or at least no decline in prices) for commodities; “stabilization” ob-
Jectives are primarily a tactic toward that goal.

A second source of confusion is between fact and theory about underde-
veloped countries’ terms of trade (export prices divided by import prices).
According to theories developed by the Argentinian economist, Raul Prebisch,
who now serves as ‘Secretary-General of UNCTAD, there are inexorable forces
at work tending to reduce the prices of commodities relative to manufactured
products. This tends to hurt poor countries, which export mostly commodities,

Footnotes at end of article, p. 184.
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and to benefit rich countries, which import commodities and export manufac-
tured products. In support of this view, Prebisch has argued that underde-
veloped countries’ terms of trade have in fact fallen since the latter part of
the 19th century. He has been challenged by a number of economists, both as
to theory and fact, but unfortunately the distinctions between logic and ob-
servation have not always been maintained. The theoretical objections point
to a number of inconsistencies in his rather complex argument. The empirical
ones question the data he has cited and argue that conclusions as to the long-
term course of terms of trade depend on the choice of base period.

Prenatary PRODUCER CAN BOUXNCE BACK

No final conclusions about either fact or theory seem to be possible as yet.
In recent years world demand for most major commodities other than petroleum
has increased slowly compared to demand for goods and services in general,
while commodity supplies have increased rather rapidly, thanks to the stimulus
of high prices in the 1950’s, the growth of synthetic output (particularly fiber
and rubber) and protectionist policies in the rich countries. It may however
be doubted whether world commodity prices will long continue sluggish or
declining if world population continues to increase at current rates. * * *

A third source of confusion lies in the debate about what commodity agree-
ments can accomplish. The poor countries, supported at UNCTAD by the gov-
ernment of France, sometimes appear to claim that higher commodity prices,
secured by international agreement, are a source of instant prosperity. Most
rich countries seem to argue that commodity agreements could not be effective
in raising prices above market levels, but only in stabilizing prices over a cycle.
This contention in its extreme form is obviously wrong, as witness the high prices
paid to farmers in countries where agriculture is protected, or the high prices
received for crude petroleum by low-cost exporters in the Middle East and
Venezuela. The confusion lies both in the effort of rich countries to prove that
because the policy is undesirable, or leads to administrative complications, it is
therefore impossible; and in the effort of poor countries to show that because
high commodity prices have often been beneficial in the past, they can therefore
be legislated as a development panacea for the future.

This last dispute of course reflects the fact that each side assumes away the
obstacles to its case and, thereby, simply sidesteps the central issues: What are
the effects of commodity agreements on price? Who pays and who benefits from
the higher prices? What commodities could be subject to effective international
action in the interests of underdeveloped countries? Could the objectives of
commodity agreements be met more easily by other devices that are both feasible
technically and likely to be adopted?

THE TROUBLE WITE SUBSIDIES

It is clear that rich countries can pay poor countries any “price” they want
for commodity exports. There is no logical, constitutional, or economic barrier
to doubling or tripling the revenues that underdeveloped countries receive for
commodity exports. This has nothing to do with whether demand is elastic
(revenues declining in response to price rises) or inelastic (revenues rising in
response to higher prices). If, for example, the governments of industrial coun-
tries want to pay some amount into an economic development fund for each
pound of coffee they import, that sum can be as large as the generosity of
governments allow. It is simply a subsidy to coffee-growing countries, and there
is no limit to the amount of a subsidy.

But subsidies are not a popular technique for supporting farmers’ incomes.
The technique of operating through market prices via supply control is uni-
versally preferred by farmers and governments, because the consequent income
transfer takes on the status of an impersonal market transaction rather than
a gift, and does not enter as an item in the government budget. Furthermore,
there is no partieular reason to tie direct subsidy into commodity production.
If rich countries want to subsidize poor ones, they can do it by foreign aid
appropriations rather than subsidies to commodity exporters.

Loxc List, Bor MANY HITCHES

Therefore the income-increasing objectives of international commodity agree-
ments are expected to operate through supply restriction. These techniques can
normally succeed in raising producers’ incomes only if demand for their output



THE FUTURE OF U.S. FOREIGN TRADE POLICY 179

is inelastic.® Demand for a number of the major commodities in world trade is
quite inelastic. The principal traded commodities are, in order of trade value:
petroleum, meat, wheat, fats and vegetable oils, cotton, coffee, copper, wool,.
sugar, rubber, dairy products, tobacco, rice, corn, tea, cocoa, tin, jute, zinc, lead,
bananas, and citrus fruit. The combined annual value of trade in these products.
is about $35 billion.

There are, however, a few hitches that would cause a number of these products
to be dropped from any list of candidates for price-fixing agreements aimed at
benefiting underdeveloped countries. Petroleum, accounting for nearly $10 billion
of exports, is already subject to international price fixing by private agreements.
between oil companies and governments of the major petroleum-exporting coun-
tries. Meat, wheat, wool, dairy products and corn, amounting to an additional $5-
billion, are primarily exported by rich countries, so that price-fixing schemes
would hurt poor countries more as consumers than it would benefit them as
exporters. Of the remaining sixteen products, six (oils and fats, citrus fruits,
tobacco, copper, lead and zine) are exported in substantial quantities by both
rich and poor countries, so that the United States, Canada, Australia, Spain, and
South Africa would be major beneficiaries of price-fixing schemes. This diffi-
culty is not necessarily crippling, because these countries could presumably agree-
to pay their “profits” into a fund for the benefit of developing countries. How-
ever, these products present other problems for regulation. Nonferrous metals
substitute for each other (and for plastics in some uses), so that the price of”
each would have to be regulated in light of all others. Vegetable and animal fats
and oils also substitute for each other (and for synthetic detergents), so that
the problems created by control efforts would be even more complex than for
metals, Citrus fruits substitute for other fruits in the consumer budget. Finally,
since each of these products, or a close substitute, is produced in a number of
the major importing countries, a rise in the world price might lead to substitu-
tion of home production for imports, unless importers agreed to maintain home-
production at preexisting levels.

This leaves 10 major traded commodities for initial consideration under price-
fixing schemes aimed at benefiting underdeveloped areas: cotton, coffee, sugar,
rubber, rice, tea, cocoa, tin, jute, and bananas. All of these products are primarily
exported by poor countries.

Jute and rubber are ruled out from the start, unless other textile fibers and
synthetic rubber prices are also controlled. General control of world fiber prices-
seems out of the question, and while joint control of natural and synthetic
rubber prices is theoretically possible, the countries that produce synthetie rub-
ber show no interest in such a program.

ANp THEN THERE WERE SIX

Cotton and rice are special cases in that the United States is a major exporter.
Hven if the United States remounced its potential profits under price-fixing
schemes, other difficulties would arise. Raising cotton prices again implies control
of other fiber prices, both natural and synthetic. The problem with rice is that
underdeveloped countries are the principal importers, so that raising the price
simply helps producers in some underdeveloped countries at the expense of con-
sumers in poor countries. Furthermore, such a price rise would simply stimulate
production in the importing countries.

