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U.S. TRADE POLICY

MONDAY, MAY 20, 1996

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON TRADE,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10 a.m., in
Schaumburg Village Hall, 101 Schaumburg Road, Schaumburg,
Illinois, Hon. Philip M. Crane (Chairman of the Subcommittee)
presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON TRADE

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721

April 26, 1996

No. TR-23

Crane Announces Field Hearing
on United States Trade Policy

Congressman Philip M. Crane (R-IL), Chail of the Sub ittee on Trade of the
Committee on Ways and Means, announced today that the Subcommittee will hold a field hearing on
the status and future direction of United States trade policy. This is the third in a series of hearings
the Subcommittee is holding in 1996 to evaluate progress in United States trade policy. The
hearing will be held on Mounday, May 20, 1996, at 10:00 a.m., at the Schaumburg Village Hall,
101 Sch burg Court, Sch burg, Illinois.

Oral testimony will be heard from both invited and public witnesses. Invited witnesses will

include Governor Jim Edgar and Acting United States Trade Rep ive Charlene Barshefsky.
Also, any individual or organization not scheduled for an app may submit a written statement
for consideration by the C. itiee or for inct in the printed record of the hearing.
BACKGROUND:

The 103rd Congr d legislation impl g the results of two historic trade
negotiations, the North Amcncan Free Trade Agrccment and t.he Uruguay Round Trade Agrcemenls,
which established the World Trade Organization. These ag have been beneficial in

new jobs, stimulating the American economy and raising the standard of living of American
workers. The Committee on Ways and Means has jurisdiction over United S!ates trade pohcy,

including proposals to extend authority to the Administration for use in neg g new i
trade agreements.
EOCUS OF THE HEARING:
The Sub i that wil address the form and content of future trade policy
undertakings as the United Smu approaches the 21st century. By way of illustration, the
Sub intee seeks testimony from the public on such issues as:

®  What is the role of i ional trade in ing ic growth for United States
workers and firms?

e For ies with busi i hasizing future growth through intemational
expansmn wiuch fomgn markets ptescnt lhc most opportumty" How do Illinois firms
incorporate i rkets in their p

® How can the United States ensure that it maintains its historic leadership role in a fast-

changing world economy?

® Which key trade initiatives and institutions such as the Asia Pacific Coopcranon
Group, the Free Trade Agr of the Americas, and the T i pl
hold the most promise for expanding United States exports over the long term?

& How important is it for the United States to negotiate Chile's membership in the
North American Free Trade Agreement?

¢ How can the United States best encourage China to participate responsibly in the
international trading system?

® What should the trade negotiating objectives of the United States be in the post-Uruguay
Round environment? Are there trade issues such as international rules goveming services,

(MORE)



intetlectual property, and government procurement which should receive priority attention by
the Congress and the Administration? What are the most significant trade barriers that face
United States firms who seek to do business in foreign markets?

® What kind of trade policy will maintain and improve the itive position of the United
States in the world economy?

o How does the United States develop a trade policy that best reflects the national interest?
DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD:

Requests to be heard at the hearing must be made by telephone to Traci Altman or Bradley
Schreiber at (202) 225-1721 no later than the close of business, Thursday, May 9, 1996. The
telephone request should be followed by a formal written request to Phillip D. Moseley, Chief of
Staff, Committee on Ways and Means, U.S. House of Representatives, 1102 Longworth House
Office Building, Washington, D.C. 20515. The staff of the Subcommittee on Trade will notify by
telephone those scheduled to appear as soon as possible after the filing deadline. Any questions
concerning a scheduled appearance should be directed to the Subcommittee staff at (202) 225-6649.

In view of the limited time available to bear wi the Sub ittee may not be
able to accommodate all requests to be heard. Those p and organizations not scheduled for
an oral appearance are encouraged to submit written statements for the record of the hearing. All
persons requesting to be heard, whether they are scheduled for oral testimony or not, will be notified
as soon as possible after the filing deadline.

Witnesses scheduled to present oral testi are required to ize briefly their written
statements in no more than five minutes. THE FIVE-MINUTE RULE WILL BE STRICTLY
ENFORCED. The full written statement of each witness will be included in the printed
record.

In order to assure the most productive use of the limited amount of time available to question
all wi heduled to appear before the Subcommittee are required to submit 200
copies of their prepared statements for review by Members prior to the hearing.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Any person or organization wishing to submit a written statement for the printed record of
the hearing should submit at least six (6) copies of their statement, with their address and date of
hearing noted, by the close of business, Monday, June 3, 1996, to Phillip D. Moseley, Chief of StafY,
Committee on Ways and Means, U.S. House of Rep ives, 1102 Longworth House Office
Building, Washington, D.C. 20515. If those filing written statements wish to have their statements
distributed to the press and interested public at the hearing, they may deliver 200 additional copies
for this purpose to the site of the hearing at least one hour before the hearing begins.
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Note: All Committee advisories and news releases are now available over the Internet at
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Chairman CRANE. Good morning and welcome to this hearing of
the Subcommittee on Trade of the Ways and Means Committee on
the status and future direction of U.S. trade policy. It is indeed a
great pleasure to welcome my colleague from the House of
Representatives, the Ranking Member on our Trade Subcommittee,
my colleague from New York, Congressman Charles Rangel. And I
am also happy that Congressman Don Manzullo, my friend from
Egan, lllinois is able to be with us today. He serves as Chairman
of the Small Business Subcommittee on Procurement, Exports, and
Business Opportunities in the House of Representatives.

As the fifth-largest exporting state in the nation, open inter-
national markets are critically important to the creation of high-
paying jobs in Illinois. By the same token, expanding trade is vital
to our country, which is the world’s greatest exporter. My purpose
in bringing the Subcommittee here to Schaumburg is to focus on
how one successful state approaches the international marketplace
and to review how important trade is to future economic growth.

Finally, I have requested the witnesses comment on the most
important trade issues facing their firms and associations.

We are honored to be joined later this morning by Governor Jim
Edgar. And our first witness who will be testifying is Ambassador
Ira Shapiro, who will share the perspectives of their respective ad-
ministrations. It is important to put these issues into context by re-
viewing some key statistics which I expect our witnesses will re-
emphasize in their presentations.

In 1995, U.S. exports increased by 14 percent, reaching a total
value of $784 billion. Here in Illinois we experienced an even big-
ger surge in export growth, as our exports rose by 24 percent over
1994 levels, to $33 billion. These exports came from a broad spec-
trum of Illinois industries, including industrial machinery and com-
puter equipment, electronics, chemicals, agricultural and food prod-
ucts, transportation equipment and many more.

The message I want to share with you today is that exports
translate directly into jobs here at home. Indeed the U.S. Com-
merce Department has estimated that every $1 billion in exports
translates into 17,000 to 20,000 new jobs in the United States.
Moreover, it has been estimated that those jobs pay up to 22 per-
cent more on the average than their counterparts that produce for
domestic consumption. Although Illinois is home to many of our
country’s largest exporters, including Motorola, Caterpillar, Archer
Daniels Midland, Abbott Laboratories and Deere and Co., compa-
nies of this size dominate U.S. trade relations less and less. In-
creasingly, small businesses are succeeding in selling their prod-
ucts abroad. Already the U.S. Census Bureau has determined that
97 percent of Illinois companies that export, employ less than 500
employees each.
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I am happy that the Subcommittee on Trade has this opportunity
to receive testimony from our distinguished witnesses on the role
that trade plays in the economy today and the future negotiating
objectives of the United States to open new markets for the benefit
of U.S. firms and workers. It has been estimated that trade will ac-
count for 36 percent of our gross domestic product by the year
2010, up from just 14 percent 25 years ago. Given this trend and
the overall globalization of the world economy, I look forward to
hearing our witnesses discuss priorities for future trade negotia-
tions. '

[The opening statement follows:]



Opening Statement by Chairman Philip M. Crane
Ways and Means Trade Subcommittee
Field Hearing in Schaumburg, Illinois
May 20, 1996

Good moming. Welcome to this hearing of the Subcommittee on Trade of
the Ways and Means Committee on the status and future direction of U.S. trade
policy. It is indeed a great pleasure to welcome my colleague from the House
of Representatives, Congressman Charlie Rangel of New York, to my home
state of Illinois. I am also happy that Congressman Don Manzullo, my friend
from Eagan, Illinois is able to be with us today. He serves as Chairman of the
Small Business Subcommittee on Procurement, Exports, and Business
Opprotunities in the House of Representatives. As the fifth largest exporting
state in the nation, open international markets are critically important to the
creation of high paying jobs in Illinois. By the same token, expanding trade is
vital to our couniry, which is the world’s greatest exporter.

My purpose in bringing the Subcommittee here to Shaumburg is to focus
on how one successful state approaches the international marketplace, and to
review how important trade is to future economic growth. Finally, I have
requested that witnesses comment on the most important trade issues facing their
firms and associations. We are honored to be joined by Governor Edgar and
Ambassador Ira Shapiro who will share the perspectives of their
Administrations.

I think it is important to put these issues into context by reviewing some
key statistics, which I expect our witnesses will reemphasize in their
presentations.

In 1995 U.S. exports jumped by 14%, reaching a total value of $784
billion. Here in Illinois, we experienced an even bigger surge in export growth,
as our exports rose by 24% over 1994 levels to $33 billion. These exports came
from a broad spectrum of Illinois industries, including industrial machinery and
computer equipment, clectronics, chemicals, agricultural and food products,
transportation equipment, and many more. The message I want to share with
you today is that exports translate directly into jobs here at home. Indeed, the
U.S. Commerce Department has estimated that every $1 billion in exports
supports 17,000 to 20,000 jobs in the United States. Moreover, it has been
estimated that those jobs pay up to 22% more on average that their counterparts
that produce for domestic consumption.

Although [Hlinois is home to many of our country’s largest exporters,
including Motorola, Caterpillar, Archer Daniels Midland, Abbott Laboratories,
and Deere and Company, companies of this size dominate U.S. trade relations
less and less. Increasingly, small businesses are succeeding in selling their
products abroad. Already, the U.S. Census Bureau has determined that 97% of
Illinois companies that export employ less than 500 employees each.

I am happy that the Subcommittee on Trade has this opportunity to receive
testimony from our distinguished witnesses about the role that trade plays in the
economy today, and the future negotiating objectives of the United States to
open new markets for the benefit of U.S. firms and workers. It has been
estimated that trade will account for 36% of our gross domestic product by the
year 2010, up from just 14% twenty-five years ago. Given this trend and the
overall globalization of the world economy, I ook forward to hearing our
witnesses discuss priorities for future trade negotiations.
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I would now like to yield to my distinguished colleague,
Congressman Rangel for an opening statement.

Mr. RANGEL. Thank you, Mr. Chairman, and I ask unanimous
consent that my entire written statement be placed in the record.

Chairman CRANE. Without exception, without objection, so
ordered.

Mr. RANGEL. Mr. Chairman, I am glad to be here with you in
Illinois and also with my colleague, Don Manzullo. New York has
many of the same problems as Illinois and we are greatly depend-
ent on expansion in foreign trade. I want to congratulate you for
the bipartisan way in which you have led the Trade Subcommittee,
notwithstanding the fact that we are presently going through the
most difficult partisan atmosphere in recent history. Nevertheless,
we have had a tradition of bipartisanship in trade and your leader-
ship has really kept it that way, and I want to thank you publicly.

We all recognize that the economic future of the United States
is going to be dependent on how we can expand our markets
abroad. And since we are only 4 percent of the world population,
we have to really develop these markets. Every billion dollars’
worth of exports averages at least the creation of 15,000 jobs here
in America, but the jobs that are being lost have to be of great con-
cern to those people in urban areas and in former manufacturing
areas since the jobs that are being displaced due to globalization
and the emphasis on high tech have been the lower paying, lower
skilled jobs. So it means that we have to ensure that foreign mar-
kets are not only held open, but also that there is a level
playingfield. We want to make certain that nations do not take un-
fair advantage of us by not allowing our products a fair opportunity
to compete. At the same time, our companies who are the bene-
ficiaries of our open trade policy must recognize their responsibility
to insist on higher levels of education for all of our people, as well
as education and retraining for those Americans who are not bene-
fiting from expanded trade.

There will be many more challenges in the future. This is a his-
toric period that we are going through. 1 am proud to sit on the
Committee and the Subcommittee that's going to have a lot to say
about the direction in which the world and our country will be
going, and I look forward to discussing these issues with the wit-
nesses that will be here today. In fact, Governor Edgar has taken
time out of his busy schedule to join us. I also would like to wel-
come my friend, Ambassador Ira Shapiro of the Office of the U.S.
Trade Representative. He is one of President Clinton’s top trade of-
ficials and international trade negotiators. And I look forward to
hearing from the people of Illinois, on whom we must depend for
support on a subject that has been exploited by many politicians
as they try to have some Americans believe that if it is foreign, it
has to be wrong.

Mr. Chairman, 1 thank you for the work that you have done in
the Congress and for inviting me here to the great State of Illinois.

[The opening statement follows:]



OPENING STATEMENT
CONGRESSMAN CHARLES B. RANGEL
SUBCOMMITTEE ON TRADE
HEARING ON THE FUTURE OF
UNITED STATES TRADE POLICY
SCHAUMBURG, ILLINOIS
MAY 20, 1996

Thank you, Mr. Chairman, for holding this important hearing on the future of United
States trade policy. I'know that trade policy is an important public policy issue for the people of
Illinois, who depend heavily on international commerce for their economic well-being.

1 would first like to congratulate you for your outstanding work as Chairman of the Ways
and Means Subcommittee on Trade in the 104th Congress. You have been a tireless advocate for
open markets around the world, not only as Chairman of the Trade Subcommittee but also
throughout your long and distinguished career in Congress. Moreover, as Chairman, you have
continued to operate the Trade Subcommittee in a bipartisan fashion, which has long been the
tradition in the Ways and Means Committee. We can only have a sound and sustainable trade
policy for this country if it is formulated and implemented on a bipartisan basis.

Mr. Chairman, as you well know, the United States is the world's number one trader. We
are the largest exporter of goods (8575 billion in 1995) and the world's largest importers of goods
($750 billion in 1995). We are also the largest international trader of services (with exports of
$209 billion and a surplus of $62 billion in 1995). International trade, and exports in particular,
are important for the weli-being not only of the Illinois economy but of our national economy.

-~ In 1995, despite a large trade deficit of $115 billion (both goods and services), our
merchandise exports were expanding faster than our imports for the first time in recent
years. U.S. exports rose by over 14 percent, which was 7 times more than our GNP growth.
U.S. services exports rose by S percent.

-~ Eleven million workers in this country owe their jobs to exports. On average, these jobs pay
13 to 17 percent more than non-trade jobs. Every billion dollars of exports suppotts, on
average, 15,000 jobs.

-~ On the other hand, imports displace jobs. It has been estimated by a University of Maryland
economist that imports have displaced around 12 million jobs in this country. The jobs they
displace tend to be lower-paying, lower-skilled jobs than export-related jobs.

-~ Thus, exports create better jobs than the jobs that are displaced by imports. Trade tends to
make the economy more efficient as a whole by creating more competition, making the best
products and technology available to consumers at the lowest possible prices, and lowering
costs of inputs to producers.

Trade Policy Chall for Public Official

-~ The United States is no longer a self-contained economy and depends on trade with the
world. As a mature economy with a low rate of population growth, our best opportunities
for economic growth in the future are in trading with other countries. After all, the United
States has only 4 percent of the world's population. That means that 96 percent of the
world's market is outside our borders.

-~ Public officials with policy responsibilities for trade have three major challenges:

» First, we must pursue policies to ensure that foreign markets are as open as ours to trade.
We are generally doing a good job in negotiating agreements to gain access to markets
abroad -- the recent Uruguay Round agreements are an example. We are also giving
greater priority and attention, as we should, to overseeing implementation of those
agreements by our trading partners and enforcement of our rights against violators.



« Second, we must devise policies to make the conditions of trade fair and equitable for
U.S. companies and workers. While our past trade agreements have addressed issues
relating to fair competition in trade -- such as antidumping practices, subsidies, and the
like -- we must do a better job on labor and environment issues.

= Third, we must have domestic policies that will assist those who have been adversely
impacted by trade. In this regard, we must acknowledge that trade creates winners and
losers -- like any change in the economy -- and that the gain for the winners is much
greater than for the losers. At the same time, our system must help the losers adjust and
transition into new productive activities. This is an area where our policies have been
deficient and must be improved -- we need better adjustment assistance, job-training; and
education policies if all our people are going to operate successfully in, and benefit from,
the global economy of the future.

Trade Policy Chall for the Private §

-~ While public officials have a number of trade policy challenges, the private sector, and
particularly those companies and individuals engaged in trade, also have a number of trade
policy challenges in the future. These challenges are even greater as the public at large and
some politicians increasingly question the benefits to the United States of international trade
and trade agreements.

"« First, the private sector must educate their employees, their customers, their suppliers,
and their stakeholders about the realities of international trade -~ both the benefits and the
costs,

+ Second, the companies that benefit from international trade must take more action in
assisting those who are disadvantaged by international trade -- by locating new U.S.
production facilities in areas that have been hurt by trade, by hiring and retraining
displaced workers, and by getting actively involved in educational and apprenticeship
programs for the less advantaged of our society.

* Finally, the private sector cannot expect the government to be responsible for managing
the transition to a global economy. There must be a true public-private partnership
involved.

Conclysion

I look forward to discussing these issues with our witnesses today. 1 am particularly
grateful that Governor Edgar has taken time out of his busy schedule to be with us at this
hearing. I would also like to welcome Ambassador Ira Shapiro of the Office of the United States
Trade Representative. Ambassador Shapiro is one of the Clinton Administration’s top trade
officials and international trade negotiators. Finally, I look forward to exchanging views with the
fine people of Illinois who are scheduled to appear before the Subcommittee today.

Thank you again, Mr. Chairman.
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Chairman CRANE. Thank you very much, Congressman Rangel,
and I deeply appreciate your making that trip out from New York
and the weather permitted you getting in this morning. And I
would like to yield to Don Manzullo now for any opening statement
you might like to make.

{Opening Statement of Hon. Donald A. Manzullo follows:]

Mr. MANZULLO. Thank you, Mr. Chairman. It is a real pleasure
to be here this morning. The district that I represent is just to the
west and north of here. It starts at the Mississippi River and runs
all the way across the top of the State of Illinois, to the McHenry-
Lake County border. The 16th Congressional District of Illinois is
responsible for approximately one-third to one-half of Illinois’ ex-
ports. We have 1,800 manufacturing facilities, from the one-person
shop to the Chrysler Neon plant, and we welcome the opening of
a Motorola plant with 5,000 employees in McHenry County. So our
Congressional District is intricately related to trade. In fact, it is
dependent upon trade in terms of accessing those foreign markets.

So Mr. Chairman, I look forward to the testimony of the wit-
nesses, especially our leadoff witness, Mr. Shapiro.

Chairman CRANE. Thank you. In introducing Ambassador
Shapiro, I would like to just mention the fact that, and elaborating
on what Congressman Rangel said, he was named by President
Clinton as Senior Counsel and Negotiator in the Office of the U.S.
Trade Representative. He was confirmed by the U.S. Senate on
June 30, 1995, and he has the responsibility for bilateral negotia-
tions with Canada and Japan. He was appointed by President
Clinton in March 1993 as General Counsel of the USTR. Previously
he was a partner in the Washington office of Winthrop, Stemson,
Putnam & Roberts, specializing in legislative and regulatory prac-
tice and international trade policy. I might note, as a footnote to
that, that he reminded me this morning that he moved up to
Evanston in 1972, at exactly the time I lost Evanston in my origi-
nal district with the reapportionment. I do not know whether there
was any connection or not, Mr. Shapiro, but with that, I yield to
you for your comments.

STATEMENT OF HON. IRA SHAPIRO, SENIOR COUNSEL AND
CHIEF NEGOTIATOR FOR JAPAN AND CANADA, OFFICE OF
THE U.S. TRADE REPRESENTATIVE

Mr. SHAPIRO. Thank you, Mr. Chairman. I very much appreciate
the opportunity to be here, to come back to Illinois, where I actu-
ally started my professional career more than 20 years ago, to talk
about trade policy, what we think we have accomplished during the
administration, the challenges ahead. And I want to emphasize at
the outset, as you have already indicated, our trade policy, what we
have done and the challenges we still face, has been a very biparti-
san endeavor. Your leadership in the Congress, you and I have
worked closely together on difficult fights over NAFTA and GATT.
We have had great support on both sides of the aisle. Frankly, it
is unfortunate that I do not see Governor Edgar here, because we
would find a fair amount of common ground as well.

One thing that we have discovered in the last few years is that
there is a broad and emerging consensus on a bipartisan basis as
to what U.S. trade policy ought to be, and the President has pro-
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vided leadership in that regard and I am proud of that. But, it also
converged with the views of many in Congress, many in the private
sector around the country and the Governors as well.

We are beginning, to see, Mr. Chairman, the results from the
President’s policy of insisting that other nations open their markets
to our products and services. When the President was elected he
said that his central commitment was trying to build the strength
of our economy so that we could compete and win the global mar-
ketplace, so our workers and then their children after them coming
into the work force, will have opportunities. That required a good
many changes on the domestic front, ranging from deficit reduction
to increased investment in education and training, and in our
urban areas where there are so many needs that we have not met.
But, it also required a new trade policy.

In the first weeks of his administration, the President sketched
out a new trade policy, one that rejected the false choice, as he put
it, between unilateral free trade on the one hand, and protection-
ism on the other hand. In a speech at American University in
February 1993, he said, “Open and competitive commerce will en-
rich us as a nation and we will compete, not retreat,” but he also
said, “We will continue to welcome the products and services and
investments of other countries into our market, but we will insist
that our products and services be able to enter other countries’
markets on the same terms,” that we favored open trade, but with
comparable access and reciprocal treatment. The days when we
could carry the trading system by importing everybody else’s prod-
ucts but allowing them to keep their markets closed to us were
long gone.