The 10 products therefore reduce to six. The following table shows the average
value of trade in each for the years 1959-61.

Value of

exports
Product (millions)
Coffee $1, 878
Tea 616
Cocoa 521
Sugar 1,498
Tin 392
Bananas 334
Total 5, 239

Two of these products, coffee and tin, are now organized under international
commodity agreements. Tea was marketed under a commodity agreement from

Footnotes at end of article, p. 184.
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1933 to 1939, as was sugar intermittently from 1931 to 1961, Negotiations for an
international eocoa agreement have been proceeding without success since 1938.
Rananas, produced exclusively in the tropics, are probably ruled out because of
competition with other fruits, both imported and domestic.

More FroM THE LAGGARDS

I have indicated elsewhere ¢ that establishment of effective price-fixing agree-
ments for these products, excluding tin, might have succeeded in raising under-
developed countries’ export earnings by $450-8900 million in 19¢61. The United
States would currently pay about 859, to 409, of this total, and the other major
industrial nations the following percent shares: United Kingdom, 11-12; France,
7-8: Japan, 6-9; Germany, 8-10. These percentages are based on estimates of
each country’s elasticity of demand for each of these products at monopoly
price levels.

If these monopoly prices were in effect, the upshot would be to increase the rel-
ative share of western foreign aid now paid by some of the laggard donors—
U.K., Japan, and Germany—and decrease the shares of the major donors, United
States and France. United States and France now provide respectively about
60¢% and 179, of western foreign aid. If their aid through commodity pricing
were respectively 35-40¢ and 7-8¢; of total western costs under a system of
commodity agreements, then their relative share of total official aid would be
reduced.

But the most important point to note from these figures is not their effects on
the distribution of foreign-aid costs, but their total amount: $450-8900 million
in 1961, rising to more than $1 billion by 1970. and pearly $2 billion by 1975.
This compares with 1965 capital flows from rich to poor countries of about $9
billion, and poor countries’ total merchandise exports of $36 billion. By 1970,
capital flows may not have changed substantially from 1961 levels, while export
values will have risen to about $45 billion if current trends are followed.

The effects of monopoly pricing on export earnings would therefore be modest,
but far from insignificant. This after all is what we would expect. The price
of coffee (and the earnings of coffee esporters) has risen about 209 since the
International Coffee Agreement was negotiated in 1862, Meanwhile, the world
price of sugar has fallen to record low levels since the breakup of the Sugar
Agreement in 1961, with disastrous effects on those exporters who depend heavily
on world market sales. There is obviously a relation between prices of these
products and exporters’ foreign exchange earnings.

FI1ve INGREDIENTS

But signing agreements is no guarantee of high prices, high export earnings,
or favorable effects on economic development. For the agreements to work ef-
fectively as agents of development goals, several conditions are required, in
addition to inelastic long-run demand:

(1) Effective provisions for control over supply (not only export control,
bacause when supply builds up, the pressures for breakup of the agreement
become strong).

(2) Effective capacity on the part of existing governments to channel
the increased earnings into economic development, rather than into higher
profits for plantation owners.

(8) Less generally recognized. a market organization in which one or two
producing countries dominate world supply, so that they are willing to prac-
tice restraint in the face of the inevitable supply control violations by
smaller producers.

(4) A large number of producing countries, in order to assure a fairly
wide distribution of gains from higher prices.

(5) Agreement to limit domestic production in those importing countries
that can or do produce the commodity.

Let us take a look at existing and proposed commodity agreements in light of
these criteria. First of all. it should be noted that the impetus behind most of
them was the desire to stem price erosion rather than to achieve some maximum
long-run level of earnings for producers. Howerver, in terms of development goals,
the issues listed above are nonetheless predominant.

Footnotes at end of article, p. 184.
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Tea, WITH SUGAR

~ The Tea Agreement (1933-1939) clearly succeeded in stabilizing world prices
during the depression, but its impaect on development may be doubted. Most
of India’s and Ceylon’s tea gardens were under British control, and the benefits
of earnings’ stabilization largely accrued to the plantation owners. Furthermore,
with tea production then largely concentrated in four Asian countries, the bene-
fits were also concentrated geographically. These very. limitations made it rela-
tively easy to control tea supplies. With a small number of large producers and a
very inelastic demand for the product, each could see his advantage in cooperat-
ing in export control. Furthermore, tea can be “stored” on the bush, so that
control can be exercised up to a point by picking more or fewer leaves at any
time. '

The Sugar Agreement (1931-1961) was a completely different matter. In the
first place, the agreement covered only the so-called “free market,” accounting for
perhaps two-fifths of world trade. The rest of the world’s imports are controlled
by national legislation, notably British, American, and French import systems,
under which each country imports from preferred suppliers at a premium price.
The essence of the Sugar Agreement, as operated from 1954 to 1961, was a
bargain by which Cuba, as the dominant free market supplier, agreed to manage
its supplies and stocks, in exchange for its large quota in the high-priced U.S.
market. The objective was to maintain world prices between 3.25 and 4.25 cents
per pound, through a system of export quotas. The system worked moderately
well until 1960, when the United States first reduced and then abolished the
Cuban quota. The agreement has not been renewed -since 1961, when Cuba in-
sisted on and was refused a large increase in its basic quota. It presumably
will not be renewed until the underlying political issues are overcome.

Any effort to maintain very high prices for sugar (more than 5 or 6 cents a
pound in the long run) is probably self-defeating, even though world demand
for sugar is increasing steadily. Unlike tea, sugar can be produced almost any-
where, even if at high cost. Therefore if prices rise, and are expected to remain
high under a system of export control, production in importing countries would
tend to rise sharply. This puts sharp limits on the price objectives that export-
ing countries could aspire to. In these circumstances, it is arguable that develop-
ing countries would gain more from free trade in sugar than from price manipula-
tion. However, the tendency seems to be for more rather than less agricultural
protectionism in importing countries, so that a sugar agreement still retains
considerably more luster in exporters’ eyes than the unlikely alternative of
free trade.

TIN STAYS BUOYANT

The Tin Agreement (1954 to date) operates under some of the same condi-
tions as the earlier Tea Agreement. There are only five major signatory exporters
(Malaya, Indonesia, Thailand, China, Bolivia), dominated by Malaya ; there are
a relatively small number of producing units. Tin, like tea, can be “stored” easily,
either by mining less, or by stockpiling. The agreement provided for a buffer
stock, in addition to export quotas, which helped to manage supply. The buffer
stock manager bought tin when prices fell below a floor level and sold it when
they rose above a given ceiling. After considerable price fluctuations in the
1950’s, the world price of tin began to rise in 1960. By 1961, the buffer stock was
sold out of tim, all export quotas were off, and world prices since have been
consistently far above the pre-1961 levels. The agreement remains in effect
inoperative today, because of continued strong demand. Both floor and ceiling
prices were raised when the agreement was last renewed (1965). The presump-
tion is that tin prices will therefore remain well above the levels that led to the
original agreement.

As in the case of tea, it may be questioned whether international action in the
world tin market is a significant force in promoting economic development. Con-
centration of production is great, and although Bolivian, Indonesian, and Chinese
governments, with their nationalized tin industries, clearly benefit from the rise
in price, Bolivia is the only one that is heavily dependent on tin exports as a
source of income.
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CorrFeg Is SUcCCESSFUL; Or Is IT?

. The International Coffee Agreement, negotiated in 1962, has clearly succeeded
in maintaining export earnings of coffee producers above equilibrium levels by
A system of export quotas. As might be expected, its very success threatens the
stability of the agreement, By providing high and stable prices for coffee, it
tempts producers to evade export controls. It therefore places a great burden of
self-restraint on the major producers, Brazil and Colombia, who face erosion of
their market shares at the hands of Central American and African producers.
These smaller producers are unwilling to establish close control over exports
:and produection. Even though importing members are theoretically unable to take

. ‘extra-quota imports from exporting members, there seems to be a good deal of
evasion in the form of transshipments through nonmember countries or so-called
“new markets” not subject to the quota provisions.

In terms of many of the criteria discussed—demand elasticity, substitution,
widespread benefits—coffee is an appropriate product for price-fixing arrange-
ments. But the willingness and ability of the smaller producers to control supply
still remains an open question, and it may be doubted that Brazil will consent to
continual reduction of her share of the world coffee market by what are in effect
extra-legal methods of quota evasion on the part of small producers. Recent modi-
fications of the Coffee Agreement are designed in part to solve this problem.

CHANGING THE RULES

The agreement is administered by a Coffee Council, composed of representatives
of importing and exporting countries. The council regularly receives pleas for
export increases from members who are unable or unwilling to control produc-
tion and exports. The agreement assigns fixed percentages of the export market
to each exporter so that selective quota changes are theoretically forbidden. In
practice, however, when the alternative is collapse of the agreement, the council
has devised ways of changing the rules. The most recent set of rule changes,
adopted in September, 1966, is worth reviewing in detail as the first consistent
effort to deal with the obstacles to price-fixing objectives and economic develop-
ment goals.

First, the council explicitly recognized that the world coffee market is com-
posed of submarkets for the four main types of coffee : Brazilian arabieca, Colom-
bian and Central American arabica, and African robusta. In the future, export
quotas will vary by coffee type. This will presumably allow the major robusta
producers (Ivory Coast, Cameroons, Angola) to increase their exports faster
than other growers, reflecting the steady groswth of demand for the lower-priced
robusta in instant coffee preparations. It also offers an additional advantage:
robusta producers generally complain that their quotas are too small under the
existing agreement, and these producers are also often the least able to control
produection and exports.

A second element of the revised agreement combines temporary quota increases
of varying percentages (zero for Brazil and Colombia and up to 109, for some
African producers) with use of the proceeds to promote production control. Each
country receiving a quota increase agrees to put into a special fund either 209,
of the increased sales proceeds, or an amount of coffee equal to the amount of the
quota increase. Each country will use the fund, under rules established by the
Coffee Council, to promote agricultural diversification. This provision is presum-
ably aimed both at promoting the economic development of the exporting coun-
tries and at meeting the objections of Brazil and Colombia to the perpetual growth
of uncontrolled supply in other countries.

The third element proposed in 1966 (but not yet adopted) was a tax of one
dollar on each bag of coffee exported under the agreement, to be paid by the
exporting country. This would produce a revenue of about $45 million during the
current marketing year. The proceeds would be used to finance programs of agri-
cultural diversification, under control of the Coffee Council.

Finally, the council took steps to limit evasion of export quotas. Importing
members agreed to limit their imports from nonmembers. Beginning in 1967,
exporting members cannot ship coffee unless the export documents bear a stamp
obtained from the Coffee Council. These devices can also be viewed as efforts to
satisfy Brazilian demands for more effective control over world supply.
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OvuTLoOK oN Cocoa

Among the major products discussed here, only cocoa and bananas have not
_yet been subject to international commodity controls. Cocoa qualifies on many
of the same grounds as coffee, but is difficult to store in the tropics, and faces a
.greater threat of competition, either from vegetable oils (used in place of
cocoa butter) or from other confectioneries. Efforts at agreement failed in both
1963 and 1966, because of disagreements between producers and consumers as
-to the price at which export quotas would become operative. More recently, it has
-been suggested that a cocoa agreement include provision for a buffer stock,
-along ‘the lines of the tin agreement, in order to maintain price within agreed
limits. A cocoa agreement would provide a number of the prerequisites: one or
‘two major exporters (Ghana, Nigeria), large numbers of producers, inelastic
«demand, good possibility of devoting excess profits to development goals. It is
Jess certain that the African countries can effectively control supplies. This is
probably one major reason for their insistence on an international buffer stock.
Unfortunately, the producing countries seem reluctant to recognize that buffer
stocks exist not only to buy, but also to sell, so that the buffer stock cannot be
relied on as a permanent siphon for excess production.

Is IT Air. WORTH THE EFFORT?

This review of the major products suitable for conscious efforts at price fixing
‘shows that the possibilities are limited, the complexities of production control
.great, and the technique essentially inefficient as compared to direct aid. Further-
-more, as noted above, the export quota system offers little incentive to efficient
‘mew producers, because it freezes an historical production pattern, without
aueh regard for changing cost and demand patterns (although it is theoretically
possible to adjust export quotas selectively, no exporter wants his share
reduced).

Coffee and cocoa are widely produced by individual farmers, so the allegation
that high prices benefit only the plantation owner is clearly untrue for these
crops. For sugar and tea, the charge may be closer to the mark, although there
are many small producers and export taxes can be used to siphon off excess
profits, unless the government is dominated by producer interests, Tin is a rather
:special case where demand has long been buoyant; half the world’s output
stems from nationalized industries (Bolivia, Indonesia, China, Russia) and
most of the rest from Malaya. There seems no particular reason to believe that
for these five products the distribution of gains from higher commodity earn-
ings need be more inequitable than those stemming from other forms of aid
(except food aid, which presumably benefits low-income groups most).

Recent developments in the Coffee Agreement indicate the commodity agree-
ments may be a more flexible device for promoting economic adjustment than
was previously supposed. It is obviously too early to judge the success of these
measures in their dual objectives of controlling coffee supply and promoting
the agricultural development of exporting countries. The most significant ele-
ment is clearly the diversification fund. In embryo at least, it foreshadows a
principle of international control of the proceeds of monopoly pricing in the
interests of economic development. In that respect, the Coffee Agreement be-
comes, in part, an aspect of international economic assistance under the joint
policy control of rich and poor countries. This novel organizational device may
if successful, offer broad possibilities for application to other commodities and,
for that matter, for other forms of economic aid.