We have pursued that policy I believe consistently and some
would say almost relentlessly in the pursuit of open markets, for
the reasons you all have stated. Exports are crucial to our economic
health and our ability to prosper as a country depends on our abil-
ity to sell our products and services to the 96 percent of the world
that is not within our boundaries. If I had to say one of the keys
here, this is, in fact, the key.

This administration starts its trade policy from the premise and
indeed, from the fact that we have the world’s most competitive
companies, workers, and farmers. We have all the tools and talent
we need to compete in the world, as long as government plays its
role in opening foreign markets, in leveling the playingfield, insist-
ing that other countries play by the same rules, and dealing with,
as Congressman Rangel said, those who are hurt by trade and
those who also need the skills to participate in the global market.
For that reason, the President has pursued the NAFTA, and the
GATT, 200 trade agreements overall, including 21 with Japan.

And there is another premise that guided our policy there. Be-
cause we started with markets that were more open than our com-
petitors, we benefit when we open their markets. We move, not just
toward freer trade, but toward fairer trade, and that has been the
connecting premise between all the things that we have done, get-
ting people to negotiate, to lower their barriers, to enforce our
trade agreements, and basically to clear the way for our competi-
tive companies and workers.
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We are starting to see the results, Mr. Chairman. In the last 3
years, the United States enjoyed record export growth; 4 percent in
1993, 10 percent in 1994, more than 14 percent last year, the first
year of the Uruguay round, as countries all around the world low-
ered their barriers. We have also returned to being the world’s
largest exporter. Our agricultural exports were up 22 percent in 1
year. But, what is impressive about this showing is the broad
based nature of our trade strength.

We lead the world in sectors as diverse as aircraft and agri-
culture. We set the standard for entertainment, for computers, for
software, for telecommunications, but we have also come back
strong in areas that we were very concerned about during the
1980’s; automobiles, steel, and semiconductors. And the thing that
I need to say at this point is that we would never claim that trade
policy or trade agreements are doing everything. What we have
now is government policy and our efforts converging with the ef-
forts that business, and labor are making to make themselves com-
petitive. So, we are essentially taking down the barriers at a time
when our companies and workers are working hardest to be
competitive.

We are seeing the overall results in low unemployment and
investment-led expansion, perhaps the first in 30 years. It has not
reached everyone and we are not going to stop at this point, but
we are making progress and we are seeing growth. we have been
named the leading economy in the world in terms of competitive-
ness for the last 2 years.

You do not have to look much farther in terms of these policies
than the Midwest, because this State and this region have made
extraordinary progress in terms of trade. The Washington Post re-
cently reported that the 1990s had been a decade of exports from
this region and foreign investment in the region. And Illinois is one
of the leading examples where you have a state that increased ex-
ports 49 percent in 2 years, to a total of $32.6 billion, running the
gamut from industrial to agricultural products. The story is the
same through much of the Midwest. In Michigan, exports rose 40
percent in 2 years. This week’s Business Week, Mr. Chairman, re-
ported that Michigan is facing a shortage of skilled workers be-
cause the economy is doing that well and much of it is export-led
growth.

Let me just hit a few of the areas that we are specifically inter-
ested in as well, and try to see how they fit into this mosaic. We
have spent a great deal of time, Mr. Chairman, as you know, trying
to open the market in Japan. Japan, for 20 years, has been one of
the leading trade problems facing our country. We have proceeded
on the view that sanctuary markets, closed markets, had no place
in the international system particularly where the second largest
economy in the world was concerned. We are seeing progress from
the more than 20 trade agreements that we have negotiated. Last
year the trade deficit was down 10 percent with Japan. Exports in
Japan rose more than 20 percent last year and today I read in the
Wall Street Journal that trade deficit with Japan had gone down
from more than $6 billion in March 1995 to just over $4 billion in
March 1996 It.is still too much of a deficit and we have got work
to do. We are seeing progress.
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Here in Illinois, I read recently that Lt. Gov, Kustra had just
been at the Neon plant, where they are making right-hand drive
cars to sell in Japan. And we are seeing, as a result of competition
between our auto companies and the success of our trade agree-
ment with Japan, we are seeing the sale of cars and auto parts in
Japan in significant amounts for the first time. At the same time,
we are seeing the auto companies here in the U.S., Japanese com-
panies, building more cars here rather than in Japan, and using
more parts that are made in the United States. So, the picture is
becoming an increasingly positive one, and the overall result, as
the result of the work of our companies and our workers, is that
for the first time since 1980, the United States was the leading
automobile producer again in 1994, and the same thing happened
in 1995.

As Congressman Rangel and I were talking on the way over
here, one example struck me as illustrative of the globalization and
the role of trade, as you described it, Mr. Chairman, 5 years ago
Chrysler was selling vehicles in 22 countries around the world.
Today, 5 years later, they are selling their cars in more than 100
countries. That’s a stunning change, and it is a stunning change
in world view that our best companies are taking and it is seeping
down, as you said, to smaller businesses as well. Similarly, our
auto agreement has benefited a great deal, Tenneco, here in the
Illinois area. For more than 25 years they could not get into the
Japanese market but now they are selling, for the first time, Mon-
roe shock absorbers, in 1,400 Toyota dealers, affiliated companies
throughout Tokyo and replacement parts in more than 6,000 serv-
ice stations throughout Japan.

Now, as some have noted, I could go on at great length. I prob-
ably should not. I just want to say three more things briefly. First,
part of the centerpiece of what we were doing was the Uruguay
round and the new World Trade Organization. There was skep-
ticism about the Uruguay round and the World Trade Organiza-
tion, and yet it has both contributed to our export growth in the
first year and it has also led to a very significant ability to use the
dispute settlement system to pressure other countries to keep on
opening their markets. I would be happy to get into that as ques-
tions go on.

Second, I do not want to gloss over the problem areas. We cer-
tainly face difficult challenges around the world, and the most
prominent at the moment is China. We believe, as others do, that
China should be an important part of the international trading sys-
tem, but we believe they need to play by the rules of the trading
system. At the present time, China remains one of the most protec-
tionist trade regimes in the world. They block access to their mar-
ket for many U.S. goods, capital goods, services and others, and
they have engaged in rampant piracy with respect to our intellec-
tual property. As you know, Mr. Chairman, last week we an-
nounced the publication of a $3 billion preliminary retaliation list
because of their failure to carry out the 1995 trade agreement. We
did not take that action lightly or happily, but the concern that
Ambassador Barshefsky, just as Mickey Kantor had before and as
the President has said, if you do not carry out the trade agree-
ments you have entered into, then you’re not going to be credible
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around the world in opening markets, nor is it acceptable for us to
stand by and have China engage in what is still rampant piracy
of our copyrighted products.

The last thing I would say, Mr. Chairman, is that part of what
the President has done is focused on the importance of developing
nations and markets, and you have been a leader in this area. We
are extremely committed to continuing the progress that has been
made in Latin America and in the Caribbean, in trying to continue
expanded trade and open markets. This is an area that has many
problems and yet, it is an area where so much progress has been
made in recent years toward democratization and toward economic
openness, that we intend to keep on moving in that direction. And
I believe that next year hopefully, from my standpoint, the
President will be re-elected, but whoever is President, will believe
that continuing the effort toward market opening in Latin America
will be critical.

Mr. Chairman, the last thing I would simply say is that we all
look forward to continuing the work with Congress on a bipartisan
basis. This administration, particularly Secretary Kantor, late
Secretary Ron Brown, the leadership he provided in trade, and all
of us have valued the work that we have been able to do with you
and to keep on working for the American people.

[The prepared statement follows:]
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Introduction

Mr. Chairman, I appreciate this opportunity to appear today before this Subcommittee. It is
especially a pleasure to come to Illinois to discuss the successes we've had in trade over the ast
three years, as well as the challenges which lie ahead. We are beginning to see positive results
from the President’s leadership, with the bipartisan support in Congress, in insisting that other
nations open their markets.

In the first weeks of this Administration, President Clinton set forth a new trade policy, one that
rejected that false choice between unilateral free trade and protectionism. In a speech at ’
American University in February, 1993, “Open and competitive commerce will enrich us as a
nation.” And so, he said, “we must compete, not retreat.” But he also said, “we will continue
to welcome foreign products and services into our markets but insist that our products and
services be able to enter theirs on equal terms.” We favor open trade — but with reciprocity.
The days of one-way trade -- when we opened our markets with out insisting on comparable
access to foreign markets - are over. This insistence on equal access on equal terms is the basis
of his trade policy and part of an overall strategy to create jobs; raise standards of living; and
ensure fair and frée trade works to the benefit of Americans.

The President understands that we live in a changing world. There are essentially four new
realities which mark this changing world, and have an impact on our trade policy.

First, our economic strength begins at home. Recognizing this fact, the President has worked
hard to restore the domestic economy. That meant enacting a smart and tough deficit reduction
plan and reducing the size and scope of government. At the same time, his Presidency is .
dedicated to giving the American people the tools they need to prosper in the new economy --
tools like a decent education, safe streets, a government that creates opportunity, not
bureaucracy. At the same time he has called for workers and companies to make the most of
those opportunities. No one can face the challenges of a new century alone. We all must work
together.

Second, the global economy is now a fact of life. Businesses operate internationally, and the
economies of the world are truly interdependent.

Third, trade is more important than ever to our economy. Trade now equals over 30 percent of
U.S. GDP, up from 13 percent In 1970. Over eleven million workers in this country owe their
jobs to exports. On average, these jobs pay 13 - 17 percent more than non-trade jobs. Every
billion dollars of exports supports 15,000 jobs. To grow and prosper at home -- and create high
wage jobs -- we must open the most fucrative markets in the world to U.S. exports. We are six
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percent of the world’s population -- and we have the world’s most competitive workers,
companies and farmers. We will prosper by selling our products and services to the other 94
percent of the world.

Finally, in the post-Cold War world, national security and economic security cannot be
separated. The days of the Cold War when we sometimes looked the other way when our
trading partners failed to live up to their obligation are over.

President Clinton has pursued a trade policy to ensure America remains strong in this new era.
Over the last three years, President Clinton and his Administration, with the bipartisan support of
Congress, has negotiated nearly 200 trade agreements, including Nafta, which created the largest
free trade zone in the world, the Uruguay Round agreement, the most comprehensive trade
agreement in U.S. history, 21 agreements with Japan, and scores of other key trade agreements to
open foreign markets to U.S. exports. And he has fought hard to ensure our trading partners live
up to their obligations. Enforcing our trade agreements and trade laws is an important feature of
the President’s trade policy.

We are starting to see the results. During the last three years, the United States has enjoyed
record export growth -- exports grew 4 percent in 1993, 10 percent in 1994 and over 14 percent
last year, which also was the largest dollar volume growth in exports in U.S. history. We returned
to being the world’s largest exporter. Last year we also hit an all time agricultural export record
of $55.8 billion --that’s a 22% increase over 1994's strong performance. What is impressive is
the broad nature of our economic strength. We lead the world in autos and agriculture, in
software and entertainment, in computers and semiconductors.

The U.S. trade deficit with Japan fell by nearly 10 percent in 1995. U.S. exports to Japan were up
20 percent last year and 35 percent in the last three years. A study by the Council of Economic
Advisors showed that in those sectors covered by recent trade agreements with Japan, exports
have grown by 85 percent since the President took office. Exports to the dynamic economies in
Asia (excluding Japan) and Latin America (excluding Mexico) have risen by 40% and 36%
respectively in the last 2 years (1993 to 1995).

President Clinton has worked hard 10 help all Americans by building a strong economy. Because
of his efforts --with trade a big part of the picture -- the U.S. economy is thriving. Our economy
has created 8.5 million jobs in the last three years. Unemployment is now 5.4 percent. Recently
the Bureau of Labor Statistics released numbers showing that wages are growing at their fastest
pace in five years. All this growth has occurred while inflation has remained low and stable. The
most recent indicator is that the GDP deflator for the first quarter of 1996 was 2.5 percent, about
the same as the increase for the four quarters of 1995. Significantly, this continues to be an
investment-led expansion. Business investment was up 14.5 percent at an annual rate this
quarter. In fact, there has been an historic level of investment under President Clinton, laying
the groundwork for future growth. Business investment has been up by 11 percent annually
since President Clinton took office, a better record on investment growth than any administration
since John Kennedy was President.
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At precisely at the time when are businesses, workers and farmers regained their competitive
edge, the Clinton Administration has fought hard to open markets around the globe. This
concerted effort between the government and businesses, workers and farmers is a large part of
the reason the World Economic Forum in 1995 judged the American economy to be the most
competitive in the world for two years in a row --and up from number five in 1992,

Trade and the Midwest

We don’t need to look any farther than right here in the Midwest to gauge our successes -- and
the challenges before us. The President has fought hard to open markets so that workers and
companies in the Midwest can sell their products abroad. But at the same time workers and
businesses in this region have fought hard to regain a competitive edge in the global economy.
Both efforts have paid off.

Remember a decade ago, when, if you said “Midwest,” what came to mind was “Rust Belt.”
Dying factories. Boarded-up factories. Declining populations. But the workers and companies of
this region, the heart and soul of this country, said, “We’re not going to give up.” They decided
they were going to tumn things around. And they did. It was hard, and a lot of folks suffered, but
the region has bounced back. Now when you say, “Midwest,” what comes to mind is exports,
jobs, and new opportunities.

Trade has a lot to do with the brighter picture in the Midwest. The Washington Post recently said
in a story about the economic revival of the Midwest, “The 1990s have been the decade of
exports from the region and foreign investments in it.” The Wall Street Journal recently reported
that exports sustained the Midwest economy during the recent strike at the GM plant in Dayton.

Take Illinois for example, which is now an export powerhouse. Exports from Illinois rose 49
percent from 1993 to 1995, the largest such increase in the Midwest to a total of $32.6 billion. As
recently as 1991, the last year such data was available, 18 percent of Illinois’ manufacturing jobs
were supported by exports. The range of goods that Illinois sells to the world runs the gamut
from industrial machinery to electronic equipment to food. Illinois is the nation’s second largest
agriculture exporter with 3.1 billion dollars of exports.

The story is the same throughout the Midwest. Michigan is the nation’s fourth-leading exporter
of merchandise, and Michigan’s exports rose an estimated 40 percent between 1993 and 1995.
Michigan’s merchandise exports alone support an estimated excess of 533,000 jobs in Michigan
in 1995, up 150,000 since 1993.

Most of the credit for this success goes to the workers and companies throughout the Midwest.
But some of the credit must go to the President because he has stood up for the interests of
workers in the Midwest -- and across the country. He recognized that it won’t do any good to
create an excellent product at a competitive price, whether it is a car, a shock absorber, a bushel
of corn, or a piece of medical equipment, if foreign countries keep those products out of their
market. That’s why he has fought so hard to open markets and ensure American firms can sell
their goods and services abroad.
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Clearly we are on the right course. By working together -- Republican and Democrat,
businessman and worker - we are moving into the future together.

Japan

When President Clinton took office, he knew it was long time past to pursue a new trade policy
towards Japan. The President believed that Japan’s closed markets harmed the U.S. and the
global economy and that there was no place for sanctuary markets in today’s globalized
economy. He knew that we could no longer just sign an agreement with the Japanese and assume
everything was alright. We must keep up constant, determined pressure on the Japanese to open
their markets.

The President’s new approach to trade with Japan took root in July of 1993 when he traveled to
Japan and we completed the Framework Agreement, a new comprehensive approach to guide our
trade relationship with Japan, covering macroeconomic, sectoral, and structural issues. Overall,
in three years, the Clinton Administration has reached 20 trade agreements with Japan, some
under the Framework, and some not, but all containing the same firm commitment to measurable
results, and all marked by firm and consistent pressure to open Japan’s markets. And the
President has diligently enforced our trade agreements, including those negotiated before this
Administration, as well as our trade laws. President Clinton has sought to open Japan’s markets
using all tools at his disposal: multilateral, regional and bilateral efforts.

The Administration’s efforts are working. Last year, the U.S. trade deficit with Japan fell 9.7
percent and, according to Japanese figures, in January fell to its lowest level in 12 years.
Japan's current account surplus declined to less than 2.6 percent of GDP last year, down from
3.2 percent in 1994 and 3.5 percent in 1993. The Framework calls for a highly-significant
reduction in Japan's current account surplus in the medium term. U.S. exports to Japan are
growing at record levels, rising 20.3 percent last year over 1994 levels, which had been the
previous record high. Since the beginning of this Administration, U.S. exports to Japan have
increased by 34 percent.

We are seeing export growth in all major categories: foods, feeds, and beverages (up 15
percent in 1995); autos, auto parts, and engines (up 36 percent); other capital goods (up 22
percent); industrial supplies (up 20 percent); and consumer goods (up 17 percent). These
gains are particularly impressive given the slow growth that the Japanese economy has
experienced for the past several years. In those sectors covered by trade agreements reached
by this Administration (from telecommunications to autos to rice), exports have grown by
more than 80 percent since the President took office -- nearly 2.5 times as fast as overall U.S.
exports to Japan.

Nowhere has the change been more significant than in the automotive sector, the heart of our
trade problems with Japan. For decades, Japan has restricted U.S. cars and auto parts. Last year,
we completed an historic agreement to open those key markets. The result? U.S. exports to
Japan of passenger cars and trucks are up 53 percent through November 1995, compared to the
corresponding period of 1994. U.S. imports of Japanese autos and auto parts have decreased by
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5.2 percent.

The Big 3 have opened nearly ninety new sales outlets in Japan since the Agreement was
signed, better enabling Chrysler, Ford and GM to sell their vehicles to Japanese consumer.
We believe that the Chrysler Neon, which will be sold through these new dealers, has an
excellent chance of selling extremely well in Japan.

I understand that Lt. Govemor Kustra this month went down and drove a new right-hand drive
off the line at the Chrysler plant at Belvedere. The right-hand drive Neon will be shipped to
eight countries, including Japan. In 1991, Chrysler was selling vehicles in only 22 countries.
Five years later, they are selling their cars in over 100 countries worldwide.

Numerous U.S. parts companies that were previously unsuccessful in Japan now report
significant new contracts and sales opportunities. Tenneco Automotive, headquartered in
Chicago, is certainly one of these companies. Tenneco, which made significant efforts in
Japan for 25 years, will for the first time sell Monroe shock absorbers as in Toyota’s 1,400
dealer-affiliated repair shops and as replacement parts in more than 6,000 service stations
throughout Japan.

Other US companies like Ohio-based Dana Corporation have also benefitted. Dana recently
reached a contract with Toyota to be the first U.S. parts supplier to serve as the sole provider
of auto frames to a Japanese company. Dana will manufacture the auto frames for Toyota
Tacoma pickup trucks in Stockton, California.

Toyota, Nissan, and Honda all announced substantial new investments in automotive
production within the U.S., and reached record levels of exports of their vehicles to other
countries. Included in these investments were a $700 million light truck manufacturing plant
by Toyota in Indiana, a $80 million transmission and engine assembly plant in Tennessee by
Nissan, and expansion of engine production capacity by Honda in Ohio. Toyota announced
that in 1998, at least three quarters of their vehicles sold in the US would be made in North
America. Honda announced plans to produce 100% of its Accords and Civics in the United
States by the end of 1996.

We are exporting Big Three cars to Japan. Qur auto parts manufacturers are capturing a share of
the Japanese market. And we are seeing is a two-tiered change by the Japanese auto companies:
Japanese auto manufacturers are enlarging their presence here -- making cars here that they used
to make in Japan -- and buying more U.S. parts. Because of the Clinton Administration’s
commitment to open Japan’s market, U.S. companies made commitments to invest there, for
example making 17 new right hand drive vehicles. This is a big part of the reason last year the
United States was the number one producer of automobiles in the world, for the first time since
1980.

We still face a great deal of challenges with Japan. We are committed to ensuring that Japan live
up to these agreements, and that they open those markets that are still closed. There are a number
of important trade issues which still must be resolved, such as renewing the semiconductor
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But overall, we are on the right course. These agreements are working. They are making it easier
for U.S. companies to sell their goods and services in Japan, but they are also providing more
opportunities for Japanese consumers. Obviously, our trade agreements are only one factor in
this success. But they have had an impact.

President Clinton knew that the naysayers and pessimists who said that Americans simply can’t
compete in Japan were wrong. President Clinton knew that the problem was that Japan’s markets
were closed.

China

Nowhere are the opportunities and obstacles in this new era of trade relations more apparent than
in the U.S. relationship with China. China is the world's fastest growing major economy, with
real growth of almost 12 percent last year, and average growth rate of greater than 7% for each of
the past fourteen years. Already possessing the world's largest population, by early in the next
century, China may have the world's largest economy.

It is an understatement to say that the U.S.-China relationship is complex and multifaceted.
America has a range of issues with China that go far beyond trade. We have a deep and abiding
interest in human rights, and are critical when basic international norms are not met. We have
continuing concerns in areas ranging from non-proliferation to environmental protection. And
increasingly, trade is at the center stage of our relationship.

Unfortunately for the United States, the potential of the China market remains unfulfilled in
many respects. China continues to maintain one of the most protectionist trade regimes in the
world. China blocks access to its markets for many U.S. goods -- especially capital goods -
limits investment opportunities, and discriminates against U.S. and other foreign business people
in many other respects. In areas of increasing U.S. comparative advantage -- especially services -
- China keeps its markets closed while Chinese companies scramble to monopolize it.