However, this qualified support for a limited number of commodity agree-
ments is, from another viewpoint, an admission of their weakness as answers to
the world’s commodity problems. Such agreements are only one element in a
general policy to improve the trade position of commodity-exporting countries.
The other elements include:

(1) Major efforts to increase the productivity of industries facing com-
petition from synthetic substitutes or competing production in importing
countries (rubber, fiber, sugar, rice, oilseeds).

(2) Reduction of protectionism in importing countries (petroleum, sugar,
tobacco, nonferrous metals, fruits, meat, etc.). This is probably the largest
potential source of increased exports for poor countries. Free trade in
sugar alone might increase underdeveloped countries’ exports earnings by
nearly one billion dollars, at least as much as the amounts forthcoming from
price-fixing agreements for coffee, cocoa, sugar, tea and tin combined.
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(3) A system of international compensation for countries whose export
earnings lag over a period of several years because of market factors berond
their policy control (e.g., Brazil from 1959 to 1963). This would be in ad-
dition to existing IMF loan facilities for countries facing short-term bal-
ance-of-payments problems that have arisen from commodity price-
fluctuations.

The excessive emphasis that the poor countries have placed on high prices
reflects in part ignorance of the limitations of this technique; in part, the:
related belief that economic justice requires a fair price for exports; and, per-
haps most important, pessimism about the likelihood of trade liberalization by
the rich countries. But their confidence seems misplaced; the experience of the
past five years makes it increasingly clear that no panacea will emerge. Each
of the four elements—price objectives, higher productivity, trade liberalization,
and balance-of-payments compensation—should play a part in a long-run ad-
justment effort for the nearly two billion people whose livelihoods now depend
on commodity production. As long as the economic welfare of most people
depends on markets for food and raw materials, the commodity problem will
remain in the center stage of the world’s political economy.

NoOTES

1. The commodity marketing boards in West African countries were designed
to operate in such a manner, and during the era of high commodity prices follow-
ing the Korean War actually amassed considerable reserves. The combination
of declining prices and pressures to spend reserves, stimulated by postindepend-
ence developmental goals, has largely succeeded in eliminating the income-sta-
bilizing functions of the marketing boards.

2. Bxport Fluctuations, Growth and Policy (Harvard University Press: to be
published this year). ’

3. Exporting governments can profit from higher prices even under elastic
demand, if the labor and capital released from commodity production can be
effectively used in other economic activities. But the mobility of laber and
capital in poor countries is often quite limited.

4. John Pincus, Trade, Aid, end Development, New York, McGraw-Hill, 1967.

Foop Am

Mr. McAsgan (continuing). American farmers can produce food
as_efficiently as any part of the world, due to their mechanization,
cultural practices, sound infrastructure and marketing organizations,
particularly if our farmers are not prevented from doing so by
acreage restrictions or other controls.

In a shortly to become hungry world our ability to provide food
aid will give us a strong negotiating tool to persuade the recipient
nations to follow sound development programs of their own, and to
take the lead among other developed countries who should share
this burden proportionately with us.

Food for aid must be bought from our farmers by our Government,
and partially processed in American plants, thus providing a measure
of stabilization here at home with less market disturbance than recent.
price support programs.

Pavyexts Uxtox

Just as the United States financed trade balances for and between
European nations in the early days of the Marshall plan, and with
very small financing loss to us in doing so, we can now provide back-
ing for a payment union or clearing pool with the LAFTA countries
or other free trade areas.
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The advantages would be two:

(@) it would introduce more credit in a credit-hungry area, and
(b) it could encourage trade liberalization within the area by
providing a cushion against any immediate adverse balances.

The value to new trade areas in the developing countries of such a
clearing pool will be so great that it can become one of our strong
bargaining points, at negligible cost to us.

Representative Bogas. Ithank you very much.

Mr. McAsuan. Mr. Chairman, one other thing.

On the plane coming up last night I had a chance to read the papers
submitted by Mr. Roth and Mr. Solomon, both of which I obviously
endorse as basic parts of our future trade policy.

Representative Boaas. Thank you very much for your very fine
statement.

We will now hear from Mr. Gilbert.

We are very happy to have you with us, Mr. Gilbert.

STATEMENT OF CARL J. GILBERT, CHAIRMAN OF THE EXECUTIVE
COMMITTEE, THE GILLETTE CO., BOSTON, ITASS.

Mr. Giueert. Thank you, Mr. Chairman. My name is Carl J. Gilbert.
I am chairman of the executive committee of the Gillette Co., but I
will testify in my individual capacity.

We are concerned here with future U.S. trade policy. In the
light of what has occurred in the Kennedy Round, I would think that
what we need immediately is an extension of the unused authority in
the 1962 act for housekeeping purposes, as Ambassador Roth proposed,
a liberalization of the adjustment assistance provisions of that act
and the approval by Congress of the second package on chemicals (or
ASP). This seems to me a minimum at this time. And I join with
Mr. McAshan in endorsing the comments Mr. Roth made before this
subcommittee last week.

It seems to me that the deliberations of this committee are very
timely in view of the need for early action by the Congress on the
course of action proposed by Ambassador Roth. Equally important,
it seems to me, is the hope that your deliberations may help to focus
national attention, both in the Government itself and on the part of
the public, on the formulation and appreciation of a national com-
mitment to a long-term trade policy as a part of a considered national
foreign economic policy. I suppose that there is no other area of public
affairs in which there is a greater need for consistency and stability
than in the broad area of foreign economic policy. The day must come
when every decision—Ilegislative, executive, and private—must be
tested against the standard of its consistency with the country’s for-
eign economic policy before taking action. We cannot expect consisten-
cy or stability so long as our foreign economic policy remains obscure,
unformulated, and ascertainable only by a process of deduction from
a series of ad hoc actions in various areas of national concern. This
need has gone unanswered for many, many years. Our involvements
in the world scene are economic as well as political and equally so are
irrevocable and call for long-term policy planning of a very high
order.
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The trade policy goal on which we should set our sights is freedony
of international trade on the part of the world’s economically advanced
countries and regional instrumentalities, accomplished in accordance:
with a negotiated timetable and providing for appropriate differences
in phasing to reflect the capabilities of specific countries and specifiec
types of production. Setting our sights on this objective and identi-

ing ourselves unmistakably with its implementation is the route
of maximum effectiveness in overcoming the many obstacles that
made the very real achievements of the Kennedy Round considerably
less than the goals considered a few short years ago to be essential
(and which are still essential) to our national interest. A clear national
commitment to this long-term objective stands the best chance of”
overcoming the short-term impediments to continuing genuine pro--
gress in liberalizing world trade. -

Pointing the way to this long.-traiigé goal in this vital area of both
foreign and domestic policy is of great importance to all sectors of our
highly productive economy, and not just in terms of their stake in-
export expiiision. As entrepreneurs in manufacturing, mining, and’
agricilture make decisions that must continually be made with respect -
to investments, pricing, sales promotion, and design, and all the other-
decisions so essential to effective business planning, it is important
for those who make these decisions to take appropriate account of’
their government’s long-term policy with respect to our trade with
the rest of the world. A policy tending toward trade restriction, or
indicating a posture of even temporary uncertainty regarding future
policy, will tend to encourage efforts to impose restrictions on trade
and to rely on such restrictions, present or hoped for, instead of pur-
suing efforts to generate the best kinds of job opportunities and the-
highest levels of economic performance of which a free enterprise
economy is capable.