The growing U.S. trade deficit with China symbolizes for most Americans the inequity in our
bilateral trade relationship. If current trends continue, the U.S. trade deficit with China-growing
at a 25% rate per annum -- will hit $38 billion. Within just a few years, our deficit with China is
on pace to surpass our trade deficit with Japan. This is a situation that cannot be sustained.

China must open its markets. Its first step is to ensure compliance with commitments already
made. China is falling short in this regard.

As you are well aware, last week the United States announced the publication of a $3 billion
preliminary retaliation list targeting Chinese exports to the United States. This action, which
set in motion a 30 day clock to gather public comment on the list before any final action
occurs, came as a resuit of China’s failure to enforce satisfactorily our 1995 agreement on
intellectual property protection.
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We did not take the move toward retaliation lightly. U.S. copyright industries alone represent
more than 5 percent of the U.S. work force - roughly equal to the U.S. auto industry - and
are growing three times as fast as the rest of the economy. The copyright industries contribute
more than $350 billion a year to the U_S. economy, accounting for more than 6% of GDP.
The U.S. computer software industry alone maintains a 75% market share worldwide.

We have worked very hard to solve this problem. We have met dozens of times with the Chinese.
We sincerely hope that we can solve it before the 30 day deadline runs out. We have said all
along that we will enforce our laws if China does not live up to its obligations. We will protect
our economic interests.

WTO

I’d like to make a few points about the new World Trade Organization, created by the Uruguay
Round. In 1993, President Clinton provided the leadership to complete the Uruguay Round
negotiations. [n 1994, Congress passed, with overwhelming bipartisan support, the legislation
implementing the agreement. The Uruguay Round is the centerpiece of the President’s efforts in
trade. The largest, most comprehensive trade agreement in history, the Round opened new
markets to U.S. exports in key U.S. industries, and established a new standard for the multilateral
trading system by ensuring that everyone play by the same rules. The Uruguay Round is a big
part of the reason exports have grown so dramatically. And although the WTO is still in its
infancy, it is working in our interest already, helping to create open and fair trade.

We are using the new WTO rules aggressively to enforce U.S. rights under the Uruguay Round
agreements. The United States has taken more complaints to the new World Trade Organization
(WTO) than any other country — we have invoked WTO dispute settlement procedures in 12
cases since the WTO was established in January 1995. Six of these 12 cases have been initiated
since January of this year, and 4 of those are aimed at enforcing new obligations assumed by our
trading partners during the Uruguay Round negotiations: involving failure by Japan, Portugal
and Pakistan to enact certain laws protecting intellectual property rights, as called for under the
new WTO agreements, and involving Hungary’s failure to limit its agricultural export subsidies.

We have already seen results. The WTO rules and the new dispute settlement rules are already
paying dividends by helping us increase jobs and exports. The new dispute settlement rules
often make it possible for us to enforce WTO agreements without ever having to reach a panel
decision. The fact that the WTO can and will authorize us to retaliate enables us to reach earlier
settlements opening markets for more of our exports.

. EU grains. Last July we invoked WTO dispute settlement to enforce the EU’s market
access commitments on grains. In only five months we successfully reached a settlement.
The grains agreement reduces import charges on rice and provides for review and
consultation on the implementation of the European Union's “reference price system" for
all grains.

o EU enlargement. When the EU enlarged to include Austria, Finland and Sweden, our
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exports to these three countries of semiconductors and other products suddenly faced
higher tariffs. After negotiations under WTO procedures, we succeeded in getting full
compensation, through an agreement by the EU to lower tariffs on a range of
semiconductors and hundreds of gther products, for the entire EU market.

This was a long-time objective of our high-technology industries and will strengthen their
ability to export from the United States. The tariff reductions in the agreement will
result in $4 billion in tariff savings by U.S. companies over the next ten years. The
agreement also commits the two parties to attempt to conclude an Information
Technology Agreement that will eliminate tariffs in the information technology sector by
the year 2000. The EU has already implemented these tariff cuts. This negotiation was
more successful than negotiations in earlier EU enlargements, because we had WTO
dispute settlement to back us up and the EU knew that we meant business.

. Korea meat. Our meat exporters had persistent problems with Korean regulations which
banned sale of meat except within an arbitrary “Shelf life” that was too short to permit
overseas shipments. We used the new WTO rules and the new WTO dispute settlement
procedures, and we consulted with Korea. Korea agreed to fix our problem because they
knew we were prepared to take them all the way through WTO dispute settlement and
win.

. Japan sound recordings. We invoked WTO dispute settlement procedures in response
to Japan’s denial of protection to millions of dollars’ worth of our intellectual property in
sound recordings made between 1946 and 1971. Japan has already offered to change its
law --but unless we are completely satisfied, we are going all the way through the dispute
settlement process. WTO dispute settlement will help us fix this problem not only in
Japan, but in other high-growth export markets in Korea, Taiwan and elsewhere in Asia.

We expect to continue to settle cases --or pursue them through the dispute settlement process
until we obtain satisfaction --and we will be taking additional cases to the WTO in the coming
weeks. At the same time, we will find ourselves defending U.S. measures in WTO dispute
settlement proceedings, and we will keep the Congress apprised of every development in the
cases brought against us. It would be unrealistic to deny that there are going be to cases in which
WTO panels properly find that a U.S. law or regulation does not comport with WTO rules.
When that happens, we will have to decide, in consultation with Congress, what is the best
course of action to pursue.

The gasoline dispute. As we have already advised the Committee, on April 29 the WTO
appellate body found against us in the dispute brought by Venezuela and Brazil regarding EPA’s
regulations on gasoline. While we would have preferred to win that case, I want to emphasize
that (1) that we lost on fairly limited grounds and (2) that there were also important positive
aspects to the findings in that dispute. To be clear, the Clean Air Act was not at issue in that case
but rather one element of EPA’s implementing regulations that treated foreign and domestic
refiners differently. The appellate body recognized that discriminatory treatment might be
justified to deal with EPA’s concerns about access to data and enforcement with respect to
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foreign refiners. However, it felt that EPA had not adequately explored options available to deal
with these concerns, and that the United States had been more concerned about the costs of the
various regulatory options to domestic refiners than to foreign refiners. We were gratified that
the appellate body ruled in our favor in overturning the original panel’s excessively narrow
interpretation of the GATT’s exception for conservation measures and that it admonished WTO
panels to stick to the words of the WTO Agreements and not embellish upon them.

This element of the ruling recognizes and reaffirms the balance in the WTO agreements that
provides us access to foreign markets while maintaining our freedom to protect the environment
and conserve natural resources. We are currently reviewing our options for responding to this
case, in consultation with Congress, and would welcome any input from the Committee. Let me
reassure you that in assessing our options, out bottom line is that the resuits of this dispute will
not compromise this Administration’s commitment to strong and effective implementation of the
Clean Air Act.

Telecommunications. At the end of April, the Clinton Administration led a successful effort to
extend multilateral negotiations aimed at opening the global telecommunications market. Vice
President Gore announced last year that the United States would open its telecom market if other
nations would open their markets. Unfortunately, a critical mass of offers had NOT been
reached. Rather than accept a bad deal-- or walk away from the good offers tabled by many
countries -- the United States won support for an extension of the telecom talks to February 15,
1997.

The United States took the initiative to forge a consensus on an extension of the talks. The
additional time will allow other nations to improve their market-opening offers and help to
achieve our common goal — a global telecom agreement. Such an agreement -- if done right --
can unleash the tremendous pent-up demand in most other countries for better and cheaper
telecommunications services.

Much has been accomplished in the talks to date. For example, thirty countries have accepted
pro-competitive regulatory principles - a particularly significant achievement in light of past
domination by monopolies. In addition, ten countries have tabled offers with market opening
roughly equivalent to the U.S. offer. We are cautiously optimistic that the extension will allow
us to obtain access to foreign markets. Many of our trading partners are currently in the middle
of legislative processes that can influence the quality of their offers. Others have legislative

" authority to commit to more than they offered in these talks. Stil! others have made offers that
need sharp, specific improvement. We aim to use the extension period to persuade all of these
countries to bind the full range of market opening possible under their laws, and to change their
laws, if necessary, including the adoption of fair and effective rules of competition.

Conclusion

Mr. Chairman, President Clinton believes we can never build walls of fear around our country.
American workers are the most productive and competitive in the world and they are not afraid
of fair, head-on competition. Our choice is not between one way trade and no trade. Our
challenge is to make sure we have two-way trade.

The President has set the nation on a course that will forge prosperity into the next century. He’s
done it with his efforts on the economy, in foreign affairs, and with trade. We are moving in the
right direction. But we still have a long way to go and we must ali work together to get there. We
must all take responsibility to do our part to forge new opportunities for the American
community. For the President that means he will continue to stand up for the interests of
American workers, farmers, and companies. As Americans we must join together to create the
new American Century - an era of limitless possibilities. Together, we can build a better future
for our families and ourselves. Thank you. I would be happy to answer any questions.



24

Chairman CRANE. Thank you, Mr. Ambassador. You touched on
the WTO, World Trade Organization, and its trade dispute resolu-
tion process, and said that you could elaborate a little bit more on
that. Could you really get into the question of addressing some of
the specific complaints some American businesses have registered
against foreign trade barriers, and how that process has worked.

Mr. SHAPIRO. Yes, Mr. Chairman. When we fought for the WTO,
we said that the dispute settlement system would give us the op-
portunity to aggressively enforce U.S. rights, and we have done so.
We have taken more complaints to the WTO than any other coun-
try. We have invoked dispute settlement procedures in 12 cases al-
ready, and since that time, we have seen a number of cases that
we have been able to settle on positive terms, that we would not
have been able to settle under the old system because the old sys-
tem was nonbinding. For instance, we were able to invoke dispute
settlement to enforce the EU, European Unions, market access
commitment on grains. For many years agricultural exports and
the European barriers have been quite critical, but we were able
to get a quick settlement there because they knew if we went to
dispute settlement, they would lose and we would be able to
retaliate.

Similarly, we have been able to get quick settlement on the EU,
so called enlargement. When they expand EU, they basically were
able to raise tariffs on certain of our products. They are supposed
to compensate us and they often take a long time to do that, by
lowering tariffs. But in this case, we were able to get full com-
pensation and lower tariffs on hundreds of products, including
semi-conductors because we started dispute settlement.

In the same way, with Korean meat and shelf life restrictions
and with the Japanese law by which they were not giving our
sound recordings full 50 year protection, by starting WTO proce-
dures, we have been able to get settlements or move toward settle-
ments. We have not gotten a final settlement in the sound record-
ings. So we have also brought intellectual property cases against
Portugal, Pakistan, India and Hungary. So, there are a number of
cases where we are moving ahead and using the dispute settlement
aggressively.

Chairman CRANE. Mr. Ambassador, there has been a lot of politi-
cal rhetoric, from a variety of sources about the alleged negative ef-
fects of our North American Free Trade Agreement. Now, it is be-
cause many people have not separated that peso devaluation from
what the objectives were of the NAFTA Agreement and it fails to
take into consideration the past history. With the peso devaluation
in 1982, our exports to Mexico dropped to half of what they were
because of the erection of tariff barriers against our products going
into Mexico. This time the drop was less than 10 percent because
they still are continuing to move forward in lowering any kind of
tariff barriers, and in addition to that, it took us 9 years after 1982
before we got into a trade surplus again with them. And last year’s
exports to Mexico were approximately, as I recall, $1.5 billion high-
er than they were before the peso devaluation, so our exports are
still going up. But could you elaborate a little bit on that situation,
because there is a lot of misrepresentation, and a lot of folks are



25

confused thinking that we handicapped ourselves and put ourselves
at a disadvantage as a result of NAFTA.

Mr. SHAPIRO. Mr. Chairman, you have made the best arguments
and made some of the most important points on this, so I do not
want to repeat them all. But from our standpoint, the case for
doing NAFTA at the outset was compelling. The barriers in Mexico
were much higher than the barriers coming the other way. Most
of the overwhelming number of changes made in Mexico, the lower-
ing of their barriers to our exports the first year of NAFTA, our ex-
ports soared. Last year, despite all the trouble, and this is about
the worst case one could go through, because of NAFTA, exports
did not decline very much and Mexico was not able to go back to
the kind of closed market that it maintained in the past. Interest-
ingly, Mr. Chairman, in addition to the numbers you have indi-
cated, the fact is that the benefits of NAFTA for us, vis a vis other
trading partners in Mexico were quite clear. It was a sharp drop
in European exports to Mexico, and in Japanese exports to Mexico,
but ours stayed pretty firm despite the very serious economic
impact.

The other thing, though, is that we firmly continue to believe
that Mexico is our neighbor, it is a friend, it is a country that we
have to maintain positive relationship with. Our ability to do that
would have been hampered seriously had we not had NAFTA. You
can look at recent events; there have been cases where Mexico has
cooperated in unprecedented ways on law enforcement, for the first
time extradition from Mexico to our country, which has been a
problem for many years, has been cooperative. A week ago they
signed a 5 year agreement with respect to cleaning up and working
together at the border on pollution. So there are still many prob-
lems, but overall we are in a stronger position with NAFTA than
we would have been.

Chairman CRANE. What would be the status, Mr. Ambassador, or
the economic effects rather of termination of most-favored-nation,
gor1 C?hina with our pending reexamination of this issue in June and

uly?

Mr. SHAPIRO. Mr. Chairman, the effects would be extraordinarily
serious economically and they would be very serious in terms of our
relationship with China. The most favored nation, does not connote
special treatment. It is basically the treatment we give to all our
trading partners. If we end MFN, most-favored-nation, tariffs fac-
ing Chinese goods would go from something like an average of 5
percent to 50 percent. Basically it would radically change the trade
relationship, and it would cut off trade. It would be a major setback
in terms of any relationship with China. We have difficult problems
with China that we all acknowledge at the present time, but the
policy that the President wants to pursue and is seeking bipartisan
support in Congress for is a policy of engagement with China, con-
tinuing MFN, but responding in targeted ways with sanctions
where appropriate. That’s what we are trying to do in the intellec-
tual property area. Giving them MFN does not endorse all their
policies. It does not endorse the human rights, trade, or prolifera-
tion policies. Without MFN, we will have a grave, grave problem.

Chairman CRANE. One final question. Can you speak to the chal-
lenges that lie ahead for U.S. trade policy? You touched, in your
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testimony, on Japan, China, and the WTO, all of which are impor-
tant, but what can you tell us about the administration’s plans for
reinvigorating our negotiations for, not just Chile’s accession to
NAFTA, but the pursuit of the President’s stated objective for hem-
isé)heric free trade by 2005, and also the Asia Pacific cooperation
effort.

Mr. SHAPIRO. As I said, Mr. Chairman, I always manage, despite
the length of my written statements, never to cover everything.
But, we are committed to moving ahead with the agenda of the
Summit of the Americas and free trade in the Americas, which we
have set a goal with 34 nations in this hemisphere for free trade
by 2005. While obviously you and I have talked about this, not
moving on Chile now has been something of a delay, but overall the
free trade in the Americas effort is moving ahead. There are a
number of working groups dealing with the issues and preparing
for time at which trade agreements, at higher and higher levels of
discipline, can be entered.

This is the second most rapidly growing area in the world in
terms of economics. They are our hemispheric neighbors and we be-
lieve it is a critically important region. Frankly, we also believe
that our European and Japanese competitors are working very
hard to try to compete with our foothold in the hemisphere. So, we
are going to keep on moving in the direction of expanded trade be-
cause it is freer and fairer trade. The APEC, Asia-Pacific Economic
Cooperation Forum, process is a longer term process. Asia is the
fastest growing region in the world; great potential, but great chal-
lenges, too. We need to be there fighting to insure that the coun-
tries in Asia do not follow the Japanese model, that as they pros-
per, they open rather than trying to stay closed. So we are going
to continue being engaged in Asia. The President will be at APEC
in Manila at the end of the year and the APEC work continues.

Chairman CRANE. Thank you, Mr. Ambassador.

Mr. Rangel.

Mr. RANGEL. Mr. Ambassador, I do not know how high a priority
trade is on America’s domestic agenda. However, most people who
speak out politically frame trade in the most negative terms—that
the foreigners are taking advantage of American manufacturers.
Certainly, the manufacturers of pharmaceutical products, the re-
cording industry, the movie industry, and the software industry
have claimed that they cannot effectively compete if all of their fe-
search and development is just going to be illegally reproduced
abroad without any of the cost and that they might as well not be
in the country if that country has, as a matter of policy, the idea
that just stealing Americans’ products is going to be a way of life.

Now, with China, we have entered into all types of agreements
with them as well as having China pledge to reduce the barriers
to the introduction of American products there. And even as we
talk, when the President has threatened sanctions against them, as
you said, of $3 billion, their response is that they are prepared to
put sanctions against us. So we are talking about a possible trade
war with China, while many in the United States are concerned
with the violation of human rights, many leaders are concerned
with the reports that they use prison labor for many of the goods
exported all over the world and into the United States. I just want
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to know how do you sell most-favored-nation treatment for China
to America when it appears as though China has not been a very
friendly country to do business with as it relates to fairness and
standards of mutual respect; other than saying of course, that if we
do not give it to them, there would be grave consequences. But,
how do you explain it to someone who is unemployed or who has
been downsized, who cannot find the low-skilled job and we hear
all of these reports, and not just from troublemongers. How do you
explain why China should be treated equally when the record indi-
cates that they have not treated us fairly?

Mr. SHAPIRO. Congressman, I guess I would answer in several
ways, or make several points. First, in supporting MFN, we are not
in any way turning our eyes away from those problems that you
are identifying. That is why we have the sanctions and that is why
we will continue pursuing the human rights abuses and the abuse
of child labor or prison labor at the same time.

Mr. RANGEL. But, doesn’t it appear to be a reward for China to
be treated like other nations that trade with us, that they have a
mutual respect for our concerns? I know that those issues that we
talk about can never go away but it seems more like a reward for
their failure to obey international principles.

Mr. SHAPIRO. I do not think it is a reward if you’re continuing
to take action against them where appropriate. And, if we are pro-
viding and continuing to provide the leadership in driving the hard
bargain with them about the terms if they will ever get into the
World Trade Organization, what we are saying, though—and I
agree. I understand that this will not be the easiest sell in the
world. But what we are saying is, we are still better off being en-
gaged with China, and you cannot walk away from the problem
posed by more than 1 billion people in the world economy, or the
problem posed by a government that is not playing by the rules of
the trading system.

Mr. RANGEL. We will leave it there, that it is a difficult sell.
When you have countries that have such low wage standards or
that have indentured servants or prisoners do a lot of the work,
and when you find that in the United States we have basically
given up manufacturing as being one of the key assets that we
have, and as it has been clearly pointed out, that while we do get
more jobs, those jobs are in high tech areas and the losers are
those people that have marginal skills. One of the things that’s
made our republic so great—I was at Ellis Island last night and as
we listened to how many poor people came to the United States
without education, but had hopes, they had dreams, but most im-
portantly they had low skill jobs where they could hope that their
kids would get a better education and do a lot better than they
would be able to do. Now we find that our school system is not
working the way we want, that there seems to be a connection be-
tween poverty and less education, and there always has been the
connection between less education and low skilled jobs. So if the
school system is not working, and the low-income jobs are not
available, and the leadership in the Congress wants to do away
with the Department of Education, and there are less funds being
appropriated for education than there is, for jails and peniten-
tiaries, don’t we really need to have the level of education in this
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country be an important and vital component to successful leader-
ship in the trade area?

You mentioned Michigan was having problems with finding high
tech employees. But, it seems to me that there is a major problem
in America with the low skilled people and some communities hav-
ing little hope for the future also being those most involved in
drugs, violence, crime, and jail. I see a direct relationship between
the low investment in education and high investment in research
and development, but I do not see any attention being paid by our
government or the private sector in bringing up the educational
level in terms of exports. .

Could you share with me your observations?

Mr. SHAPIRO. Well, you’re focusing on what is probably the fun-
damental problem facing our country, which is, while we can talk
about and indicate that we have become the most competitive coun-
try in the world, we are generating high wage jobs. What is hap-
pening to the people who are not the beneficiaries, who do not have
the skills and the education to participate. I guess I would answer
it this way. The first is that the trade policy that overall generates
the strongest economy and the strongest economic base is a benefit
to our country. Beyond that, though, there is no doubt that you
have got to take money, government money, and you have got to
have private sector leadership, you have got to directly address the
questions of education and training and particularly, in those areas
that are the poorest areas.

The President has talked about education and training and infra-
structure since the beginning of the administration. So, I do not see
that those two things are things that one would trade off. I think
you need to do both. I mean the low wage jobs that existed in the
past are not all there, and yet there are jobs in Michigan, manufac-
turing jobs in Michigan, that are going unfilled at the moment be-
cause we are not training people adequately enough to take them.
So, we have to do that as well.

The one thing where I would somewhat disagree with one point
you made, Congressman, we are not getting out of manufacturing.
We are manufacturing more, we are manufacturing with fewer peo-
ple because that’s the nature of the change, but part of the reason
we are coming back economically strong is that we have a strong
auto sector, machines.

Mr. RANGEL. I misspoke. I meant the type of manufacturing that
required the least amount of education.

Mr. SHAPIRO. I agree it is a problem, because those entry level
jobs and the lower skilled jobs are not there as much. 1 went
through an auto plant the other day and they make a lot of cars
with fewer people, as you know. We have got to invest directly in
these problems.

Mr. RANGEL. My last question is when we were fighting the com-
munists, we had all types of leaders dedicating their lives to break-
ing down the solidarity of the communists as a threat to the free
world. And as we deal with the narcotic problem, we have people
fighting internationally and domestically in that area. I do not find
anyone defending the Department of Education, and in some com-
munities the local school boards are so ineffective and corrupt that
no one would believe that the future of our country should remain
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in their hands. And so, I would just ask for a little direction in
terms of what you describe to be a vacuum in terms of our success
and exports. After the President expresses his feelings about how
important it is, and after exporters respond to questions of how im-
portant it is, I cannot find the leadership in terms of doing some-
thing about it. Could you help me there?