Pointing the way to these new goals of freer world trade is also
essential at this time to the scores of countries with which we trade,
and whose economic strength and cooperation are essential to the-
achievement of our highest international objectives in the world at
large. The message from America to nations at all levels of economic
development should not reflect uncertainty regarding the future course
of American policy, and it should certainly not indicate any possibility-
of this country returning to points of no return we wisely decided to
Ppass so long ago.

The economically advanced countries should know where we stand
and the direction we intend to take, as they proceed with their own:
policy planning, in some cases as part of regional free trade communi--
ties. The clear determination of the United States to continue to pro-
gress toward freer trade, and even to accelerate progress in this:
direction, will tend to influence private and governmental deci-:
sions in those areas in ways that accelerate sound economic growth,.
raise living standards, and expand markets for producers everywhere,
including our own. Convincing evidence of our own determination to-
cooperate in reducing artificial barriers to world trade is the policy
declaration best calculated to stimulate other economically advanced
nations and regional instrumentalities to liberalize foreign access to-
their own internal markets. And, working together in this way, the-
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economically advanced economies can proceed most effectively to carry
their full share of the needed efforts to speed the development of the.
less-developed countries—both through foreign aid programs and.
through expanding the access of goods of all kinds from the less-de-
veloped countries to the world’s best markets.

In declaring our readiness to pursue such a policy without delay
in the years to come, we shall be reaffirming, in convincing action,
to the world’s less-developed countries and the millions of people whe
live there that there is a meaningful place for them in the world
economy dominated by advanced nations of the northern hemisphere,
By doing so, we shall also be serving our own enlightened self-interest.

I think it should be emphasized that trade policy initiatives are not.
the sole responsibility of the United States. We should, of course,
seek the cooperation of other governments in implementing initiatives
in which we have played a leadership role. We should also invite
other governments to step forward with their own trade policy initia-
tives and to seek the cooperation of the United States in exploring new.
frontiers of freer world trade. We should invite other governments.
to assert themselves in this way, and promise them the earnest partici-
pation of the U.S. Government in exploring ways and means for.
successful international cooperation in this vital field. .

The Federal Government itself should, it seems to me, pledge to,
the country its earnest efforts to help in the most constructive way to,
prepare the American economy both to adjust successfully to the
higher degrees of international competition that lie just ahead and to
capitalize fully on the higher degrees of export opportunity which are
the other side of the same coin. The Federal Government should work:
closely with State and local governments to insure a domestic policy,
framework within which the American economy may achieve the pace,
of economic growth and adjustment-to-change that are so necessary.
to backstop the new efforts that will be made to remove artificial
restraints on world commerce. '

The private sectors of the American economy should reassess their,
operations across the board to make sure that everything possible,
is being done to secure for themselves a durable and highly productive
place in an increasingly interdependent world economy—one that is
moving resolutely toward freedom of international trade. All State
and local governments should also undertake a fresh look at their
own policies and practices affecting the prospects for durable com-
petitive strength in this kind of world. The Federal Government
should reassess its own policies with this objective in mind, and this,
includes devising ways in which the Federal Government can be help-.
ful to State and local governments, and to the private sectors of the.
economy, as they prepare for the part they must play in building a
brighter future for the American people, and in insuring the success-.
ful participation of their country in helping to build a brighter future
for peoples throughout the world.

It seems to me clear that history tells us that world attitudes toward
trade restrictions are never static. They are always in a state of flux.
We led the world once down the path of trade restrictions via the
Smoot-Hawley Tariff Act of 1930. By that action we triggered off a.
wave of severe trade restrictions which in a short period brought.
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world trade to a virtual standstill and contributed in a major way
toward converting a serious recession into the great depression from
which we only emerged during the aftermath of World War I1. We
can’t turn the clock back and retreat into a sort of fortress America
in economic terms. The momentum toward freer trade must be main-
tained if this complicated world we live in is to continue to produce
a constantly higher and higher standard of living for more and more
of its population. In attaining this aim lies an exciting and satisfying
future for our country. God alone knows what the result would be if
we should fail.

Chairman Boaes. Thank you very much, Mr. Gilbert.

We will now hear from Mr. Balgooyen.

STATEMENT O0F HENRY W. BALGOOYEN, PRESIDENT, AMERICAN
& FOREIGN POWER C0., NEW YORK, N.Y.

Mr. Barcooyex. My name is Henry W. Balgooyen. I am president
of American & Foreign Power Co. and I recently completed a 3-year
term as president of the Pan American Society of the United States.

My interest in foreign trade policy derives from more than 30 years
of activity in the foreign investment field in Latin America with an
American company having extensive investments in Latin American
utilities, and, recently, in diversified industrial investments. My re-
marks, therefore, are directed toward those elements of foreign eco-
nomic policy which have a direct bearing on inter-American trade
and investment.

The interrelation of foreign trade and foreign investment is appar-
rent to any participant in either activity. The foreign investments of
American corporations are principally in the form of exports of capi-
tal goods and equipment of U.S. manufacture. The new industries
which are created and fostered by American investors increase the
productivity of the recipient or host countries, create new sources of
employment and income, and stimulate new wants and desires which
are rapidly translated into demand for imported products as well as
goods of local origin. This is particularly true of our direct private
investments in the developing countries: and among the developing
countries, those of Latin America provide the largest and most pro-
ductive market for American goods.

Foreign trade is vital to the success of the ventures of the millions
of American citizens who invest in the securities of companies with
foreign operations. It is largely by foreign trade that the host coun-
tries acquire the dollars to service these Investments and pay for the
imports of capital goods required for their industrial development.
Dollars are provided, also, by the foreign expenditures of American
tourists and other service transactions; by new dollar investments: or
by loans and gifts from the U.S. Government and various lending
agencies and institutions. Speaking from many years of experience in
dealing with Latin Americans and their governments, I can assure
vou that they would rather earn these dollars than to be dependent
upon loans which have to be repaid with interest, or upon largesse
which deprives them of their pride and self-respect. I can assure you,
also, that however important and necessary these government loans
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and gifts may be to the recipients, their needs for the capital, tech-
nology, skills, and administrative experience they obtain with private
U.S. investments are even more vital to their economic development.