Mr. SHAPIRO. I am not sure I am the best person to help you,
but I did spend time the other night with Secretary Riley who you
know and who I believe would argue that in a lot ways in terms
of goals 2000, in terms of upgrading education, in terms of school
to work transition, and in terms of other areas, we have been, as
an administration, fighting to improve the education system. I
would probably be better off referring to my wife because she is the
educator in the family. But, I do not think any of us think we have
done enough, and in the next 4 years, I am hopeful that this will
be the priority that it ought to be, because obviously, as you and
I discussed on the way over here, we are not going to make the
progress and sustain the progress unless we have the world’s best
education system.

Mr. RANGEL. I will leave it on that, because I have given the
maximum cooperation to my Subcommittee Chairman here because
he has earned it and he deserves it. But, 1 am going to ask publicly
and privately that he try to assist me in focusing on what we have
to do as a nation to raise our National standards in education, not
just through statements or programs that we open up with work,
but to set that out as a national goal, as Kennedy did to reach the
moon, so that we can continue, not only to provide the leadership
in the world in trade, but also to improve the standard of living for
every American, which really is what leadership in trade is all
about. So I look forward to working with you, and certainly, Chair-
man Crane, I will be working very hard in trying to see that we
do not get involved in education, but we try to show those who are
the beneficiaries of expanded trade how they have to assume more
of the responsibility. Thank you very much.

Chairman CRANE. Thank you, Congressman Rangel. Let me
thank you also for the bipartisan support for the tax credit for cor-
porations educating employees. Upgrading skills in that manner is
a very positive initiative and it originated from the private sector,
not from government. But I appreciate your support. '

Mr. MANZULLO. Thank you very much. I have more of a comment
than anything. If you want to respond to it, that’s fine, Mr.
Ambassador. '

I am very much troubled over the Clinton administration’s dual-
ism in exports. Let me get very specific. In reference to the Three
Gorges Project in China. We met with Mr. Brody, who was the
president of the Ex/Im Bank last November. The administration
pulled the rug on Ex/Im financing for Caterpillar, which was in
process of selling 200 million dollars’ worth of machines to the
Three Gorges Project in China. This is the world’s largest public
works project. The reasons given for that were in the words of Sen-
ator Paul Simon, not sufficient. The Illinois House Members along
with Senator Simon, met with Mr. Brody, and as Senator Simon
said, the project will be built with or without U.S. participation.
Because of the environmental concerns over the Chinese alligator,
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the Yangtze River dolphins and the Siberian crane, which in the
minds of many people who are experts in aquatic life, would not
be in danger, the Chinese Government, 10 days ago, put out a re-
quest for offers to Norway, France, Germany, Japan, Switzerland,
Canada, and Russia for 4 billion dollars’ worth of capital improve-
ments, purposely excluding the United States.

I have just about had it with the administration. I have made a
real pest of myself on Capitol Hill, again in a hearing, Inter-
national Economy Policy and Trade Subcommittee on which I serve
as vice-chairman along with Congressman Toby Roth. Because for
the administration to whine, and I am not saying you’re doing that,
but there is an incessant whining going on over the widening trade
deficit between the United States and China. Then to talk about
China as one of the most protectionist trade regimes, well, I would
submit, Ambassador Shapiro, that Mr. Clinton, the President of the
United States, is one of the most protectionist trades, because he
does not understand international trade in the manner that the
late Commerce Secretary, Ron Brown, understood it. This man was
a real hero to the international business community. Secretary
Brown was light years ahead of the administration.

And here we are, the administration asking for MFN for China.
I have several industries in the district I represent, ranging from
TC Industries in Crystal Lake which makes the blade tips for
Caterpillar to Bergstrom Manufacturing in Rockford which makes
the heating and ventilated air conditioning system. In a meeting
that we had in December with Senator Simon, the administration’s
excuses for not participating in the Three Gorges Dam Project were
so weak. For example, the Department of Justice said that in the
National Security Council interagency working group, which sup-
posedly got together and came up with this consensus not to allow
Ex/Im Bank to be involved with the financing, that they were
afraid there would be a lawsuit over the extraterritorial application
of the Endangered Species Act. And I turned to the lady from the
Department of Justice and said you were hired by the U.S. Govern-
ment to defend our laws and not to cowardly back away from a
threat of a lawsuit, and to those talking about the violations of the
human rights because there will be displacement of a lot of people.

The erection of the Three Gorges Dam will produce the world’s
largest hydroelectric dam. The energy provided from this dam is
the equivalent of a train 5,000 miles long filled with high sulfur
coal. It is one of the premier projects in the world. And here we
are now with the bids going out. We will see those Komatsu trac-
tors as opposed to Caterpillars at the site. We will see all the for-
eign countries being involved in this project, and the project will
be completed. It is not a maybe, it is not an iffy, it is being built.
This dualistic trade policy in the Clinton administration is blocking
out, in the State of Illinois, hundreds of millions of dollars of ex-
ports. When I hear people, such as yourself, talking about the
Clinton administration and how great it is doing in the promotion
of exports from this country, I simply have to pinch myself to say
there is another side here. We are missing out on one of the largest
exporting opportunities we have.

In addition to that, there is the Freeport Gold Mine expansion
in Indonesia. We found out that the U.S. AID had funded an orga-
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nization called WAHLI, to the tune of $1 million, which is an
Indonesian environmental organization. That organization, funded
with American funds, in turn lobbied OPIC not to allow American
investment in Indonesia. We have got some big problems in inter-
national trade. The biggest problem is that exporting has become
politicized and that is wrong. When Mr. Rangel said, in his opening
statement, that this Congress has become more politicized than
any other Congress, well, perhaps that’s from his perspective be-
cause his party has been in control for 40 years. But in a sense he
was correct, because everybody is politicizing every issue.

If you want to comment on the Three Gorges Project, that’s fine
and maybe beyond the area in which you have been working. It is,
because your expertise is Canada.

Mr. SHAPIRO. Japan and Canada, also some GATT.

Mr. MANZULLO. Right. If you want to comment on it, that’s fine.
I just wanted to make that a part of the record and I do not expect
an administration response from you, but I would like to hear your
thoughts.

Mr. SHAPIRO. Well, Mr. Manzullo, I would say first that we have,
as an administration, pursued and given a great deal of support to
all kinds of projects around the world. There have been those that
have been criticizing the administration at different times for being
too involved in supporting various company efforts, whether it was
aircraft or telecommunications or other matters.

On Three Gorges, and I appreciate the comment on Secretary
Brown, who obviously was a great leader in the effort to give sup-
port to business around the world. On Three Gorges, I have not
been involved in it and really cannot comment, except to say a
project of that magnitude was studied carefully and not at all the
concerns of Caterpillar and others in Illinois, the genuine concerns
and desire to participate and certainly by no means taken lightly.
But I cannot comment beyond that, because I have not spent the
time on it.

Mr. ManzuLLo. I appreciate that there is a lingering problem
that came over from the Bush administration. The TDA, Trade
Development Administration, and OPIC are not allowed to get in-
volved in China. That obviously is neither a Republican nor a
Democratic type of issue. But, we really have to take a look at
where the United States stands in trade.

I understand there are a lot of problems going on. We in Illinois
fear that if China retaliates against vegetable oils it could hurt
Illinois farmers. Illinois is the largest soybean producer in the
United States and a few years ago China was an exporter of soy
meal. Now they are an importer of soy meal and soy vegetable oil
and that is coming from our state.

I just want to take the opportunity to share with you those
thoughts. I also want to share with you the fact that I was down
in Mexico 2 weeks ago with the Inter-Parliamentary Union with
Mexican Members of Congress and U.S. Members of Congress. Last
year I was in Canada with the Canadian-American Inter-
Parliamentary exchange. We had the opportunity to spend 3 days
with the new Mexican Ambassador to the United States, Jesus
Herzog, who went to the University of Illinois and understands a
lot of our problems. And aside from the fights over tomatoes and
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avocados and shrimp and tuna, it is apparent to me that NAFTA
has really forced Mexico to come to grips with maturing in the
international market. We are looking forward to more NAFTA suc-
cess stories, and I want to thank you and the President for the per-
zirstence in pursuing a congressional adoption of NAFTA and

ATT.

Mr. SHAPIRO. I want to thank you and the Chairman for the
steadfast support that we had. It was obviously a difficult political
battle. There are those in the Congress and in the country who still
doubt it, but over time, the fact that it was the right thing to do
and the right course of action for our country and the hemisphere
will become evident. Thank you very much.

Chairman CRANE. Thank you, Mr. Ambassador. I know you are
on a tight time constraint with a flight to make, weather permit-
ting.

One quick note to what he had to say about Three Gorges,
though, and those Yangtze cranes. Now, you do want to take care
of the cranes.

Mr. MANZULLO. Yes, take care of the cranes.

Chairman CRANE. Have a good trip, too. Thank you very much.

Now, what I want to do is invite our next panel up and arrange
some priorities in presentations, because I know one of the panel-
ists has a flight to catch, also. And Governor Edgar should be in
here shortly. I would like to now invite Martin Singer, with Motor-
ola; Robert F. Kelley, managing partner of international affairs for
Andersen Worldwide; Marschall Smith, senior vice president, sec-
retary and general counsel of IMC Global, Inc.; and Ron Bullock,
president of Bison Gear and Engineering.

If you gentlemen would proceed, with Mr. Singer going first, and
I do not know that time constraints are on any of the rest of you.
Are you on really tight time constraints as far as catching flights?
If not, we'll let Mr. Singer go first. But if you would be so gracious,
when the Governor gets here, to let us put him on and then we can
let him exit, because I know he has tight time constraints.

But with that, Mr. Singer, we would like to hear your remarks.
If you can confine your statement to 5§ minutes or less, any printed
statement will be made a matter of the permanent record.

STATEMENT OF MARTIN SINGER, VICE PRESIDENT AND
GENERAL MANAGER, WIRELESS ACCESS AND BUSINESS
DEVELOPMENT, DIVISION, CELLULAR INFRASTRUCTURE
GROUP, MOTOROLA CORP.

Mr. SINGER. Thank you very much.

Good morning, Mr. Chairman and Members of the Subcommit-
tee. My name is Martin Singer. I am the vice president and general
manager of the Wireless Access and Business Development
Division of Motorola Cellular Infrastructure Group. it is a great
pleasure to appear before you on behalf of Motorola. We appreciate
the chance to offer our perspective on the status and future direc-
tion of U.S. trade policy, and we congratulate the Chairman on
reaching out to the business community to solicit our views. T will
offer a few observations on broad themes and will focus my re-
marks on the issue of U.S.-China commercial relations. Let me
begin with some background about Motorola.
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Motorola is the world’s largest producer of cellular telephones,
two-way radios and pagers. We are also one of the largest semi-
conductor companies in the world, and the remainder of our sales
are in related areas of electronics. Total Motorola sales worldwide
have doubled in the past 3 years to $27 billion in 1995.

While Motorola is a global enterprise, with facilities in 70 coun-
tries, our roots are planted firmly in the U.S., specifically in
Illinois. Motorola is proud to call Schaumburg home of its world-
wide headquarters.

Motorola currently employs about 23,000 people in Illinois, with
more than 7,000 of them located here in Schaumburg. The infra-
structure for cellular systems is in Arlington Heights and
McHenry. Cellular phones and accessories are made in Libertyville,
and our newest facility is in Harvard. Motorola’s Land Mobile
Products Sector is headquartered in Schaumburg, where we re-
cently assembled the wireless communication system that will be
used at the Atlanta Olympics. Our Messaging, Information and
Media Sector is also headquartered in Schaumburg, and our
Automotive, Energy and Controls Group is based in Northbrook.
The company also has operations in Lake Zurich, Vernon Hills,
Buffalo Grove and Urbana.

International trade plays a pivotal role in creating and sustain-
ing economic growth for American workers and companies. A few
Motorola statistics illustrate this point.

In 1988, 36 percent of Motorola’s total revenues were derived
from sales outside the United States. In 1995, that figure was 63
percent and growing. Indeed there are some products, such as the
one I manage for Motorola, that are designed solely for non-U.S.
markets. Over that period, our worldwide revenues grew from
$8.25 to $27 billion and our employee base grew from 102,000 to
more than 140,000.

Of the 40,000 new jobs created, half were created outside the
United States and half were created in this country. Although the
U.S. sales as a proportion to the total worldwide revenues de-
creased from 63 to 37 percent during that period, we still added
20,000 new jobs in the United States.

The best way for the United States to maintain its leadership in
the world economy is by pursuing a trade policy that combines
three elements: persistent efforts to break down foreign tariff and
nontariff barriers to market access. While much progress has been
made, U.S. goods and services still face significant barriers in
many markets. Second, advocacy and export promotion, including
elimination of existing U.S. export disincentives. Other countries
recognize the critical importance of trade to the well being of their
economies and provide significant support to their exporters. Three,
aggressive enforcement of United States trade laws aimed at unfair
foreign trade practices. My written statement addresses these is-
sues in detail, so I will focus the rest of my remarks on one of the
glﬁlst important relationships the U.S. has today, namely with

na.

Motorola has a keen interest in ensuring that there are sus-
tained positive relations between the United States and China.
Motorola’s U.S. exports to China have grown significantly in recent
years, reaching about $1.2 billion in 1995. Indeed, we have about
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a 48 percent share now in the cellular infrastructure market. These
exports support thousands of high wage American jobs at Motorola
and at our supplier companies. around the country. A fact sheet de-
tailing Motorola’s activities in China is included with my written
statement.

Motorola strongly supports China’s most-favored-nation status
without conditions. MFN is not preferential treatment. It is the
cornerstone of any normal bilateral trading relationship.

We are especially grateful for your continued leadership in sup-
port of MFN, Mr. Chairman, as well as the support of other
Members of this Subcommittee. We are heartened by recent indica-
tions that there is growing bipartisan congressional support for
MFN renewal. We understand that, as this hearing is being con-
ducted, President Clinton is affirming his support for MFN renewal
as part of a major address to the International General Meeting of
the Pacific Basin Economic Council, over which Motorola’s vice
chairman and CEO Gary Tooker is presiding.

We would like to believe that this strong showing of bipartisan
support for China’s MFN renewal without conditions would make
it easy to accomplish. But, there are some who would want to use
the MFN debate as an opportunity to express their concerns about
other issues, including human rights, proliferation, security, intel-
lectual property right, market access barriers and so on.

All these issues are important. They demand careful consider-
ation and cannot be dismissed lightly. But, we believe that efforts
to address concerns about such matters through alternative legisla-
tion that would be considered in tandem with China’s MFN re-
newal would be highly counterproductive.

Withdrawal or conditioning of China’s MFN status would invite
retaliation, which would jeopardize Motorola’s exports to and busi-
ness in China. This would give our competitors an unfair advan-
tage in the rapidly expanding Chinese economy and would threaten
Motorola’s ability to compete throughout the Asia-Pacific region.

The annual debate over China’s MFN status puts the U.S.
Government in the position of trying to measure progress in artifi-
cially short increments. Since Motorola first went to China in 1986,
we have seen a rise in the standard of living and improvement in
the human condition in China. In some areas, they still have a long
way to go, to be sure. But, it is important to look at how things
are evolving.

Motorola exposes its Chinese employees to market-driven busi-
ness and management practices and to our core principles of re-
spect for the individual and uncompromising integrity in every-
thing we do. We provide thousands of hours of training to employ-
ees, suppliers and government officials at Motorola University in
Beijing and Tianjin. Motorola is the largest donor to the Hope
Project, which builds elementary schools in rural China. Last fall,
Motorola became the first foreign company to cosponsor an environ-
mental protection symposium that brought together Chinese policy-
makers, regulators, scholars and practitioners, and we are now ex-
ploring other environmental protection and awareness projects
with fellow companies. Finally, Motorola is sponsoring an
Employee Home Ownership Program, which covers construction fi-
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nancing, mortgage financing to the employees, funds for community
amenities and a portion of the mortgage payment liability.

Our ability to contribute to positive change in China demands
that ties between the United States and China stabilize and deep-
en over time. Renewal of China’s MFN status this year is the right
short term objective. But over the long term, the United States and
China should take the steps necessary to stabilize and normalize
their commercial ties. ,

Normalizing these ties would include permanent MFN extension,
China’s accession to the World Trade Organization on commercially
acceptable terms, and additional improvements in bilateral trade
ties through a step-by-step reciprocal process. Motorola’s ability to
compete in China on fair terms is essential, and we call on policy
makers in both nations to do their part to help us accomplish these
vital objectives.

Motorola’s continued ability to create American jobs and support
economic growth in the U.S. demands that we compete in markets
around the world. To be successful, we need the U.S. Government
to act as a partner, through market access negotiations, aggressive
export promotion efforts and elimination of U.S. export disincen-
tives, effective enforcement of U.S. trade laws and an enhanced ap-
preciation that actions taken for domestic political purposes can
have an adverse impact on American companies’ ability to compete
in the international marketplace. Thank you.

[The prepared statement and attachment follow:]
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Statement of Motorola Inc.
Before the
Ways and Means Subcommittee on Trade
May 20, 1996
Schaumburg, Illinois

Good morning, Mr. Chairman and members of the Subcommittee. My name is Martin
Singer, and 1 am the Vice President and General Manager of the Wireless Access and Business
Development Division of Motorola’s Cellular Infrastructure Group. It is a pleasure to appear
before you today on behalf of Motorola.

The focus of today’s hearing is on the status and future direction of US trade policy. We
commend you for conducting this hearing, these are imp matters that
careful deliberation. 1 will offer some general observations on the broad themes suggested
for discussion, but would like to focus my oral remarks on the timely issue of US-China
commercial relations. .

Let me begin by giving you some background about Motorola.

About Motorola

Woﬁ'ﬂ%voﬂd's largest producer of cellular telephone, two-way radios and pagers.
That accounts for about 60% of our total sales. We're also onc of the largest semiconductor
companies in the world, which accounts for another 30% of our sales. The remaining 10% is
from related areas of electronics. Total Motorola sales have doubled in the past three years, to
$27 billion in 1995.

While Motorola is a global enterprise, with facilities in 70 countries, our roots are planted
firmly in the United States and specifically in Nlinois, the location of our corporate
headquarters. Motorola is proud to call Schaumburg home of its worldwide headquarters,

Here in Minois, the infrastructure for cellular systems is made in Arlington Heights and
McHenry. Cellular ph and accessories are made in Libertyville, and our newest facility is
in Harvard. Our Land Mobile Products Sector is headquartered in Schaumburg, where we
recently assembled the wireless communications system that will be used at the Olympics in
Atlanta.

Schaumburg is also the headquarters of our Messaging, Information and Media Sector, which
is planning a facility in Elgin. In Lake Zurich, the sector’s Multimedia Group makes cable
telephony equipment. A telephone system that provides voice, video and high-speed data
communications service has been demonstrated in 2 test system in Arlington Heights. The
group also makes cable modems that connect users with the Internet. Our Automotive,
Energy and Controls Group, based in Northbrook, makes a wide variety of electronic
components. Battery packs for wireless products are made in Vernon Hills, while electronic
ballasts are made by Motorola Lighting in Buffalo Grove. The Motorola Computer Group
has a software design center in Urbana. .

The lmu;rmnce of International Trade to Motorola .
nternational trade plays a pivotal role in creating and sustaining economic growth for
American workers and companies. The importance of being able to trade freely and on fair

terms across international borders will become increasingly important as we move toward the
21" century.

The expansion of trade is not a one way street -- increased trade flows of goods, services and
investment provides bepefits to United States as well as to our trading partners. A few
Motorola statistics will illustrate the point. In 1988, 36% of Motorola’s total revenues were
detived from sales outside the United States. In 1995, that figure was 63% and growing. Over
that period, our worldwide revenues grew from $8.25 billion to $27 billion. By the year
2000, we anticipate that fully 75% of our total revenues worldwide will result from sales
outside the United States.

Also, between 1988 and 1995, our employee base grew from 102,000 to over 140,000. Of
the roughly 40,000 pew jobs created, half were created outside the United States and half were
created right here in this country. As we have created these new jobs in the US, the
proportion of manufacturing jobs relative to the total has remained stable. And we’ve been
able to eliminate such jobs as quality-assurance inspectors and expediters as Motorola’s
quality and cycle time have improved, so both the “quality” of the manufacturing jobs and
the total number of jobs in the US have gone up.

The number of our employees right here in Illinois nearly doubled during the 1988-1995
time frame, growing from about 12,000 to more than 23,000. More than 7,000 of
Motorola’s employees are located here in Schaumburg today.
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In other words, though our US sales as a proportion of total worldwide revenues

from 63% to 27% during that period, we still added 20,000 new jobs in the US. These
statistics bear out the fact that access to international markets has allowed Motorola to grow
and strengthen its competitive position and it s contribution to the US economy through
increased jobs and revenues.

Since 1988, countries containing four-fifths of the world population, or more than 4 billion
people, have either moved or begun the transition from closed markets to become integral
players in the he global economy. This has created enormous opportunities for
telecommunications, one of the most basic forms of infrastructure. Wireless systems enable
developing economies to leapfrog old technologies and install modern networks very
quickly.

Our most dramatic growth has been in Asia, where sales represented only about 5% of
Motorola’s total in 1985, and now account for more than 30%. Latin America is another
rapidly growing region with huge potential. Exciting changes also are taking place in Eastern
Europe, the Middle East and Africa.

Com%ents of a Successful US Trade Pollg
e best way for to maintain its rship role in the rapidly growing and changing

world economy is by pursuing a trade policy that combines three fundamental elements:

(1) Persistent efforts -~ through bilateral, plurilateral and multilateral means -- to break down
foreign tariff and non-tariff barriers to market access. While much progress has been made
in recent years, US goods and services still face significant barriers in many markets;

(2) Advocacy and export promotion, including the elimination of existing US export
disincentives. Other countries recognize the critical importance of trade to the continued
growth and well-being of their economies, and provide significant support to their exporters.
The US must take steps to ensure that its exporters are playing on a level playing field; and

(3) Aggressive enforcement of US trade laws aimed at curbing unfair foreign trade practices.
As trade barriers have been removed and international competition increases, the potential for
infringement of intellectual property rights (IPR) and other unfair trading practices
continues.

Let me address each of these issues in turn.

Market Access

There are several initiatives underway in regions around the world to addfess tariff and non-
tariff barriers, including the Asia-Pacific Economic Cooperation (APEC) forum, the Free
Trade Area of the Americas (FTAA) dialogue, and the Transatlantic Business Dialogue
(TABD). Each of these offers an important opportunity to work cooperatively with other
nations to address significant remaining tariff and non-tariff barriers, and it is important for
the United States to stay engaged in them.

At the same time, it is equally important for the United States to be realistic about what it can
reasonably expect to achieve in each of these fora. Over-ambitious expectations will erode
the credibility of these opportunities, and risk producing lowest denominator
results. Through a process of consultation with the private sector and with the Congress, US
negotiators should identify its priority objectives in each of these regional negotiations.

Likewise, as the United States develops its objectives for the WTO ministerial to be held in
Singapore later this year, it is important to be realistic about expectations of what can be
accomplished. First and foremost, all WTO signatories should focus on meaningful and
effective enforcement of their Uruguay Round obligations. Where possible, efforts to adhere
to negotiated commitments should be accelerated.

It is also important to conclude successfully the as-yet unconcluded WTO negotiations in
basic telecommunications services. Unfortunately, as the original Aprit 30 deadline set for
these negotiations drew near, it became clear that the basic US requirement for high-quality
offers from a critical mass of foreign countries had not been met. Offers to open markets,
particularly from developing countries, were woefully deficient, especially for international
services, including satellites. Rather than seeing those negotiations fail, however, we have
strongly supported the WTO Secretariat’s plan to extend the talks until February 1997 and to
implement all final offers on January 1, 1998. Both services and equipment providers will
benefit from more open markets and competition worldwide, but a satisfactory result entails
improved access from a significant number of countries - not just a handful

While the Uruguay Round agreements should help US companies do business in foreign
markets by removing formal governmental barriers to trade and providing increased
protection for intellectual property, many unfair obstacles that still remain. Principal among
these are anticompetitive practices and d by foreign businesses to prevent US
and other companies from competing on an equal footing in those foreign markets. Often
these practices are openly condoned by the foreign governments. These anti-competitive
practices take many forms, and are often secret and difficult to prove, but we must continue to
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press for their elimination. The US Trade Representative must continue to use its authority
under Section 301 and related trade laws to identify and challenge such practices where they
have the effect of restraining US p king to do business abroad, and the US must
push the WTO to begin to work on measures fo eliminate such practices. Only when this is
accomplished will foreign markets be as open to American companies as US markets are to
foreign companies.

To accomplish the full compliment of its trade agenda, the United States Government clearly
needs fast-track negotiating authority. This is critical if the US is to retain its credibility with
our international trading partners. Important work is going forward in various regional fora,
even though that activity is confined to information sharing rather than negotiation at this
time. The United States cannot continue to open markets and remove barriers to competitive
American goods and services without fast track authority in place. Indeed, some Latin
American countries in particular have pointed to the lack of fast track authority as an
indlcadon that the United States is not really serious about wanting to open markets. We

urge the Congress and the Administration to work together toward adoption of an
acceptable fast track provision.

ingan

noted earlier, Motorola most dramatic growth has been in the Asia-Pacific region, where
sales now account for more than 30% of our total revenues. We are actively pursuing
opportunities in several markets throughout Asia, and welcome the trend in many of these
countries towards greater liberalization of their trade, investment and regulatory regimes.

In addition to the multilateral efforts ongoing through APEC, the US needs to continue on a
bilateral basis to address continued market access barriers in several key markets in Asia.

This is paniculaﬂy true in anan ]apan Temains a hlgh pnority market ft(l?er Mowrola. Our

S, pagers,
commu.nicaﬂons Although we have made strides in the Japanese market, they have often
come about largely as a result of US Government pressure to eliminate trade barrers. Section
301 and other provisions to combat foreign unfair trade practices have been invaluable in
prying open the Japanese market in cases where multilateral rules have not been up to the
task.

The agreements negotiated with Japan have indwd yielded positive results for Motorola. The
Semicond Trade Arrang led to an i in many foreign-capital companies’
semiconductor sales to Japan, including Motorola’s. In addition, the March 1994 Cellular
Telephone Agreement was a win for all involved -- users, manufacturers and carriers. Under
the terms of the agreement and the subsequent system deployment plan, sales of Motorola
infrastructure equipment grew dramatically, as the system was built out in the Tokyo/Nagoya
region. Combi th deregulation in the cellular telephone market -- which enabled
customers to own and maintain their subscriber units and allowed carriers to reduce service
costs and usage rates -- the Japanese cellular market saw an explosion of users. Japanese and
non-Japanese manufacturers alike now offer a wide range of cellular telephones to the
market. As a result of greater consumer choice, lower prices and more comprehensive
service, the number of subscribers on IDO's Motorola-based analog cellular system grew from
12,000 in March 1994 to more than 600,000 in December 1995.

Other arcas have not reached their full potential, however, including Japanese Government
agency procurement, where the foreign share of the market remains esseatially flat despite the
Framework procurement agreement negotiated in October 1994. We continue 10 need
vigilant US Government monitoring and enforcement of bilateral agreements such as this to
ensure that Japan does indeed implement measures and practices that will increase foreign
share.

Similarly, in the case of the Semiconductor Trade Arrangement, we continue to need a new
government-to-government agreement that builds upon the successes we have seen over the
last decade in expanding foreign market shate in Japan. The current agreement expires in
July, and the Japanese Government must be convinced to come to the table before that time to
negotiate a renewed pact.

Latin America

Countries throughout Latin America have undergone dramatic transformation in recent years,
with democracy, economic stability, privatization and full participation in international
political and commercial circles. The countries in this region have re-written their rules, and

are opening up for trade and investment. They look to the United States for support and
leadership as they undergo these dramatic changes.

Some of our hemispheric trading partners, potably Chile, have undergone significant reforms
to join the US in free trade and investment. Unfortunately, the United States is not there for
them, and they are turning elsewhere. For example, MERCOSUR and Chile are entering into
an agreement 1o zero out their respective tariffs. Chile is the 35th largest trading partner of
the United States. Not significant in macro terms, perhaps, but what kind of message does it
send when the US cannot enter into negotiations with a country mnhxsdoneevayﬂung we
could ask to liberalize its regime? The United States, regrettably, has Jost the upper hand
trade negotiations. This policy-by-default enables us only to hope that new axmngements
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forming without US participation will not und: or harm American interests -- hardly the
leadership stance one would expect from a superpower that professes to be interested in
writing the rules for its economic future.

rEu'Fope. Motarola is participating in several initiatives to ensure that trade relations are
open and fully competitive. In the Trans-A Dialogue (TABD), we are
pursuing initiatives to: expand the use of mutual recogniuon agreements in order to reduce
unnecessary costs of testing and certifying electronic equipment; reduce the burdens of
export controls, and reduce semiconductor tariffs. We are optimistic about achieving some
progress on all three of these issues.

Export Promotion and Advocac
11':5 second critical element of a successful US trade policy is ad ‘

and the elimination of existing US export disincentives. Foreign companies incrensingly
enjoy a significant competitive advantage over American firms because of the extent of
support they enjoy from their governments. In addition to negotiating for the reduction or
elimination of tariff and non-tariff barriers in foreign markets, there are several steps the US
Government must take to support American companies as they strive to compete in today’s
international marketplace. Chief among these are: (1) The continved expansion of export
promotion and advocacy efforts, and (2) The elimination of existing US disincentives to
exports. These cannot be considered “optional” activities by the US Government.

The support Motorola has received from both the Administration and the Congress has been
a key factor in many of our successful bids, from Hungary to Honduras. We note in
particular that Ron Brown’s personal enthusiasm and attention to export promotion and
advocacy were exemplary. We look forward to continued support from Secretary Kantor and
his team at the Commerce Department, as well as from Capitol Hill and from our embassies
around the world, to ensure that there is a level playing field for American exports.

Beyond advocacy, the US Government must act expeditiously to eliminate a number of
critical disincentives that hinder American exports and tend to make American exporters
relatively less competitive than our foreign counterparts. These include both the relative
paucity of US Government-back trade financing resources and the US export controls that
remain tighter than those maintained by most of our major trading partners.

On the trade finance front, we are concerned about recent congressjonal efforts to sharply
curtail or in some instances eliminate programs. Though perhaps well intentioned as means
to address budget constraints, such measures would set US competitiveness back significantly
at a time when greater, not less, support is required.

On export controls, we note the still highly restrictive export controls on all of our
telecommunications and computer products that contain encryption. These controls cost
Motorola market share, yet they do not protect national security b the can
buy similar products from foreign producers. The United States needs to eliminate controls
on widely available encryption and stop treating encryption as a munitions item subject to the
same types of procedures as exports of tanks and F16 fighter aircraft.

Enforcement of US Trade Laws

ement of a8 successful US trade policy must continue to be aggressive enforcement
of US trade laws aimed at curbing unfair foreign trade practices. Motorola has long sought
to assure that companies throughout the world compete on an level playing field. Unfair
trade practices result in a break-down of the rules of competition and can destroy even the
best, most efficient companies, particularly in the electronics field.

The growth and prosperity of the US economy has been driven largely by American
technology innovation and leadership. Therefore, it is essential that the United States have
and use the tools necessary to ensure the effective p ion of US intell 1 property
rights. This includes both urging other countries -- through Special 301 and other means --
to adopt and enforce effective IPR regimes, and maintaining effective mechanisms -- such as
Section 337 -- 10 preclude infringing products from being imported into the US.

In addition, great progress was made during the Uruguay Round to expand and stre

the scopt of the rules of the road governing international trade. But the Uruguay Round did
not address the full range of issues that confront American companies in foreign markets,
such as anti-competitive practices. Moreover, not all of our major trading partners are now
members of the World Trade Organization. And even among WTO member countries, not all
have signed on to the voluntary elements of the package, such as the Agreement on
Government Procurement. Therefore, it is critical for the United States to retain both its
ability and willingness to utilize Section 301 and other mechanisms as appropriate in order to
address these outstanding issues.

Finally, the capital investment required for companies in the electronics industry is massive,
while the variable costs of production are ever-decreasing. Therefore, economies of scale and
positioning at the early stages of the market are crucial to success. In such an environment,
foreign industries can gain tremend d ges over US ies if they are able to use

P
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protected or subsidized positions in their home markets to underwrite the capitat costs and
then produce large volumes, dumping the excess onto the US market at little more than
variable cost.

The United States has only limited ability to attack the portion of this problem that occurs
solely in foreign countries, but it does have the ability to counteract the unfair aspects of these
practices as they spill into the US. This is what the antidumping and countervailing duty laws
are designed to do. They do not prevent foreign producers from selling in the United States,
they only seek to prevent foreign industries from using their unfair advantage to dump their
products at low prices in the US market, destroying American competitors in the process,

Three times, Motorola has faced this scenario - - massive and severe dumping of pagers, of
{lular ph and of semiconductors in the US market, while the foreign market for such
products was severely restricted 10 American companies. It was only through the application
of the antidumping laws that these US industries were able to oppose this strategy and avoid
being driven from the market. Today, Motorola and the US industry are world leaders in

these industries, and US workers are successfully building and exporting these products
worldwide.

‘We must resist any short-sighted efforts to undermine the effectiveness of these laws. Efforts
to make the laws more susceptible to political pressure or to waive them where the customers
who have been paying the dumping prices to foreign companies complain about having to
pay fair prices are misguided. Regrettably, we believe that this is precisely what the so-called
“short supply” legistation would do, and for this reason, Motorola opposes this measure. As
with any other law, the antidumping laws on rare occasions may produce temporary
undesired results, but only the existence of a predictable, objective and effective law will
discourage foreign industries from attempting to take advantage of the open US market to
supplant US businesses fighting to compete in the global economy.

US-China Relations

e remai of my remarks is focused on one of the fastest growing and most important
bilateral trading relatiouships that the US enjoys today, and which is of particular interest to
Motorola, namely: China. i

Motorola has a keen interest in ensuring that there are sustained positive relations between the
United States and China. Motorola’s US exports to China have grown significantly in recent
years, reaching about $1.2 billion in 1995. These exports support thousands of high-wage
American jobs, at Motorola and at our supplier companies around the country. A fact sheet
detailing Motorola’s activities in China is included with this for your reference.

As you can imagine, Motorola strongly supports renewal of China’s most-favored nation
(MFN) status without conditions. MFN is not preferential treatment. It is the cornerstone of
any normal bilateral trading relationship. The US extends MFN treatment to imports from
virtually all of its trading partners.

We are especially grateful for your continued leadership in support of MFN extension, Mr.
Chairman, as well as the support of other members of this subcommittee. We are heartened by
recent indications that there is growing bipartisan congressional support for MFN renewal.
And we understand that as this hearing is being conducted, the President is affirming his
support for MFN renewal as part of a major Asia address to the International General Meeting
of the Pacific Basin Economic Council, over which Motorola’s Vice Chairman and CEO Gary
Tooker is presiding.

We would like to believe that this strong showing of bipartisan support for China’s MFN
renewal without conditions would make it easy to accomplish. But as you well know, there
are many in the Congress who want to use the MFN debate as an opportunity to express their
concerns about a range of issues, including human rights, proliferation, security, intellectual
property rights, market access barriers and so on.

All of these issues are important. They demand careful consideration and cannot be
dismissed lightly. But we firmly believe that efforts to address concerns about such matters
through alternative legislation to be considered in tandem with China’s MFN renewal would
be highly counterproductive. Such * ges” may add a certain ic need, but
they also contribute to Chinese perceptions that the United States is intent on pursuing an
antagonistic policy of containment. Though this may be the furthest thing from the truth,
these actions fuel such perceptions, which unfortunately contributes to an endless cycle of
mutual misunderstanding.

Achieving and maintaining good US-China relations require a sustained long-term
commitment by both nations. Corporations can and should play a supportive role. Motorola
is trying to convey to Chinese policymakers the importance of recognizing that their actions
do have an impact on public opinion woridwide, and that they shouldn’t behave as though
their actions in one area do not affect their interests in other areas. Likewise, American
policymakers must d fuilly the implications of their actions. If we treat China as an
enemy, it will behave as an enemy. No US interests are served by backing into a
confrontation with an emerging world power.
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Withdrawal or conditioning of China’s MFN status would invite retaliation, which would
jeopardize Motorola’s exports to and dbusiness in China. This would give our foreign
competitors an unfair advantage in the rapidly expanding Chinese economy, and would
threaten Motorola’s ability to compete throughout the Asia-Pacific region.

The annual debate over renewal of China’s MFN status puts the US Govemment in the
difficult position of measuring progress in artificially short i Since N first
went 1o é)os hina in 1986, we have seen a rise in the standard of living and improvement in the
human condition in China. In some areas, they still have a long way to go, to be sure. But it
is important to look at how things are evolving, not at a snapshot.

Motorola does not condone China’s actions towards Taiwan earlier this year. Likewise, we
support further improvements in China’s human rights record. But Motorola believes that
withdrawal or conditioning of China’s MFN status, or the imposition of unilateral sanctions
that hurt American workers or exporters without significantly affecting Chinese policies or
actions, is not an effective response to these issues. For this reason, we were relieved that the
United States was able to address its most recent concerns about alleged Chinese violations of
nonproliferation agreements and norms without resorting to unilateral sanctions.

Unilateral sanctions are never our first preference as a means to resolve an issue. Thus, in the
case of the current intellectual property rights dispute between the US and China, we remain
hopeful that negotiators in both countries will make every effort to resolve this dispute before.
the sanctions are actually imposed. But Motorola believes that faithful implementation of
negotiated commitments is extremely important. If these commitments are not being met
satisfactorily, then the issues must be addressed.

Doing business in China is not just about making profits. The American approach to doing
business and to corporate responsibility can and does foster positive change. We believe
Motorola’s presence in China contributes to improvements in Chinese society in several ways.

Just as we do in every country in which we operate, Motorola exposes its Chinese employees
to market-driven business and management practices, and to our core principles of respect for
the individual and uncompromising integrity in everything we do. We provide tens of
thousands of hours of training to our own employees, suppliers and government officials at
Motorola University in Beijing and Tianjin, and through on-the-job training. Motorola is the
largest donor to the Hope iject. which bulldselememary schools in the poorest parts of
rural China. Last fall, M 1 y in China to co-sponsor an
eavironmental protection symposlnm that bmughx togethet Chinese policymakers, regulators,
scholars and practitioners, and we are now exploring other environmental protection and
awareness projects with fellow companies. Motorola is sponsoring an Employee Home
Ownership Program, which covers construction financing, mortgage financing to the
employees, funds for community amenities and a portion of the mortgage payment lability.

Our ability to contribute to positive change in China with activities such as these demands that
ties between the United States and China stabilize and deepen over ime. Renewal of China’s
MFN stats this year is the right short-term objective. But over the long term, the United
States and China should strive together to take the steps necessary to stabilize and
“normalize” their commercial ties. By “normalization” we mean promoting changes in US
and Chinese policy that will allow the two countries to enjoy a commercial relationship
regardiess of where we stand on other issues. Motorola believes that stable US-China
commercial relations are in our company’s best interest, but more importantly, serve the
interests of both nations.

Normalizing US-China commercial relations would include permanent MFN extension,
China’s accession to the World Trade Organization (WTO) on commercially acceptable terms,
and additional improvements in bilateral trade ties through a step-by-step reciprocal process.
Motorola’s ability to compete in China on fair terms is essential, and we call on policymnkas
in both nations to do their part to help us accomplish these vital objectives.

Coaclusion

Tn conclusion, Motorola’s continued ability to create American jobs and support economic
growth in the United States demands that we compete in markets around the world today and
in the future. To be successful, we need the US Government to act as a partner, through
bilaterai and muitilateral market access negotiations, through aggressive export promotion
efforts and elimination of US export disincentives, through continued effective enforcement
of US trade laws, and through an enhanced appreciation that actions taken for domestic
political advantage often can and do have an adverse impact on American companies’ ability
to compete in the international marketplace.

Again, Mr. Chairman, we commend you for conducting this hearing and thank you for your
continued dedication to ensuring that the formulation and implementation of US trade policy
are conducted with purpose and proper direction.

Thank you.
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Motorola i hi

Overview

Motorola is a leading supplier of advanced telecommunications and electronics equipment
in China today. Products sold by Motorola in China include cellular phones, pagers, radio
communications systems, and communications and semiconductor components.

The goal of Motorola in China is to serve as a model for cooperative development.
Motorola is undertaking a wide variety of initiatives with both its employees and customers
to achieve that goal. The company employs nearly 7,000 people in China today. That
number is expected to grow to 14,000 by the year 2000.

Motorola’s long-standing commitment to training and education are evident in China. All
Motorola employees in China receive extensive training in human resource principles of
participative management, empowerment, motivation, individual dignity and ethics.

A branch of Motorola University (MU) was established in Beijing in 1993 to train
employees, customers, suppliers, and government officials in a range of management,
technical and other areas. MU established a second branch in China, in Tianjin, at the end
of 1995.

Customers in China include the Ministry of Posts and Telecommunications, provincial
telecommunications authorities, municipal and other public safety authorities, financial
institutions, educational institutions and private companies.

History and Evolution

Motorola opened a representative office in Beijing in 1986 and has experienced rapid
growth since the early 1990s as an active participant in China's transition to a market
economy. Motorola (China) Electronics, Ltd. (MCEL), a wholly-owned Motorola entity,
was incorporated in March 1992. P.Y. Lai is president of MCEL.

In June 1992, Motorola broke ground on its first major manufacturing facility in the Tianjin
Economic Development Authority (TEDA) area of Tianjin, The facility began operation in
March 1993. Motorola’s Tianjin factory produces pagers, cellular telephones,
communications components and semiconductors, mostly for sale in China and other
markets in Asia.

In March 1995, Motorola announced its first joint-venture arrangement in China with
Leshan Radio Factory for the manufacture of discrete semiconductors. Since then,
Motorola also has concluded joint venture arrangements with Nanjing Panda Electronics
Group Corporation to produce home computers based on certain PowerPC™
microprocessors, and with Shanghai Radio Communications Equipment Manufacturing,
Lid. to produce pagers.

In September 1995, Motorola announced plans to build a large capacity integrated circuit
wafer fabrication plant in the city of Tianjin, The plant will begin manufacture of eight-inch
semiconductor wafers with sub-micron line widths by 1997. These products will serve
customers in automotive, communications, personal computers, peripherals, and digital
consumer markets.

Motorola began operation of its Asia Manufacturing Research Center (AMRC) in Beijing in
December 1995. This is the company’s first manufacturing research lab outside the United
States. Earlier in 1995, AMRC announced a joint manufacturing research project with the
Computer Integrated Manufacturing System-Engineering Research Center at “China’s
MIT,” Qinghua University in Beijing.

In addition to production facilities in Tianjin, Motorola investment in China includes
headquarters offices in Beijing; branch offices in Shanghai, Guangzhou, Tianjin, Harbin,
Nanjing and Chengdu; a2 Motorola service shop and software center in Beijing, and
Motorola University training centers in Beijing and Tianjin. Future plans call for opening
sales and service offices in another 20 cities throughout China.
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QOperating and Financial Results

Motorola’s 1995 combined sales to China and Hong Kong reached $3.2 billion, or nearly
twelve percent of the company’s total worldwide revenues. Motorola's investment of more
than $1 billion makes it the largest U.S. investor in China today.