Now, how do we stand in our trade with Latin America? Do we
buy sufficient Latin American products to enable our trading partners
to import the capital goods required for industrial development to
meet the growing demands for consumer products created by rising
living standards, and to service the estimated 9 billion of the dollar
debt of their governments and the $914 billion our private investors
have ventured in Latin America?

The answer, of course, is that we do not. In fact, we don’t even
come close, Last year, we spent $3,970 million on imports from Latin
America and sold them goods in the amount of $4,235 million, leaving
them with a deficit of $265 million in their trade with us. At the same
time, our private investors earned and remitted $888 million, while
the interest and amortization charges on their foreign debt—perhaps
three-fourths of it in dollars—cost them well over $2 billion.

Latin America’s foreign debt has been increasing so rapidly that its
servicing now consumes one-sixth of its earnings from exports. It
becomes pertinent, therefore, to ask how much more debt these coun-
tries can stand and remain reasonably solvent. Clearly, if our Latin
American friends are to make any economic progress without becom-
ing increasingly dependent upon U.S. aid, ways must be found to
cnable them to increase their export earnings—to replace their trade
deficit with the United States, their principal trading partner, with
a surplus. The unfortunate fact is that Latin American exports have
been losing ground, not only as compared with exports from the indus-
trial countries, but even when compared with exports from other less
developed areas.

What avenues are open to us, in the area of foreign trade policy, by
which we can assist the Latin American nations to increase their
export earnings? The first and most obvious is by the removal of any
remaining barriers, not absolutely essential to our national interest,
ghich impede the entry of Latin American products to the United

tates.

One of the complaints most frequently heard in Latin America is
that we exhibit great interest in our Latin American neighbors in
time of national emergency but quickly forget them when the crisis is
over and proceed to reimpose trade barriers of various kinds to keep
out their exports. In an address delivered some years ago, Henry
Holland, then Assistant Secretary of State for Inter-American Affairs,
called attention to the fact that, except for coffee and bananas, which
we don’t produce, every one of the 10 principal export products of
Latin America had been subjected to trade barriers of one kind or
another. The situation has improved in the intervening years, but we
still have restrictions of various kinds on such Latin American products
as petroleum, sugar, cocoa, wool, beef, cotton, lead, and zinc.

Kuropean barriers to Latin American products are much more
extensive than ours, and their discriminatory preferences in favor
of other producing areas are a further handicap to Latin American
exporters. Efforts were made by our negotiators during the Kennedy
Round to have some of these barriers and preferences removed. It is

82-181—67—vol. I 13



190 THE FUIURE OF U.S. FOREIGN TRADE POLICY

generally conceded, however, that for the less developed countries,
the results of the Kennedy Round were far from encouraging. Never-
theless, we should continue these efforts, along with a constant review
and study of our own restrictive trade policies relating to products
which, otherwise, could be imported advantageously from Latin
America.

Looking to the future, we should be prepared for the emergence of
the Latin American countries as exporters of semimanufactured and
finished goods; and we should do all we can to encourage this develop-
ment. Unhappily for Latin America, the incidence of tariff duties on
products which they are in a most favorable position to process and
manufacture increases with the degree of fabrication, thus creating
a disincentive for industrialization. This is true of wool, cotton, rub-
ber, wood, cocoa, leather, copper, and many other products.

I am not suggesting that the obstacles to Latin American indus-
trialization and exports are all of our making or that they all are
external in origin. The most difficult problems are the internal ones:;
the emphasis on import substitution behind tariff barriers rather than
on efficient production for export; the formidable geographical bar-
riers to internal trade and commerce; the limitations on economies
of scale imposed by their small domestic markets; the prevalence of
inflation, often self-inflicted as a result of overspending by govern-
ments on high-cost and inefficient industrial projects which might
better be left to private enterprise; inexperience in producing for, and
in cultivating foreign markets; and low productivity resulting from
Jack of education and industrial skills, and other factors. Nevertheless,
despite these obstacles, such countries as Mexico, Brazil, and Argen-
tina are developing significant export capacity in manufactured goods,
and there are numerous opportunities in these and other countries for
industrialization and exportation of indigenous raw materials, if the
United States and other industrial countries are willing to open their
doors just a little way so that some of these products can enter.

The Latin American nations, together with other less developed
countries, have been urging for some time that the industrial coun-
tries should be willing to grant tariff and other trade concessions to
them, without expecting reciprocity as a contribution to their economic
growth and development. This was the dominant theme at the
UNCTAD Conference in Geneva, and it was taken up by the Latin
American nations at the recent Summit Conference at Punta del Este.
President Johnson promised, at Punta del Este, to consider what
might be done by the industrial countries in the way of providing such
preferential treatment. Beyond this, there have been recurring sngges-
tions by Latin Americans and their friends in the United States that
our Government should extend such concessions or preferences on a
TWestern Hemisphere basis, regardless of what other nations may do.

The principal argument against the granting of such preferential
concessions is that this would violate the most-favored-nation principle
and the commitments that the United States has undertaken as a
leader in world trade, under the GATT agreements. As a matter of
fact, however, the most-favored-nation principle is being violated
every day by the entry of duty-free African products into the EEC
countries, and by the longstanding system of British Commonsealth
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preferences. While it is understandable that the United States should
take the position that preferences, if granted, should be extended to all
the less developed nations on an equal basis, I suggest that, if this
principle continues to be viclated by the other industrial nations, we
should be prepared to set up our own system of Western Hemisphere
preferences and to seriously study the practicality of setting up a
common market of the Western Hemisphere. '

If Great Britain and the EEC countries have special interest in, and
special responsibilities toward, the British Commonwealth and cer-
tain African countries, I submit that we have equal responsibilities
toward, and greater interests where Latin America is concerned.

I would caution, however, that any trade preferences extended by
the United States to the less developed countries in general, or to
Latin America in particular, should not be unqualified or unlimited
in duration. Rather, they should be granted in the form of incentives
for adherence to specified standards of performance, and should be
subject to continuing review. Performance in such matters as fiscal
and monetary policy, treatment of domestic and foreign private in-
vestments, and removal of export taxes and other self-created impedi-
ments to export, and adherence to reasonable standards of efficient
production and quality control should be considered in this connection.

In the case of Latin America, specifically, the granting of trade
preferences or other export incentives should be related to Latin Amer-
1can efforts and progress toward the elimination of excessively nation-
alistic restrictions and the creation of a larger intra-American market
through development of LAFTA, CACM and, ultimately, the pro-
posed Latin American Common Market. The advantages to be gained
through the creation of a free-trade area, or a common market, are
well known to our Latin American friends, but a major effort, over
an extended period of years, will be required to remove the economic,
financial, psychological, and nationalistic obstacles that stand in the
way of its accomplishment.