Motorola’s exports to China from the United States totaled roughly $1.2 billion in 1995,
supporting jobs in many states, including Arizona, Florida, Illinois, and Texas.

Cornerstones

Motorola’s operations in China rest on the same two key beliefs that guide all of Motorola's
operations worldwide -- respect for the dignity of the individual and uncompromising
integrity in everything we do. These beliefs help create an environment of empowerment
for all in a culture of participation. The commitment to teamwork and continual learning
also are key elements in developing the company's operations in China and its partnership
with the Chinese people.

Motorola has a business code of conduct that all employees worldwide are expected to
uphold. Motorola has translated its code into Chinese, and this document is used to brief
all new hires in China.

In 1994, Motorola University began the Chinese Accelerated Management Program
(CAMP), an intensive management training program for high potential Chinese employees.
CAMP’s 14-month program includes classroom and on-the-job training, as well as a two
month overseas posting.

In 1995, Motorola University provided more than 600 training days for customers and
government officials, and more than 15,000 training days for employees in China. MU
trained more than 500 of Motorola’s China-based employees in English, and also
conducted customer satisfaction and Six Sigma Quality training courses for employees
from 40 Chinese supplier companies.

Motorola brought more than 600 Chinese to its U.S. facilities during each of the last three
years for meetings on Motorola technologies, design meetings with engineers and technical
training. The company’s business units also provided more than 25,000 training days to
employees at the Tianjin facility through on-the-job training and machine operator training.

In addition to in-house training, Motorola actively supports higher education in China. The
company provided an estimated 2,000 scholarships over the last four years for Chinese
students at technical universities, including Qinghua University, Beijing University,
Beijing Posts and Telecommunications University, Tianjin University, Nankai University
and Fudan University.

Motorola established three microprocessor/microcontroller labs and five communications
labs at universities in China, and will expand this program to 20 universities over the next
five years. The company supplied electronics kits and technical manuals to about 30
universities throughout China in the past three years.

Motorola also is contributing to environmental and community efforts in China today.
Motorola is the largest donor to the Hope Project in China, having given more than
$820,000 to this program that supports elementary schools in rural China.

In November 1995, Motorola became the first foreign company in China to co-sponsor --
with the Tianjin Environmental Protection Bureau -- an environmental protection
symposium that brought together Chinese policymakers, regulators, scholars and
practitioners from throughout the country.

Motorola has begun an employee home ownership program in an effort to attract and retain

the best employees in China by providing a high quality living environment. This

program, which is encouraged by the Chinese Government, covers construction financing,

mortgage financing to the employees, funds for community amenities and a portion of the

mongage payment liability. The first two buildings covered under this pioneering program
will be ready for occupancy by the end of 1996.
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Chairman CRANE. Thank you, Mr. Singer.

Now, if I have been properly informed, the Governor is here.

Governor, would you mind coming up, because I know your con-
straints are tight. We'll have you proceed at this point.

Mr. Singer, I know that you have a flight to catch. So keep an
eye on the clock, and if your constraints are such, we understand.

STATEMENT OF HON. JIM EDGAR, GOVERNOR, STATE OF
ILLINOIS

Governor EDGAR. Thank you, Mr. Chairman. | appreciate this.
Sorry to make you go out of order here. I have got to go back and
meet with the legislative leaders in Springfield, trying to close our
session. I would rather stay here with you.

I appreciate very much the opportunity to be with you today to
talk about a very important issue, and that’s trade. In today’s busi-
ness environment the world economy is undergoing a fundamental
transformation as the result of globalization.

This movement is so extensive that investment and patterns of
trade are being decisively shaped by companies operating on a
global scale and with a global vision. The world and U.S. economies
are being globalized. There no longer are borders as far as trade
is concerned. Changes in remote areas of the world, therefore, have
an economic impact in both large and small markets thousands of
miles away.

To enhance our competitiveness and preserve our economic
power and living standards, the United States depends more and
more on access to foreign markets for our products, services and in-
vestments. A strong international trading system and open mar-
kets are essential to maintaining American prosperity. For many
companies, trade is no longer an option, it is a necessity.

Trade is an increasingly important engine of economic growth. In
simplest terms, exporting means concrete opportunities for busi-
nesses. New customers, new sources of revenue, decreased business
cycle vulnerability, improved production, economies of scale and ex-
tended product life, among others, are all central to the health of
U.S. firms, and all are provided by growing trade opportunities.

Trade, however, is not just a growth strategy. It is a strategy for
survival, The harsh fact of business life today is that while some
American firms may choose to avoid exporting, most cannot choose
to avoid international competition. It is almost impossible to iden-
tify a product or service produced in the United States that does
not face new competition from international markets.

As a result, many of our businesses already have learned we can
no longer rely on our home markets for growth because our home
markets are now an export market for competing firms from every
corner of the world.

There is another reason for the United States to increase its ex-
ports, a reason even more important to our future than short term
business and job growth. Being actively engaged in trade makes
our businesses, and therefore the United States as a whole, more
competitive.

Companies that trade are exposed to new technologies critical to
their survival and growth. Also, companies that are engaged in
trade can form alliances with new overseas partners with whom
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they can pool product lines and generate entirely new products for
new customers. Whether they export directly, form joint ventures,
contact overseas distributors, or simply sell to overseas subsidiaries
of their current domestic customers, international business devel-
opment make firms stronger global competitors.

Illinois has reaped many benefits from actively participating in
the global economy. For example, approximately one out of eight
jobs is dependent on exports. One out of four Illinois manufacturing
jobs is a direct result of exports. Every dollar of Illinois exports
generates 4 cents in State tax revenue.

The U.S. Department of Commerce estimates that 28,000 jobs in
Illinois were created by trade with Mexico and Canada alone be-
tween 1993 and 1995, over a 23-percent increase during that 2-year
period. Equally impressive, exports and foreign investment ac-
counted for over 625,000 Illinois jobs in 1995. Illinois continues to
be a front runner in exports. In 1995, Illinois moved to fifth place
in direct exports, marking the second consecutive year the state’s
ranking has improved.

We saw aggressive exporting show healthy growth in every area
of the world. For example, exports to Canada grew almost 10 per-
cent, over a 38-percent increase to Japan, over 24-percent increase
to the United Kingdom, over 21 percent to Germany, 28 percent to
China and an amazing 80-percent increase to South Korea. Total
exports between 1994 and 1995 increased more than 23 percent,
nearly doubling the national export growth rate of 13 percent.

During my tenure as Governor, I have made exporting assistance
a cornerstone of our economic development efforts in Illinois.
Illinois exports worldwide have grown dramatically during the last
decade, increasing to $32 billion in 1995, as compared to $13 billion
in 1985.

At this time, I would like to share with the Subcommittee several
companies in Illinois that have enjoyed export-oriented success. Re-
cently, the State of Illinois was instrumental in arranging appoint-
ments with proper government officials to successfully help
Ameritech Corp. secure a 25-year contract and a 30-percent stake
in Hungary’s telephone company. This joint venture created the
largest privatization arrangement in Central and Eastern Europe.
This cooperative project is expected to result in the installation of
over 1.5 million phone lines by the year 2000 in Hungary. In addi-
tion, Ameritech is currently examining privatization in Belgium,
Ireland, and Portugal involving investments between $500 million
and $2 billion. Ameritech is taking steps toward truly becoming a
global telecommunications supplier.

With the assistance of the State of Illinois, the Wrigley Co., a
long-time corporation rooted in Chicago, established Wrigley
Poland in 1992. Wrigley Poland is the leader in chewing gum prod-
ucts in Poland, with a 57 percent market share. Wrigley plans to
construct a plant in Poland that will make Wrigley one of the top
10 Illinois facilities in the country.

But, large multinational corporations are not the only ones in
Illinois that are thinking global, and this is a very important point.
They are not the only ones succeeding.

Treatment Products, Ltd., makers of car cleaners and waxes, had
been attempting to expand its small presence in Mexico since 1990.
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Stiff Mexican tariffs that ran as high as 20 percent made achieving
that goal impossible for the $6 million Chicago-based company with
25 employees. Six months after NAFTA went into effect, tariffs
started dropping gradually, and the company landed contracts with
almost every major retail chain in Mexico. As a result the company
has hired four new employees, and sales to Mexico have tripled.
That’s a small company, but it underscores the importance of inter-
national trade for small businesses as well as the large companies.

International trade has a direct benefit not only to the companies
actively engaged in trade, but to the communities in which they are
located, and we are learning that trade works both ways. Recently,
Sparta, a community of 5,000 residents in Southern Illinois, an
area of our State where unemployment runs the highest, experi-
enced the closure of a major employer, Spartan Printing. More than
850 residents of Sparta and Randolph County worked at that facil-
ity and found themselves out of work.

Because of NAFTA and the barriers which it has removed, a
major printing and paper distribution company in Mexico is once
again providing and economic security to that small community. It
was able to secure the assets of the company and is planning to
modernize the printing facility and rehire many of the original
employees.

In conclusion, I would like to stress that Illinois is one of the
great world-class trading hubs in the international marketplace.
John Deere, Abbott Labs, Motorola, Caterpillar, U.S. Robotics and
many other global giants call Illinois their home because Illinois is
working to maintain a business climate that fosters growth, expan-
sion and trade.

Diversity is our strength, and Illinois products and services are
in demand across the world. We export everything from chemicals
to cosmetics, machinery to metals, and agriculture to architecture.
Today, more than ever, it is the time to compete and not retreat.

Let me in conclusion just echo what the gentleman . from Motor-
ola has said in so many words, that it is crucial, if we are going
to continue to see growth in economic trade, that we do not allow
our trade policy to be held captive by political differences we might
experience. A few years ago in Illinois, in the rural parts of our
state, the farmers were very upset when there was a grain embar-
go because of a disagreement with the Soviet Union. The same is
true today when we might have disagreements with nations like
China. We have to be very careful that our disagreements do not
result in our people being penalized because of trade barriers. The
most-favorable-nation status for China is something that we pro-
vide for almost every country on this globe. It is misnamed. It just
means normal trade. But it would have a very negative impact, on
Illinois, as many other states, if we do get into a situation where
we are not able to carry out trade with the world’s largest country.
And that’s true for many other countries around the globe. So
again, I just want to stress that international trade is the key to
I believe our economic well being. It is an area where growth is oc-
curring and it is something that we need to continue to work to ex-
pand, and I would hope that we'll continue to see the Federal
Government, the policies we have seen in the last few years has
helped improve that opportunity and not see barriers put in the
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way of allowing our private sector to do what they do so well and
that’s create economic opportunity for our people, which means
jobs, which means hope for a much brighter future.

So thank you again for allowing me to share my thoughts with
you.

[The prepared statement follows:]
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United States Committee on Ways and Means
Subcommittee on Trade

Testimony of Governor Jim Edgar
State of Illinois

Thank you.

1 appreciate very much the opportunity to be with the members of this committee
today to talk about the importance of trade.

In today's business environment ... the world economy is undergoing a
fundamental transformation as the result of globalization.

This movement is so extensive that investment and patterns of trade are being
decisively shaped by companies operating on a global scale and with a global vision.

The world and U.S. economies are becoming globalized.

There no longer are borders ... as far as trade is concerned.

Changes in remote areas of the world therefore have an economic impact in both
large and small markets thousands and thousands of miles away.

To enhance our competitiveness and preserve our economic power and living
standards ... the United States depends more and more on access to foreign markets for
our products ... services ... and investments.

A strong international trading system and open markets are essential to
maintaining American prosperity.

For many companies ... trade is no longer an option.

It is a necessity.

Trade is an increasingly important engine of economic growth.

In simplest terms ... exporting means concrete opportunities for businesses.

New customers ... new sources of revenue ... decreased business cycle vulnerability
... improved production ... economies of scale and extended product life - among others —
are all central to the health of U.S. firms

... and all are provided by growing trade opportunities.

Trade ... however ... is not just a growth strategy.

It is a strategy for survival.

The harsh fact of business life today is that while some American firms may choose
to avoid exporting ... most cannot choose to avoid international competition.

It is almost impossible to identify a product or service produced in the United
States that does not face new competition from international markets.

As aresult ... as many of our businesses already have learned ... we can no longer
rely on our home markets for growth

... because our home markets are now an export market for competing firms from
every corner of the world.

There is another reason for the United States to increase its exports ... a reason even
more important to our future than short-term business and job growth.

Being actively engaged in trade makes our businesses - and therefore United States
as a whole - more competitive.
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Companies that trade are exposed to new technologies critical to their survival and
growth.

Also, companies that are engaged in trade can form alliances with new overseas
partners with whom they can pool product lines and generate entirely new products for
new customers.

Whether they export directly ... form joint ventures ... contact with overseas
distributors or simply sell to overseas subsidiaries of their current domestic customers,
international business development makes firms stronger global competitors.

Illinois has reaped many benefits from actively participating in the global economy.

For example ...

* Approximately one out of eight jobs in Illinois is dependent on exports.
¢ One out of four Illinois manufacturing jobs is a direct result of exports.
¢ Every dollar of Illinois exports generates four cents in state tax revenue.

The U.S. Department of Commerce estimates that 28,800 jobs in Illinois were
created by trade with Mexico and Canada alone between 1993 and 1995, a 23.4 percent
increase over that two-year period.

Equally impressive, exports ... and foreign investment accounted for 625,300 Illinois
jobs in 1995.

Illinois continues to be a front runner in exports.

In 1995 ... Illinois moved to fifth place in direct exports ... marking the second
consecutive year the state’s ranking has improved.

We saw aggressive exporting show healthy growth in every area of the world.

For example ... exports to Canada grew 9.8 percent ... 38.4 percent to Japan ... 24.3
percent to the United Kingdom ... 21.5 percent to Germany ... 28.1 percent to China ... and
an amazing 80.7 percent to South Korea.

Total exports between 1994 and 1995 increased more than 23 percent ... nearly
doubling the national export growth rate of 13 percent.

During my tenure as Governor ... | have made exporting assistance a cornerstone of
our economic development efforts in Illinois.

Illinois exports worldwide have grown dramatically ... increasing to $32 billion in
1995 from $13 billion in 1985 ... an impressive increase of approximately 150 percent.

At this time, I would like to share with the committee several companies in Illinois
that have enjoyed export-oriented success.

Recently ... the State of Illinois was instrumental in arranging appointments with
proper government officials to successfully help Ameritech Corporation secure a 25-year
contract and 30 percent stake in Hungary’s state telephone company.

This joint venture created the largest privatization deal in Central and Eastern
Europe.

This cooperative project is expected to result in the installation of 1.5 million phone
lines by the year 2000 in Hungary.

In addition, Ameritech is currently examining privatization in Belgium, Ireland,
Portugal and Poland involving investments between $500 million and $2 billion.

Ameritech is taking steps toward truly becoming a global telecommunications
supplier.

With the assistance of the State of [llinois ... Wrigley Company ... a long-time
corporation rooted in Chicago ... established Wrigley Poland in 1992.
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Wrigley Poland is the leader in chewing gum products in Poland ... with a 57
percent market share.

Wrigley plans to construct a plant in Poland that will make Wrigley one of the top
ten Illinois facilities in the country.

But large multi-national corporations are not the only ones in Illinois that are
thinking global.

And they are not the only ones who are succeeding.

Treatment Products Ltd. ... which makes car cleaners and waxes ... had been
attempting to expand its small presence in Mexico since 1990.

Stiff Mexican tariffs that ran as high as 20 percent made achieving that goal
impossible for the $6 million Chicago-based company with 25 employees.

Six months after NAFTA went into effect ... tariffs started dropping gradually ...
and the company landed contracts with almost every major retail chain in Mexico.

As a result ... the company has hired four new employees ... and sales to Mexico
have tripled.

International trade has a direct benefit not only to the companies actively engaged
in trade ... but to the communities in which they are located.

And we are learning that trade works both ways.

Recently, Sparta ... a community of 5,000 residents in Southern Illinois ...
experienced the closure of a major employer ... Spartan Printing.

More than 850 residents of Sparta and Randolph County worked at the facility ...
and found themselves out of work.

Because of the North American Free Trade Agreement and the barriers which it has
removed ... a major printing and paper distribution company in Mexico is once again
providing jobs and economic security to that small community.

It was able to secure the assets of the company and is planning to modernize the
printing facility and re-hire many of the original employees.

In conclusion, I would like to stress that Illinois is one of the great world-class
trading hubs in the international marketplace.

John Deere ... Abbott Labs ... Motorola ... Caterpillar ... U.S. Robotics and many
other global giants call Illinois their home ... because Illinois is working to maintain a
business climate that fosters growth ... expansion ... and trade.

Diversity is our strength and Illinois products and services are in demand across
the world .

We export everything from chemicals to cosmetics ... machinery to metals ... and
agriculture to architecture.

Today more than ever, it is time to compete and not retreat.

Thank you very much.
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Chairman CRANE. Thank you, Governor. Let me ask you a quick
question before I defer to Congressman Rangel.

The implementing legislation of NAFTA and GATT and the
World Trade Organization do not permit preemption of State and
local laws, and I just wondered if you have seen any conflicts in
the international agreements thus far negotiated with our State
laws here in Illinois. How has this affected the lawmaking process
in Springfield, since we have formed these international trade rela-
tionships?

Governor EDGAR. I have not seen any major problems. One thing
that has been helpful throughout, both in the Bush and Clinton ad-
ministrations, is that there had been consultation with state
Governors throughout the negotiations of NAFTA and the imple-
mentation to make sure that we had input. Any concerns that we
thought were legitimate would be raised early enough in the proc-
ess so that they could be dealt with. That does not mean that there
are not times when I know there are bills introduced in the Illinois
General Assembly, buy the United States or buy Illinois products
that we think could cause some problems, but for the most part,
there is a growing understanding on the part of legislators, as well
as those in the executive branch, that we have to think more glob-
al, that it is a two-way street and if we start trying to put restric-
tions, we are going to have it done to us. Again, we are fortunate
in Illinois that most of the people involved in policymaking under-
stand that we are part of the global marketplace. We are fortunate
that we have trade delegations come through Illinois on a regular
basis and the countries are very astute. They do not just come and
visit the Governor, they also spend time with state legislators and
local officials. So again, I have not seen any major problems, but
I also will commend the Federal Government that they have been
willing to include us in discussions along the way so we can maybe
predict or eliminate any of those possible bottlenecks.

Chairman CRANE. That’s encouraging and you enumerated some
of our major exporting corporations here. I mentioned in my open-
ing remarks, before you arrived, that 97 percent, according to the
latest figures, of our exports out of Illinois are coming from compa-
nies employing 500 or less. So, it has a vast sweeping range of ben-
efits to our state to an extreme.

Governor EDGAR. If I might comment. One of the things we have
recognized as far as the state in trying to help promote that, with
limited resources, that there is not really a whole lot we can do for
the Motorola’s; they can teach us some things. But, as for the small
and medium size businesses, we think we can provide assistance
and a scenario where government, both at the Federal and State
levels, can provide some technical assistance. It is very important
that we both do our part to help open some doors or assist in the
large corporations, as I mentioned, with Ameritech, and some other
major companies. But particularly back home, to work with those
small and medium size companies and providing them some of the
technical assistance and wherewithal to encourage them to get into
the market. That’s where the real growth is going to be and that’s
where we know the new jobs in Illinois are going to be created,
with the small and medium size businesses. Trade is such an im-
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portant part of whether they are going to be successful and grow-
ing in the years ahead.

Chairman CRANE. Thank you so much, Governor. This is
Congressman Rangel who is our Ranking Minority Member on the
Trade Subcommittee.

Mr. RANGEL. Governor, let me thank you for taking time out, of
your busy schedule, to share your views with us. They are very im-
portant views, and I am convinced that the more Governors can do
to share the importance of trade, which is not always easily under-
stood by voters, the more difficult it is for, not only local, but Fed-
eral officials to demagog the issue because an informed community
can recognize what’s going on.

I agree with you, it is so easy to make a political issue out of
trade, when you're dealing with foreigners as opposed to our flag-
waving Americans, whom we all love and want to protect. It is so
easy to make a foreign country the scapegoat of all our troubles.
I assume that, since you talked about our trade with China, your
view would be similar in relating to our lack of trade with Cuba,
which is being motivated by politics more than by trade issues.

Governor EDGAR. I do not think there is any doubt that that is
a major factor. Also, looking at the dependability of your trading
partner, that is a factor that has to be taken into consideration, can
you rely on them, if you reach an agreement. I do not claim to be
an expert on Cuba. I understand some of the emotions as some
Cuban-Americans might feel for the current government in Cuba.
But again, overall we need to be very cautious when we allow pure-
ly political reasons to determine our trade policy. I am not as famil-
iar as maybe some would be on the potential of what that can
mean for jobs and economic opportunity for people in the United
States if we had better trade relations with Cuba.

Mr. RANGEL. Well, it is not so much how much we would benefit,
even though we would and our national integrity is more important
that just monetary benefit. But, when we start imposing sanctions
and secondary boycotts against trading partners after we are al-
ready into these complicated and sensitive trade agreements, then
you can see that it is the politics of the election rather than where
we stand with all of the nations, not just Cuba, but CBI,
Carribbean Basin Initiative countries, Central America, Mexico,
South America, and Europe.

Governor EDGAR. There is no doubt. As you said that, I was
thinking there is other regions in the world where we have done
that and our trading partners have gone away and I am not sure
how effective we have been. So, we have to be realistic when deter-
mining our trade policies, too. To achieve the political end we want
to achieve, may not be obtainable if everybody else is still trading.