Another positive contribution that we might make to Latin Amer-
ican export expansion and economic development lies in the politically
sensitive field of agricultural policy. Our protectionist policies in the
form of domestic price supports, export subsidies, and disposition
of farm surpluses abroad on noncommercial terms, are frequently in
conflict with our proclaimed objective in the area of foreign eco-
nomic policy, and i the Alliance for Progress. If we are sincere in
our stated purpose of assisting our Latin American neighbors to be
self-supporting and prosperous, we should subject our own policies,
both domestic and foreign, to continuous review to be sure that they
are consistent with these objectives.

One of the most serious of Latin America’s economic problems is
the failure of its agricultural production to expand in line with
population growth and the increase in industrial production. Latin
America needs financial and technical help to remedy this deficiency,
but it makes little economic sense for us to extend this assistance and,
at the same time, provide unfair competition for their preducers by
subsidizing our agriculture and undercutting their export markets. I
am not suggesting that intelligent self-interest should bow to the
dictates of foreign economic policy or good neighborliness, but we
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might be able to save some money, and do our own consumers a good
turn, by providing incentives for our farmers to stop producing com-
modities which can be imported more economically from other coun-
tries.

At this point, I would like to make a brief comment on a related
matter on which hearings were recently held by the Committee on
Banking and Currency: whether we should condition our contribu-
tion to a projected increase in the capital of the Inter-American De-
velopment Bank—vwhich has been called the bank of the Alliance for
Progress—to an agreement that the dollars loaned by the Bank must
be spent in the United States. It seems to me that, as a practical mat-
ter, the borrowers should be free to spend these funds in the most
economic manner—to purchase at the lowest price consistent with
quality and performance. Certainly, a Brazilian borrower should not
be precluded from purchasing in Argentina, or vice versa, if we
mean what we say about encouraging Latin American integration
and industrial development.

I will readily concede that some of the suggestions I have made may
seem to conflict with efforts to bring our international payments into
better balance; but I don’t think it behooves us, on the one hand,
to try to improve our balance of payments at the expense of Latin
American countries while, with the other hand, we are loaning them
money to improve their payments position. I feel very strongly that,
despite our global commitments as a world power, Latin America
is our primary field of interest, and anything we can do to assist our
good neighbors and trading partners to speed their economic develop-
ment and social progress by helping them to help themselves not only
will be a sound investment in inter-American relations but will be a
real contribution to our own national welfare and security.

I thank you for giving me this opportunity to express my views
on some of the elements of our foreign trade policy that have a bear-
ing on our inter-American relations.

Representative Boges. Thank you very much, Mr. Balgooyen.

Senator Symington, do you have any questions?

Senator Syarrxerox. Thank you, Mr. Chairman. First, let me com-
pliment the Chair for having these most constructive hearings.

Mr. Gilbert, I notice you represent one of the great corporations
in this country, which excels in automation and has a strong position
in foreign trade. I come from a State which is first in the shoe in-
dustry. It is difficult for my people to compete because of the tre-
mendous difference in the standard of living, specifically, wages. The
shoe business here is being steadily eroded due to foreign competi-
tion, primarily from Japan, secondarily from Italy. I am wondering
how you feel about that, from the standpoint of the future of U.S.
business?

Mr. Geerr. I am not qualified, Senator, to talk about the shoe in-
dustry specifically. I think basically I have come to believe over the
years that our country would be better off if we do the things we
can do best and take advantage of corresponding skills in other parts
of the world, and by this route our people will end up leading the
best possible life. And if it requires a future negotiation, or future
legislation, the problem comes up as to a specific industry. And I
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tried to point out in my short remarks the timing and phasing—
how one arrives at a free trade goal depends upon problems in par-
ticular industries in particular countries.

I would like to differ with you just a second on the use of the
term “automation.” I don’t know what it means. And in that sense
I don’t believe Gillette is characterized by automation in the sense
that you put an IBM tape in a machine and it runs the machine
alone. And what we have done, I think, is typical of industry in gen-
eral since the beginning of the industrial revolution. We have tried
to improve the productivity of men by intelligent application of
proper tools for them. I am sure this has been done in shoes as well
as in other things. Whether it has been done to the limit I have no
opinion. And whether it has been done as much as it could be done
if they were pressured by foreign competition, I don’t know either.

But I think these are good questions. I think that our country will
move toward a more efficient production the more competition they
have, whether it be internal or external.

Senator SymineToN. I appreciate that. Much of foreign automa-
tion—the word was applied after World War II—we gave abroad
many billions of dollars of our best equipment. As a result, foreign
competition has the same machinery, the best in this country. It has
been given or loaned.

Do you have a patent position in, say, Japan ?

Myr. Giusert. Not of any basic consequence.

Senator SymiNeToN. An interesting answer.

Mr. Giseerr. I would like to make a point, if I may, Senator. Look-
ing at the growth and the development of our company—as you know,
we are in many places abroad—I would have no qualification for my
opinion that our company’s strength comes from the fact that we are
able to attract the best technology from everywhere in the world. There
was a time at the end of the 1930’s when, if it hadn’t been for the fact
that our British subsidiary was doing a better job of making blades
than we were in this country, the company would have probably gone
out of business. As you look around the company,in all of our machine
shops you will find Cincinnati milling machines, Genevaire drill
presses—we look to the best there is in the world, and get it, and com-
bine them, and make them go to work for us. And I think this is where
strength comes from industrially.

Senator Symingron. Thank you, Mr. Gilbert.

Mr. Balgooyen, you say “we exhibit great interest in our Latin
American neighbors in time of national emergency but quickly forget
them when the crisis is over.” To what are you referring?

Mr. Bareooyen. In am referring specifically to World War I,
World War II, and even now when we are engaged in Vietnam, when
we need to have the strategic materials that Latin America produces,
materials such as copper, for example, and we remove the impediments
to their exports. But after the emergency is over, then we hear from our
own producers. The tendency has been in the past to reimpose these
restrictions after the emergency is over. That was particularly apparent
after World War IL I am not indicating that we forget them com-
pletely; but, in the matter of helping them to promote their export
trade to this country, we do have a tendency to forget them.

Senator SymineToN. Thank you.
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You mentioned that “the entry of duty-free African products into
the EEC countries by the longstanding system of British Common-
wealth preferences.”” But it is true, is it not, that the French have said
to the Germans, you scratch our agricultural back, and we will scratch
your industrial back, and together we will keep out as much Anglo
Saxon trade as we can. If you take that as a premise, would you say it
was more important for us to work with the countries of Central and
South America, or with the countries in EFTA, including Great
Britain and the Commonwealth countries outside of EFTA, in order
to attempt to establish our own bloc as against the European bloc.
Which do you think the more important ?

Mr. BarcoorEx. That is a very good question, and I wish I were
qualified to give you an unqualified answer. But I am not.

Certainly, we have to maintain the very close relations that we have
had traditionally with the Western European countries, Great Britain,
France, and the other countries. But I feel very strongly that so far as
the less-developed world is concerned our primary interest is in Latin
America. In time of great national emergency we have always found
that we can count upon the Latin American nations to supply us with
the essential strategic raw materials and foodstuffs we need. And I
think we have to protect our position in this hemisphere.