Mr. RANGEL. Unless what we want to achieve is electorial votes,
and then that’s a different question.

Governor EDGAR. I could assure you, as I know in my state and
I am sure it is in your state, the best thing you can do politically
is show your help and get jobs.

Mr. RANGEL. That’s my next point. Since you have to be a player
and be sensitive to our international trading partners in order to
have your constituents get jobs, have you been able to get a feel
as relates to the labor force who the winners and losers have been.
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What are the problems resulting from trade and what solutions
have ;}/ou directed toward alleviating some of the problems of the
losers?

Governor EDGAR. The area in particular that raised the most
concern was NAFTA. I was a very strong supporter of NAFTA. In
fact, it had very strong bipartisan support here in Illinois. We did
have some losers, there is not doubt. In fact, we had a small very
successful business that for years was prospering, but it was going
to find itself in dire straits competing with Mexican firms. There
is no doubt we have had some fall off in jobs, but we also know
of other cases where we have seen an increase in job production
because of the result of NAFTA.

What we as a state, and the Federal Government, need to do is
to monitor that and to recognize that you’re going to have some
winners and losers and for those who are losers, try to provide
some technical assistance so they can either find other avenues for
economic opportunity or to assist them in trying to move their
product line where they can be competitive. '

I do not think we can ever expect any of these trade agreements
to leave the status quo, and all be positive. There are going to be
pluses and minuses. We have seen in Illinois, particularly from
NAFTA and most of all the other trade agreements, it has been a
positive for the State. Now, the industries in this State or the busi-
nesses are such that, we knew going in, that NAFTA made a lot
of sense. We do not compete with their agricultural goods, we
produce things they cannot compete with. The same is true, for the
most part, in manufacturing. There are a few, as I mentioned, like
the broom manufacturer, who are going to get hurt. But overall our
electronics, our manufactured goods, found themselves with more
of a market. So, Illinois may not be the best example of a State
that had to deal with a lot of adversity because of some of these
trade agreements. we have seen a lot more pluses. But where we
have seen adversity, we tried to assist those companies in training
dollars and whatever else is necessary so that they could retool or
direct their interests to another area.

Mr. RANGEL. Are you satisfied that the state educational system,
with local and Federal support where possible, is able to keep up
with the great demands of high technology that the future will
bring us?

Governor EDGAR. We are going to have to continue, in fact, that
is one of the pluses of being part of the global marketplace. It
forces us to do a better job at home. One of the areas we are going
to have to continue to improve on is in the training of our young
people so that they can be competitive in the work place with the
people of other nations. One of the major impetus behind reforms
in our schools is coming from the private sector because they recog-
nize if they are competing in a global marketplace, they have to get
better results. So, I will not tell you that I am satisfied with the
status quo. I feel good that we recognize the need for improvement,
and there seems to be much more of a community support for im-
provement than perhaps a decade or so ago. I think everyone recog-
nizes that we need to continue to improve.

Now, I cannot tell you that I have got all answers on how we are
going to achieve that. In fact, one of the debates we are in right



54

now in Springfield is dealing with accountability in our schools and
how we can get better results. It is an issue that all the States are
looking at and trying to deal with. I would say, sir, that States
probably are in a better position, State and local authorities, in try-
ing to deal with that than any rules and regulations coming out of
the Federal Government in trying to improve our schools.

Mr. RaNGEL. That was going to be my next question. I know you
agree that the private sector has to and is getting more involved
in the question of education, but my next and last question would
have been, do you see the Federal Government and/or the Congress
playing any role at all in being of assistance to the private sector
and the state and local government in reaching the standards that
our Nation will have to raise in order to continue our leadership
in exports?

Governor EDGAR. I really believe it should be primarily and I
would say even more than primarily, exclusively the responsibility
of state and local government, who traditionally have been charged
for particularly elementary and secondary education. The Federal
Government traditionally has been more involved in higher edu-
cation through scientific research and that area. But, it would be
better to leave it that way so we do not have to spend a lot of time
trying to sort out just what would be the Federal Government’s re-
sponsibility and also deal with a lot of background noise that has
developed as a result of some of the Federal policies, which are well
intended, but unfortunately it stirred up some controversy in the
hinderlands that we spend an awful lot of time trying to deal with.
We could spend our time better if we were able just to concentrate
on making sure we are seeing meaningful reforms in our schools.

So private sector involvement is critical. Maybe they could give
you some thoughts on if there are any Federal actions that could
be taken to encourage or even allow them to do more as far as
being involved with schools at the state or local level. But overall,
my sense is that this is an area that state and local should be left
with. Not that we are perfect, but I think we have been in that
business and it is easier than trying to divide responsibility
between three layers of government.

Mr. RANGEL. Well, please ask your education person to send
something to me to more broadly support the train of thought
which exists now with the majority in Congress. I am the bene-
ficiary of the GI bill, and it is going to take a lot of talking for me
to be convinced that my Governor or mayor could have done for me
what the GI bill had done. By the same token, I really did not
think that Kennedy’s proclamation that we were going to put a
man on the moon was that important until I really saw what it did
to increase the exposure of young people to math and science and
the other benefits that came from the moon walk efforts. So those
are the things that I think of, and I hear more and more people
agreeing with you. And I truly believe that education, increased
education, is going to help us, not only with jobs, but with family
values and with wanted and loved children and with the refusal of
drugs, crime, violence, and the expenditure of jails, for which in
New York we pay $60,000 a year per prisoner. We have one-and-
a-half million people in jail in this country. And I may be wrong,
but I truly believe that education is the key to not only train us
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but to relieve us of some of the financial and social pressures we
are under.

Governor EDGAR. We are in total agreement on the importance
of education, Congressman. In regard to the GI bill and other
things you mentioned, as I said, in higher education, there has
been a tradition of the Federal Government involvement. It has
been a positive involvement, and I would not suggest that we end
that. The comment about elementary and secondary schools is a
different debate, not necessarily on the dollars and cents and lim-
ited resources which I recognize you have got to deal with as we
do at the state level. But, the fact that historically elementary and
secondary schools have been left pretty much to the state and local
governments, and I would urge them to continue. Higher education,
as I said, you historically have had more involvement.

Mr. RANGEL. We are out of that, too. We are out of education.
The hallways are filled with college and university professors. The
trustees kind of agree with the majority. Just let government stay
out of it. The Presidents really think differently.

Governor EDGAR. We will send some information to you, or at
least our viewpoint.

Mr. RANGEL. Because I want to keep this thing bipartisan.

Governor EDGAR. We appreciate you being in Illinois today.

Mr. RANGEL. Thank you. It is my first visit to Illinois. I want to
thank you for giving me this opportunity.

Chairman CRANE. It is God’s country. Let me reassure you,
though, Governor, that he learned how to spell, add and subtract
and got all those skills long before the feds were putting any money
into even the GI bill.

» CrI1\/ll)rilRANGEL. I learned how to run in Korea long before I got the
ill.

Governor EDGAR. He does not remember, but we have something
else in common. Both our daughters were Cherry Blossom
princesses the same year, a couple years ago.

Mr. RANGEL. That’s right. Under the Democratic administration.

Governor EDGAR. I did not realize that.

Chairman CRANE. I would like to yield now to Congressman
Manzullo, my neighbor to the west.

Mr. MANZULLO. Governor, I want to thank you for coming here.
I do not have any questions. You said everything and you have
done everything in your administration that anybody could possibly
do toward encouraging companies to settle here in the State of
Illinois and to get involved in exports. I want to take this oppor-
tunity to thank you for being here. I want to thank you for the
leadership and a very unique project at the old Savannah depot.
The Fish and Wildlife Service reached an accord with the State of
Illinois and local development groups so that the 11,000 to 13,000
acres of an abandoned Army ammunitions depot will be turned into
a partnership with conservation and with businesses and hopefully
some of those businesses will be used for exporting.

I just want to share something with you, one of the NAFTA suc-
cess stories that most of you have no idea happened. We have a
Clausen Pickles in Woodstock. Kraft has three factories in my con-
gressional district, the original J.L. Kraft cheese factory in Stock-
ton, which is the largest manufacturer of bulk swiss cheese in the
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State; Kraft has bought the Del Monte pudding factory in Rochelle;
and Clausen Pickles. Clausen, because of NAFTA, was able to buy
cucumbers cheaper in Mexico. It is just one of the great victory sto-
ries of NAFTA. They produce 100 million pounds of pickles each
year. Clausen has, it is a 70 or 80 percent market share of refrig-
erated pickles. But, that’s another success story because of NAFTA
and one that’s really growing in Rochelle. Rochelle is where Hormel
Foods came in. Hormel is now shipping 60,000 pounds of boned
pork to Japan each week, in addition to producing 1.1 million
pounds of bacon each week. That’s a result of GATT, with the low-
ering of the trade barriers.

So, I want to publicly thank you for your leadership in promoting
NAFTA and promoting GATT because those two treaties have done
absolute total miracles in the 16th Congressional District for our
exports.

Governor EDGAR. Thank you, Congressman. I like to comment.
My support has not been alone as far as Governors. One of the
areas that we have strong bipartisan support among the 50 Gov-
ernors is in the area of trade, whether it was for NAFTA or more
recently talking about most favorable nation status for China and
other areas. I think you'll find that both Republican and Demo-
cratic Governors all recognize the importance of trade to their
states and economic growth and that there is that sense that you
try not to succumb to the temptation of demagoguing which is
something no one here has ever done, but others have been known
to do.

Mr. RANGEL. No, we do not get involved in politics.

Governor EDGAR. But, it is an area where I truthfully say that
there is very strong bipartisan support among all the Governors on
that, and something that we very much appreciate the action of the
Federal Government, both administrations, and from Congress in
the last few years. We are moving in the right direction, so we look
forward to continuing working with you in the months and the
years ahead as we open up more markets. I am convinced that the
work force in Illinois can compete with anyone on the globe, and
I am sure Congressman Rangel feels the same about the people of
New York. I really believe the American people are up to the task
if we give them the opportunity and hopefully we will.

Chairman CRANE. Governor, I agree wholeheartedly with what
you said, and I wanted to express profound appreciation to you for
making this meeting this morning. And we will let you make your
graceful exit at this point since I know you have got to go down
and straighten things out in Springfield this afternoon.

Governor EDGAR. No, no. As Members of the Legislative Branch,
not straighten out, just work together.

Chairman CRANE. On a bipartisan basis.

Mr. RANGEL. Let me join with the Chairman in thanking you
once again, and if we can ever be of any help, feel free to share
with us where Congress is giving you more help than you need.

Governor EDGAR. OK.

Chairman CRANE. Thank you, Governor. All right. We will now
proceed with the panel. Ron Bullock, I know you have time con-
straints. If you would give us your testimony next and then if you
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have to run, we understand. The others hopefully can stay here for
a little while.

STATEMENT OF RONALD D. BULLOCK, PRESIDENT, BISON
GEAR AND ENGINEERING CORP., ST. CHARLES, IL; CHAIR-
MAN, SMALL MANUFACTURERS FORUM; AND ON BEHALF OF
NATIONAL ASSOCIATION OF MANUFACTURERS

Thank you. My name is Ron Bullock. I am president and owner
of Bison Gear and Engineering Corp. We are headquartered in St.
Charles, Illinois. We manufacture electric motors and gear motors.
We have got three facilities in Illinois, and 205 employees located
in Elgin and Downers Grove, as well as St. Charles. I brought
along a catalog. I point out that they are in multiple languages,
they are fully metric, and they highlight the address of a new
assemble-to-order operation that we just started up in Zeewolde, of
the Netherlands.

I am here today to testify on behalf of the National Association
of Manufacturers, and as chairman of the Small Manufacturers
Forum, representing over 10,000 NAM members with fewer than
500 employees. Also, as an exporter, I am in a very good position
to give a perspective on international trade policy from a small
company’s standpoint.

Generally speaking, it is the NAM’s position that international
trade is essential to maximizing benefits arising from world pro-
ductive output and thereby contributing to U.S. economic growth,
as well as enhancing the economic welfare of individuals through-
out the world. The NAM believes that the most effective basis upon
which to conduct trading relations is a system that enhances the
role of free market forces while minimizing government interven-
tion in trade.

To this end, the NAM strongly supported and still supports the
implementation of the NAFTA and GATT World Trade Organiza-
tion agreements. It is only through transparency, harmonization
and the elimination of unfair trade practices through these and
other multilateral arrangements, that we will truly produce a
strong and effective worldwide marketplace.

While many espouse the importance of international trade and
exporting for the United States, many fail to pinpoint exactly what
it is that the United States has at stake in the multilateral trading
system. Through work done by the Institute for International Eco-
nomics in conjunction with the educational and research affiliate of
the NAM, the Manufacturing Institute, two important reports have
been released which provide new insights into the importance of
trade to the U.S. economy. Specifically, these reports examine the
performance of exporting versus nonexporting companies, and doc-
ument that exporting matters to the average American worker and
American company far more than most people realize. Conclusive
data demonstrates that there are distinct differences between ex-
porters and nonexporters in terms of pay, productivity and
performance.

Pay in export plants on the average is 15 percent better. Benefit
levels are 87 percent higher. Productivity is 40 percent greater. Ex-
porting improves companies’ survival rates by 10 percent, and job
growth is 17 to 18 percent greater.
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The data on job growth was perhaps the most surprising. Vir-
tually all the decline in average employment was attributable to
nonexporting plants. In contrast, the work force at exporting plants
grew by 17 to 18 percent. Second, the role of small business in this
employment growth was even more surprising. Small exporters had
growth levels 1 to 2 percent higher than average.

Another interesting discovery is that better wages, job growth,
and productivity seem to appear in exporting companies once a
company makes a commitment to exporting, not just after a com-
pany has reached a certain level of exporting. These benefits show
up across the board, demonstrating that the benefits do not just
apply to big multinational firms. For example, our own company,
Bison, has doubled productivity over the past 8 years, introduced
a profit-sharing 401-k program and greatly improved its training
and education outreach program, with 36 employees, or 20 percent
of our direct work force enrolled in college courses since this pro-
gram was launched 18 months ago. This is a record we are very
proud of. We have also been involved, to respond to Congressman
Rangel, in the local school districts. We have had teachers in on 3-
week internships, and as a result, we have come up with a multi-
disciplinary program that we have helped launch in the Downers
Grove school system whereby freshman and sophomore students
have an opportunity to focus on math, science and technology. It
is something that will reap benefits down the road. We see it as
a necessary element in interfacing with our community in order to
be successful in the global marketplace. While all of these improve-
ments cannot be entirely attributed to our exporting, I can tell you
that competing on a global basis certainly sharpens our focus in
both how we are investing in capital equipment and our people. We
now have established a human resources balance sheet to accom-
pany our financial balance sheets.

The U.S. key leadership in the international marketplace must
be maintained. We need to be involved in as many dialogs and ne-
gotiations as possible and appropriate to ensure positive progress
and direction. That is why, for example, passage of fast track pro-
cedures for trade agreements is critical. The NAM supports a clean
and unfettered fast track proposal and urges Congress, in conjunc-
tion with the administration, to work expeditiously toward that
end. Without fast track, the United States looks uncommitted and
risks losing its credibility as the leader of the international commu-
nity.

With regard to China, the NAM supports the extension of MFN
status for another year, and is encouraging Congress and adminis-
tration to look further ahead toward normalization of this commer-
cial relationship. I might point out that Bison has gear motors on
cellular telephone assembly lines in Tianjin, China, at the Motorola
facility and other Motorola locations around the world. So we see
plenty of opportunities that exist in China for us. Nonetheless,
NAM feels that, and I agree, China must be ready and able to com-
mit to the WTO regime before being accepted as a member.

From a small manufacturer’s standpoint, many U.S. manufactur-
ers are content to pursue the North American Free Trade area for
sales opportunities as it represents over one third of the world’s
economic activity. Bison was encouraged to increase its export ac-
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tivities by the original Canadian Free Trade Agreement and would
encourage the addition of Chile to NAFTA, as well as other Central
and South American countries as they qualify. Generally, we need
to find a way to encourage other small to medium size firms to ex-
port through enhancing banking regulations and providing low cost
financing of export receivables. For small companies, the bank lines
of credit often will exclude export receivables from your borrowing
base. So some help could be provided there through Congressional
legislation.

As far as internal policies, we would recommend progrowth legis-
lation that encourages savings and investment through reduction of
taxes and a commitment to a balanced budget. Our global competi-
tors benefit by Tax Codes that promote job creating investment and
low interest rates resulting from a balanced budget. Examples are
the resurgence of Italian competitors as a result of the Sabatini
and Tremonti laws making capital investment extremely attractive,
and of course, the Japanese who benefit by accelerated depreciation
and extremely low interest rates. Congress is applauded for finally
passing a product liability bill and the President is roundly con-
demned for vetoing it. Europe passed a much better version of our
bill in the EC in 1992 and our unpredictable tort system has
chased major industries off shore, small aircraft and medical equip-
ment being two examples. Quite frankly, this was one of the rea-
sons we got serious about exporting. We should also be aware of
nontechnical trade barriers. The European Community has enacted
regulations requiring CE registration, a safety requirement very
close to UL, and EMC, electromagnetic compatibility relating to
radio frequency interference. These technical requirements effec-
tively raise trade barriers to U.S. firms endeavoring to export to
the EC. We should encourage agencies like the National Institute
of Standards and Technology and ANSI, the American National
Standards Institute to be pro-active in representing U.S. interests
within the International Standards Organization. Believe me,
you’re no less safe using a UL listed product than using one that’s
CE listed and electomagnetic compatibility has limited applicabil-
ity. The United States is renowned for its volunteer support of safe-
ty and standards development and we should make sure that we
take care to utilize this resource in the ISO process.

In sum, continued pursuit of free trade, fair trade, increased
transparency and upward harmonization of international trading
rules is critical to the well being of the United States. We encour-
age Chairman Crane, Congressman Rangel and the rest of the
House Ways and Means Trade Subcommittee to keep up the good
work in furthering this effort, and stand willing to contribute to
our economy and our workers by reaping the fruits of this Commit-
tee’s labors in advancing the goals of a strong international
marketplace.

[The prepared statement follows:]
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Testimony of
Ronald Bullock, President
Bison Gear and Engineering Corporation
on Behalf of the
National Association. of Manufacturers
on U.S. Trade Policy
Before the Subcommittee on Trade
May 20, 1996

My name is Ronald Bullock, President and owner of Bison Gear and Engineering
Corp., Headquartered in St. Charles, IL, and I ‘m here today to testify on behalf of The
National Association of Manufacturers. As Chairman of the Small Manufacturers Forum
representing over 10,000 NAM members with fewer than 500 employees, and also an
exporter, I will try to give a perspective on international trade policy from a small

company’s viewpoint.

Generally speaking, it is the NAM’s position that international trade is essential to
maximizing benefits arising from world productive output and thereby contributing to US
economic growth, as well as enhancing the economic welfare of individuals throughout the
world. The NAM believes that the most effective and efficient basis upon which to
conduct trading relations is a system that enhances the role of free market forces while

minimizing government intervention in trade.

To this end, the NAM strongly supported, and still supports, the implementation of
the NAFTA and GATT/WTO agreements. It is only through transparency,
harmonization, and the elimination of unfair trade practices through these, and other
multilateral arrangements, that we will truly produce a strong and effective worldwide

marketplace.
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While many espouse the importance of international trade and exporting for the
US, many fail to pinpoint exactly what it is that the US has at stake in the multilateral
trading system. Through work done by the Institute for International Economics in
conjunction with the educational and research affiliate of the NAM(the Manufacturing
Institute), two important reports have been released which provide new insights into the
importance of trade to the US economy. Specifically, these reports examine the
performance of exporting vs. non-exporting companies, and document that exporting
matters to the average American worker and American company far more than most
people realize. Conclusive data demonstrates that there are distinct differences between

exporters and non-exporters in terms of pay, productivity and performance:

e pay in export plants is, on average 15 percent better;

» benefit levels are 37 percent higher;

s productivity is 40 percent greater;

e exporting improves company survival rates by 10 percent; and

* job growth is 17-18 percent greater.

The data on job growth was perhaps the most surprising. Virtually ali the decline
in average employment was attributable to non-exporting plants. In contrast, the
workforce at exporting plants grew by 17-18 percent. Second, the role of small business
in this employment growth was even more surprising. Small exporters had growth levels
1-2 percent higher than average.
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Another interesting discovery is that better wages, job growth, productivity, etc.
seem to appear in exporting companies once a company makes a commitment to
exporting, not after it reaches a certain level of exporting. These benefits show up across
the board, demonstrating that the benefits don’t just apply to big multinational firms. As
an example, our own company Bison, has doubled productivity over the past eight years,
introduced a profit-sharing 401-K program and has greatly improved it’s training and
education outreach program, with 36 employees (20%) enrolled in college level courses
since it’s launch 18 months ago. While this cannot entirely be attributed to our
involvement in export activities, I can tell you that competing on a global scale has
brought our investments in both capital equipment and our people into sharp focus. We

now have a human resources balance sheet to accompany our financial balance sheets.

In addition to a strong commitment to the muitilateral trading system, the NAM
also believes that bilateral trade agreements in certain instances can help enhance the role
of free market forces while minimizing governmental intervention in trade. Bilateral
agreements by their very nature can better raise the level and detail of mutually acceptable
trade parameters, which can establish strong precedents for future muitilateral

negotiations.

The United States’ key leadership role in the international marketplace must be
maintained. We must be involved in as many dialogues and negotiations as possible and
appropriate to ensure positive progress and direction. That is why, for example, passage
of fast track procedures for trade agreement is critical. The NAM supports the passage of
a clean and unfettered fast track proposal and urges the Congress, in conjunction with the
Administration, to work expeditiously toward that end. Without fast track, the United
States looks uncommitted and risks losing its credibility as the leader of the international

community.
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With regard to China, the NAM supports the extension of most favored nation
status (MFN) for yet another year, and is encouraging the Congress and Administration to
look further ahead towards normalization of this commercial relationship. Certainly the
US/China relationship is not without its problems, and the business community has been
frustrated by the slow pace China has set in living up to its bilateral agreements.