Right now the Latin American countries, as we know, are not making
the progress that we hoped that they would make under the Alliance
for Progress. The gap between their standard of living and ours is
not narrowing. We are reaching a situation, as I indicated in my testi-
mony, where it seems to be economically impossible for the Latin
Americans to import the machinery and equipment that they need to
speed their industrial development, and to service the investments and
the loans that our Government and our citizens have extended to
Latin America, unless they can export more of their products.

So, the matter of assisting Latin Americans to increase their exports,
particularly in this market in the United States, which is their most
important market, becomes a matter of prime importance. Latin
America is a field of strategic interests as well as political interest, as is
evidenced by the great efforts that the Communist world has made in
getting a base in Cuba and exploiting it, which they are doing now by
means of guerilla movements all over Latin America. By the end of
this month an international meeting will be underway in Havana, a
gathering of guerilla chieftains from Latin American countries,
supported by the Russians, and of course promoted by the Russians,
and their Castro Communist allies. And I am quite concerned with
what may happen over the remainder of the year and next year in
Latin America as a result of this conference.

This is a rather lengthy explanation, but my concern for Latin
Ainerica is colored by the direction that I see that some of these politi-
cal development as well as economic developments are taking in that
part of the world.

Senator Syarixgrox. Thank you.

I have one more question, Mr. Chairman.

In your statement, where you discuss the question of contributions
to increase the capital of the Inter-American Development Bank, are
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you talking there about hard loans or soft loans? Specifically, are you
talking about loans of from 80 to 40 years, with no interest, and just
a carrying charge, with a period of grace for the repayment of capital,
or are you talking about a straight business transaction ?

Mr. Barsooyex. During the hearings it developed that some of the
Congressmen were considering proposals for tying the loans of the
Inter-American Development Bank—and I am not sure whether they
were only hard loans, or both hard loans and soft loans—to the pur-
chase of materials and equipment in the United States with the pro-
ceeds of these loans. And during the course of the hearings an example
was cited, I believe, of a Chilean borrower who might be able to buy
his requirements in Peru cheaper than he could in the United States,
and what did I think about that.

My answer was that, No. 1, I thought that in view of the limited
borrowing capacity of all the Latin American countries, they should
be able to use the funds they borrowed as economically as possible, and
get as much for their money as they could. And No. 2, certainly if
Chile can buy something in Peru, it assists the attempts that these
countries are making toward economic integration. And since we have
said that we are in favor of economic integration and industrializa-
tion, we certainly shouldn’t try to preclude that kind of a transaction.

Senator Symivgron. If you make a hard loan, I couldn’t agree
more. But a soft loan, you might as well give them their money and
forget it, don’t you think, a 50-year loan, no interest, no repayment of
principal, say, for 10 years? We have put a lot of money in that kind
of a loan. If you don’t specify the money has to be used in the United
States, why not get rid of all the bureaucratic costs incident to follow-
ing the loan, and just give it to them? You would be better off from
the standpoint of overhead. '

Mr. BarcooyeN. I am psychologically opposed to soft loans. But
you have a situation in Latin America of course, as I have indicated,
where they are so far in debt, particularly in dollars, that it is a ques-
tion of whether they can stand it. And so it becomes a matter of ne-
cessity, T am sure, in some cases, to grant this assistance on a soft loan
basis. And I fully appreciate the arguments for spending the pro-
ceeds of these loans in the United States. Otherwise, as you say, they
become gifts. And they are pretty close to gifts anyway and for all
we know they may ultimately be gifts.

But at the same time, whether it is a soft loan or a hard loan, if
$10 million is loaned to Chile, I would think that we would want the
Chileans to buy as much of their necessities with that $10 million as
they possibly could, even if they had to buy it in some other country.

Senator Symiweron. Thank you, Mr. Chairman.

Chairman Boges. Senator Miller, do you have any questions?

Senator Mirer. Thank you, Mr. Chairman. o

Mr. McAshan, in your statement you say, “many of the less-de-
veloped countries cannot be expected to become fully self-sufficient in
foods and fibers.” Would you include India in that category?

Mr. McAsuax. Yes, certainly, I certainly would. India is probably
less self-sufficient than many of the other countries.
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Senator Mrirer. I am not talking about what it is now, I am talk-
ing about what it can be. And your statement is that many of the less-
developed countries cannot be expected to become fully self-sufficient.

Mr. McAsman. Well, I should possibly have said, for many, many
years, until they change their systems in India, and until they are will-
ing to get rid of some of their prejudices that we are all familiar with.
For example, India is one of the greatest producers of peanuts in the
world. They extract the oil from those peanuts and use the oil for
cooking purposes, but they will not allow the meal to be used for
human food, although peanut meal is very high in protein, and is just
exactly what their children ought to be fed. They have got to get rid
of those kinds of prejudices first.

. Senator MiLrer. In our food aid program to India, as you probably
O
Chairman Boges. I am quite curious: why won’t they?

Mr. McAsuaN. As I understand it, it is a matter of their religion.

Chairman Boces. The meal for peanuts.

Mr. McAsmaxN. Yes, I don’t know why. It is used for fertilizer only.

Senator MiLLEr. In our food aid program for India, as you probably
know, we concentrate on wheat and other food grains. And under their
new 5-year program they have, I think, a reasonable basis for hoping
that by 1971 or 1972, with a reasonable amount of rainfall, and by
breaking the fertilizer bottleneck, which they hope to do, that they can
be self-sufficient in food grains. Now, this peanut matter may have
some impact. But I would say that it would be very small compared to
the food grains problem. And I was wondering whether or not you
would accept that 5-year target. Or do you think that that is just a
gesture of tutility ?

Mr. McAsaax. No, I wouldn’t call it futile in any respect. I hope
they do, but I don’t know that they can.

Senator MirtLEr. We all hope that they do. But when vou were talk-
ing about the fact that you expect many of these countries will not be
able to become self-sufficient for many, many years, you included India
in that category?

Mr. McAsmaw. Yes. And the rate of their population increase will
require a terrific improvement in their agriculture to keep pace with it.

Senator Mmer. There is no question but what it will require im-
provement. But with the hybrid seeds and with fertilizer, and with
the tremendous amount of national effort with respect to irrigation
and water wells, and with a reasonable degree of rainfall, why would
vou think it would be many, many vears before India could become
reasonably self-sufficient, certainly in food grains?

Mr. McAsuan. As much as anything from their past record.

But I certainly hope that they do, sir. It would be great if they do.
The only point that T was making was that they could buy our wheat
from our farmers with some of the other materials that they might do
better with, that they might be better equipped to produce and export
and pay for their wheat. That would be my only point.

Senator Mrzer. Well, if they have the hybrid seeds and the fertil-