However, the opportunities that trade with China presents are enormous and virtually
dictate that we work arduously to settle our differences without upsetting the apple cart.
China is the United States’ fastest growing export market already, and we have not begun
to tap its potentials. Nontheless, China must be ready and able to commit to the WTO
regime before being accepted as 2 member.

From a small manufacturer’s standpoint, many U.S. manufacturers are content to
pursue the North American Free Trade area for sales opportunities as it represents over
one third of the world’s economic activity. Bison was encouraged to increase its export
activities by the original Canadian-U.S. trade agreement and would encourage addition of
Chile to NAFTA, as well as other Central and South American countries as they qualify.
We need to find a way to encourage other small to medium sized firms to export through
enhancing banking regulations and préviding low cost financing of export receivables.
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As far as internal policies, we would recommend pro-growth legislation that
encourages savings and investment through reduction of taxes and a commitment to a
balanced budget. Our global competitors benefit by tax codes that promote job creating
investment and low interest rates resulting from a balanced budget. Examples are the
resurgence of Italian competitors as a result of the Sabatini and Tremonti laws making
capital investment extremely attractive and, of course, the Japanese who benefit by
accelerated depreciation and extremely low interest rates. Congress is applauded for
finally passing a Product Liability Bill and the President is roundly condemned for vetoing
it! Europe passed a much better version of our bill in the EC in 1992 and our
unpredictable tort system has chased major industries off-shore, small aircraft and medical
equipment being two examples. Quite frankly, this was one of the reasons we got serious
about exporting. We should also be aware of non-tariff technical trade barriers. The
European Community has enacted regulations requiring CE registration ( a safety
requirement very close to UL) and EMC, electro-magnetic compatibility relating to radio
frequency interference. These technical requirements effectively raise trade barriers to
United States firms endeavoring to export to the EC. We should encourage agencies like
NIST and ANSI to be proactive in representing US interests within the International
Standards Organization. Believe me, you are no less safe using a UL listed product than
using one CE listed and electro magnetic compatibility has limited applicability. The U.S.
is renowned for it’s volunteer support of safety and standards development and we should

make sure that we take care to utilize this resource in the 1SO process.

In sum, continued pursuit of free, fair trade, and increased transparency and
upward harmonization of international trading rules is critical to the well being of the
United States. We encourage Chairman Crane and the House Ways and Means Trade
Subcommittee to keep up the good work in furthering this effort, and stand willing to
contribute to our economy and our workers by reaping the fruits of this Committee’s

labors in advancing the goals of a strong international marketplace.
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Chairman CRANE. Thank you, Ron. Are you on a tight time con-
straint right now? Because I have just one question I wanted to di-
rect, and Congressman Rangel may have one and then we could let
you depart And we'll go to our other witnesses, if that's agreeable.

Mr. BuLLOCK. Thank you.

Chairman CRANE. I was more impressed with that 17 to 18 per-
cent higher growth rate in employment by those firms that were
into exports than those that are simply selling domestically. I was
wondering, though, is there any study or indication of job security,
whether those jobs are more stable, if you're into the export market
or are they more stable if you're just producing for the domestic
market?

Mr. BULLOCK. I believe that tenure and turnover are both im-
proved with exporting companies. I would have to get you a copy
of that particular report.

Also there is kind of a symbiotic relationship between the large
multi-nationals and the smaller companies in exporting. As I men-
tioned, we provide components and equipment that are used by our
larger customers. As those companies rationalize their work forces,
we also provide sourcing services in the way of engineering. We
have 10 percent of our employees who have engineering degrees,
and we provide other services that our larger customers may no
longer have capabilities for keeping in-house. So, there are some
good working relationships that go on between the larger compa-
nies and the smaller companies as well.

Chairman CRANE. That’s encouraging. Congressman Rangel.

Mr. RANGEL. Thank you, Mr. Bullock. I assume that the export-
ing manufacturing company, would have no problem with an
increase in the minimum wage.

Mr. BULLOCK. As a matter of fact, the manufacturing sector, in
general, does not pay the minimum wage. We pay much better
than minimum wage.

Mr. RANGEL. I mean politically speaking, could we depend on
your support for it?

Mr. BULLOCK. Personally speaking, I have no proble: “th it.
There has to be some give and take, and our typical start...; vage
is probably two and a half to three times the minimum wage. How-
ever, I do feel very strongly, we do need to do some things to im-
prove education and training. Manufacturing, in general, spends
more on education and training than the public education sector.
That is both an encouraging sign, and a sign that the manufactur-
ing community has had to provide this education out of necessity,
because of the poor preparation that we see from the public school
system.

Mr. RANGEL. The private sector is doing more, and without that,
we would not have been able to have the successes we are having
now.

With the losers in the work force, especially in the manufactur-
ing area, have there been any studies or any ideas that you would
have as to how we could soften the pain of unemployment?

Mr. BULLOCK. Let’s go back to the minimum wage. We do get a
lot of young people that get their first job working for minimum
wage. I know I worked for minimum wage myself, $1.25 an hour.
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Mr. BULLOCK. In our own company, and many of my peers have
similar programs, we have a two-tiered wage structure that we
have implemented. For the first 21 months of employment we have
a structured program where we are basically taking people into our
work force, providing they can do three things; they are able to
demonstrate literacy, they can pass a fairly simple shop math test,
indicating what used to be about an 8th grade level of mathematics
when I was in school, and third, they can pass a drug screening
test. We take those people in and we have a 21 month training pro-
gram. The new hires also have an opportunity to continue their
education as part of our tuition letter of credit program.

Mr. RANGEL. I am saying, the NAM, are you satisfied that there
are sufficient cushions for those people who are the losers in the
expan?sion of world trade, that they are taken care of by outfits like
Bison?

Mr. BULLOCK. If we can encourage greater exporting activity, it
will create opportunities for the people that may be displaced from
other jobs. In addition, exporting increases our total productive out-
put and our productivity. So if we can keep that going, yes, we are
satisfied that we will all be able to provide a number of good train-
ing and educational programs for employees.

Mr. RANGEL. Well, I will have to get in touch with the NAM and
see what you have done on that because we find that those people
that were working, that newer Americans have taken lower skilled
jobs and they find it very difficult, especially those that have
worked ten or 15 years, to be retrained or to start all over. So, that
the NAM is on the right track, but maybe I can get in touch or you
can have someone get in touch with me to see.

Mr. BuLLock. I will do that. We also have another program that
is called the high performance work place, where we are using sup-
plier networks to increase skill and training requirements over a
wider base. We’'ll send that material to you.

Mr. RANGEL. And knowing how you support keeping politics out
of trade policy, you would not support our present policy that re-
lates to Cuba, would you, from a trade point of view?

Mr. BuLrock. From a trade standpoint? The administration’s
policy?

Mr. RANGEL. It would be everyone’s policy now since he has
adopted most of the Republican policies. I think you can go with
a bipartisan, Miami policy, whatever you want to call it.

Mr. BULLOCK. Not an area of my expertise. I really cannot com-
ment on that.

Chairman CRANE. Mr. Bullock, I thank you for your testimony
and sorry you have got to run. But now, we’ll yield to Mr. Kelley.
And if you could switch seats with Mr. Bullock for the mikes.

STATEMENT OF ROBERT F. KELLEY, MANAGING PARTNER,
INTERNATIONAL AFFAIRS, ANDERSEN WORLDWIDE

My name is Robert Kelley. I am managing partner for inter-
national affairs for Andersen Worldwide. I must admit that after
hearing about cellular phones and brooms, pickles and gears, it is
a real pleasure to talk about the other 70 percent of our GDP,
services.
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In fact, my message here today is to raise the salience of the im-
portance of services in the global economy. If I leave one impres-
sion with you, I hope it is that innovation in services is the key to
competing in the 21st century. My comments will be organized, in
terms of context, first, telling you who I am and why we are very
interested in global trade. And then I will tell the story of our com-
pany which exemplifies my main message, which is that innovation
in services is the key to competing in the 21st century. And then
I will offer some very specific recommendations of how we can
improve our public policy in international trade.

In terms of my perspective, I sit on the Business and Industry
Advisory Committee to the OECD Trade Committee, and the Inter-
national Chamber of Commerce’s Investment and Trade Commis-
sion, and I am also a member of the U.S. Trade Representative’s
Investment and Services Policy Advisory Committee. My job at An-
dersen is threefold. It is to remove barriers to us operating as a
global company. Second, to prevent the erection of any new bar-
riers; and third, to identify issues that affect our operations glob-
ally and begin to shape their outcome.

Andersen is a product of Chicago. It is the fruits of the labor of
6 people who started the company in 1913 on LaSalle Street. Today
we are serving businesses around the world in 76 countries. Those
6 people have grown to 82,000 people worldwide. It is a partnership
so my perspective is from that of an equity owner. We have 2,600
partners worldwide. In Illinois we have 5,600 employees. Many of
those are associated with our world headquarters. Also, on the
roads that lead from O’Hare to St. Charles, there are about 50,000
people from around the world that travel to our education center
in St. Charles, Illinois, which is a facility of 135 acres, accommo-
dating 1,700 people at one time. We bring people from all over the
world to train in our center at St. Charles. It is kind of a reverse
export; they bring money here to spend, which is not normally the
way we look at exports.

The reason I am here is to express our concern about the status
of international trade affairs around the world and the fact that we
seem to have a disproportionate amount of attention and resources
devoted to manufacturing pickles, bacon, gears and motors, and
brooms. We overlook the biggest part of our national economy and
the fastest growing part of our economy’s worldwide services.

To give two examples of my promise, just take the commonly re-
ferred to deficit in trade, which about 1 year ago was around $170
billion. Well, that’s three times the amount of the imbalance in
services trade. The differences are in the arithmetic; the services
imbalance was a surplus and the manufacturing imbalance was a
deficit. In 1958, when I joined the work force, I joined the services
component, which numbered 30 million employees at that time out
of a total of 65 million. In 1992, that 65 million had grown to 120
million American workers, and the number of those in the service
economy numbered 75 million.

Today we recognize that the GATT and all the other trade agree-
ments have really advanced American interests abroad and
brought about many improvements to facilitate world trade. What
is often overlooked is GATT also has another part. It is called
GATS, the General Agreement on Trade and Services. Within
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GATS we have managed to set up a working party on professional
services which is an investment for all professional service provid-
ers around the world. This, in itself, is a major development be-
cause it has great long term benefits. One of the major efforts of
this working party is to promote the use of international account-
ing standards around the world. This may sound rather moot or ar-
cane or boring, but the truth of the matter is that investors, capital
providers, pension fund members would all benefit from having the
same set of financial statements that they could compare compa-
nies around the world.

Now, in terms of specific recommendations, I have broken them
down into two categories. The first category contains tactical rec-
ommendations and they are priorities for action. First, this Sub-
committee, all of American business should really work earnestly
to ensure the effective implementation of the Uruguay round which
includes the GATS rules on services. In particular, in the GATS
area we need to complete the sectoral negotiations in telecommuni-
cations, financial services and other service areas.

Second, it would be a big impetus if this Subcommittee encour-
aged the administration to demonstrate real interest in the work-
ing party on professional services. It is really the forerunner to
breaking into global trade in services for professional services firms
by setting up rules that people can play by around the world.

Third, it is important to monitor the other negotiations and ac-
tions that are happening around the world outside of GATS. They
include the multilateral agreement on investment, the Asia-Pacific
Economic Cooperation initiatives, and the free trade area of the
Americas. And, we need to prod the negotiators when their efforts
flag and ensure that their talks do not go off course. Fast track
should be reauthorized as soon as possible.

Strategically for the future, the single most important issue for
this Nation is to begin correlating national policy with global
trends. Three salient, global trends that affects everyone are one;
the convergence of telecommunications and computers; two, dis-
continuities in governments and other institutions; and three,
globalization of markets and people.

My second strategic recommendation is; we need to develop ways
to measure and account for trading, trading the new form of capital
which is knowledge; the intangibles; the invisibles. We have out-
moded ways of trying to control and protect intellectual property
rights. We need to concentrate on developing new ways to measure
and account for these invisibles.

And third; it is a very obvious fact that the next trade agenda
will be heavily influenced by the issues of competition and invest-
ment. What is not obvious is the fact that if the United States does
not develop the potential of its people, competitive advantages will
be gained by countries that capitalize on the power of technology
to leapfrog competitors. In a word, that spells retraining our
American work force.
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Last, I would hope that the Congress stay the course of support-
ing world trade because it is key to us. Andersen Worldwide would
not be 82,000 people today. It would be 600 people, practicing in
downtown Chicago. But, now we are an $8 billion business that’s
doubled in the last 5 years. And, in no small part, we owe that to
international trade.

My last comment is a philosophical statement. I would hope that
the Congress continues to make political decisions for economic
purposes as opposed to making economic decisions for political
purposes. Thank you.

[The prepared statement follows:]
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TESTIMONY OF ROBERT F. KELLEY
SUBCOMMITTEE ON TRADE OF THE COMMITTEE ON WAYS AND MEANS
MAY 20,1996
EXECUTJVE SUMMARY

Andersen Worldwide (AW) is the world’s largest professional services firm with over 82,000
employees in 360 offices in 76 countries. Last year, AW revenue topped the $8.0 billion mark,
a doubling in the last five years. This success is in no small part attributable to the recent
global trend toward liberalization of trade and investment.

Services constitute 60-70% of most advanced economies, demonstrating the importance of
services in our economy and the enormous potential in foreign markets for US service
providers. World trade in services exceeds global trade in computers, telecommunications
and office equipment, motor vehicles and parts, and textiles and apparel combined. Services
are “enablers” of other industries, inextricably linking services with sectors such as
manufacturing. US trade policy must be crafted with these relationships in mind.

The World Trade Organization (WTO) represents the greatest opportunity for liberalization
in services. The General Agreement on Trade in Services (GATS) is the single greatest
achievement of the Uruguay Round, bringing the fastest growing -- and, arguably, the most
important -- sector of the world economy into the muitilateral trading system.

The GATS establishes important trading rules including the principle that regulation of
domestic activity has international consequences, laying the groundwork for regulatory
convergence, which will benefit service industries, consumers, investors and regulators. The
GATS also has broadened the definition of “trade” to include movement of capital and
people -- critical issues for services firms.

Liberalization in services will continue in the WTO. In the short term, there are sectoral
negotiations in maritime, financial services, telecommunications and professional services. In
the longer term, a new round of services talks will begin in the year 2000.

The professional services talks are ongoing in a Working Party on Professional Services
(WPPS). The WPPS has begun its work with the accountancy sector with a three part agenda:
developing disciplines on domestic regulation, promoting international standards and,
establishing guidelines for the recognition of qualifications. The success of the WPPS is
important not just for professional services, but for the credibility of the WTO as a whole.

While implementation and expansion of the GATS will remain the focus of services trade
liberalization, we also must take advantage of possibilities that lie in other international
negotiations including the Multilateral Agreement on Investment (MAI), the Free Trade Area
of the Americas (FTAA), and the Asia Pacific Economic Cooperation (APEC) forum. Some
negotiations will require fast track, which should be reauthorized as soon as possible.

The US must lead the movement to further liberalize trade and investment -- not as a favor to
anyone else, but because it is in our own interests. The tremendous significance of services to
the US economy and to other sectors such as manufacturing must not be underestimated.
Trade policy must be made with careful consideration given the implications of that policy
for the service sector.

Recommendations:

The Subcommittee should work to ensure effective implementation of the Uruguay Round
agreements including: implementation of new GATS rules, completion of sectoral
negotiations in services, and interpretation of WTO materials and their effective
dissemination,

In particular, the Subcommittee should express to the Administration its interest in and
support for the efforts of the WTO’s Working Party on Professional Services, especially with
the approach of December’s WTO ministerial meeting in Singapore.

The Subcommittee should carefully monitor progress on negotiations such as on the
Multilateral Agreement on Investment, the Asia Pacific Economic Cooperation initiative and
the Free Trade Area of the Americas, prodding negotiators when they flag and ensuring that
the talks do not go off course. Fast track should be reauthorized as soon as possible.
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Introduction
Mr. Chairman and distinguished members of the Subcommittee:

My name is Robert F. Kelley. ] am Managing Partner--International Affairs for Andersen
Worldwide, which is the coordinating entity for Arthur Andersen and Andersen Consuiting
member firms around the globe. Iappreciate the opportunity to share my views and
suggestions on:

» the importance of trade and investment in services to the US economy,

s the place of the service sector in future US trade policy, and

e the international agreements and negotiations which will have an impact on services.

But first, [ want to commend you for holding this hearing on the future of US trade policy.

You remain a stalwart supporter of free trade, and the companies, workers, and consumers of
Illinois are direct beneficiaries of your efforts. I also would like to thank your staff, not only for
their work in organizing this hearing, but also for their continued diligence and willingness to
work with the private sector.

Andersen Worldwide

Andersen Worldwide is the world’s largest professional services firm, operating from more
than 360 offices in 76 countries. The Arthur Andersen business unit provides accounting,
audit, tax, business advisory, and specialty consulting services to clients. The Andersen
Consulting business unit provides global management and technology consuiting services.

Our clients range from the largest of multinationals to medium-size and small enterprises to
individuals. To best serve any of these clients, of course, we must be able to operate in the
world markets in which they operate.

Forty-seven thousand of our over 82,000 people are employed by our member firms outside
the US, while 35,000 work in the US. Closer to home, Andersen Worldwide has roughly 5,600
employees in Illinois — the great majority in the Chicago area - in our headquarters, our
practice offices, our research and development facilities, and our extensive professional
education campus in St. Charles. For this audience I need not belabor the point that these are
high skill, high paying jobs. I might add that our Firm is the top recruiter of graduates from
US colleges and universities.

Last year our revenue topped the $8.0 billion mark, and a look at where these earnings come
from also helps demonstrate how international a firm we are. Of our $8.1 billion in revenue,
$4.3 billion was earned abroad, while $3.8 billion was earned in the US.

We are quite proud of the fact that our revenue has doubled in the last five years. We believe
such growth is unique for a professional services firm of our size , and we expect similar strong
results in the next five years. Our success is in no small part attributable to our increased
involvement in markets overseas. While revenues for Andersen Worldwide in the Americas
grew an enviable 17% last year, our Europe/Middle East/India/ Africa practice grew 25% in
US dollar terms and our Asia/Pacific practice grew 28% in US dollar terms.

We have benefited tremendously from the worldwide trend toward liberalization of trade and
investment. Such liberalization helps economies grow and helps our clients grow. When our
clients grow, we grow. An additional benefit from this trend has been an improvement in our
ability to serve these growing clients. We see continued liberalization as vitally important to
our continued success.

The Importance of Services

As a professional services firm, Andersen Worldwide is part of the overall service sector. As
you know, this widely diverse part of the economy also includes telecommunications, financial
services, transportation, audio-visual services, and others. Broadly speaking Mr. Chairman,
you and all other public servants also are a part of the service sector.

The importance of the service sector would seem to be self-evident, but far too many policy
makers -- and, to be fair, businesspersons, academics and others — continue to think of a
nation’s trade and economy in terms of cars built, wheat exported, and VCRs imported.
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In most industrialized economies, services constitute 60-70% of gross domestic product. These
figures give a clear indication of the importance of services in our economy, and these numbers
also give some indication of the enormous potential in foreign markets for US service
providers, who are among the most competitive in the world.

Between 1958 and 1992, employment in the US doubled from 66 million to 121 million. This
growth was fueled almost entirely by the services sector, which saw its employment grow from
31 million to 74 million.

It is important to emphasize that these services jobs are not low wage and low skill, despite the
misinformed characterizations being made about them. Since 1970, services job creation has
been particularly robust in relatively high paying sectors such as healthcare, business services
and engineering services. Average wages in these sectors have grown at a faster rate than
average manufacturing wages during that time period. Furthermore, recent studies have
indicated that employment levels in some lower wage service sectors such as restaurants have
shown a decline. In short, it is the service sector that is creating the jobs, and most of them are
high skill, high paying jobs.

It is true that trade in goods still significantly outpaces trade in services. But allow me to
provide important perspective on this subject. World trade in services exceeds global trade in
computers, telecommunications and office equipment, motor vehicles and parts, and textiles
and apparel combined. However, the attention of Congress, the coverage in the media, and the
resources of US Trade Representative and the Commerce Department devoted to services trade
does not match the attention, coverage, and resources devoted to computers, cars, and textile
trade. With you, Mr. Chairman, I know | am preaching to the converted. It is just frustrating
at times to see so many tails wagging the dog.

And let me be clear, | do not mean to cast US trade policy as a situation of “Services” vs.
“Manufacturing.” Nothing could be farther from the truth. Services and manufacturing are
inextricably linked, and 1 believe trade policy should be made with that in mind.

Services are “enabiers” of other industries:

e corn must be transported to market - a service;

a new machine tool plant must be financed -- a service;

new cars must be advertised -- a service;

a sale of coal must have a contract -- a service;

an oil company contemplating a foreign investment must have a feasibility study done -- a

service;

¢ aheavy equipment company must stay in constant contact with its foreign subsidiaries -- a
service;

* acomputer maker hires someone to reengineer its entire operation in order to compete -- a
service;

¢ ashipment of textiles must be insured — a service; and

» last, but not least, financial statements must be audited — a service.

Of course, examples such as these are endless. US trade policy — and economic policy for that
matter — must be crafted with these interrelationships in mind. A holistic approach, if you will,
is what is called for.

As I mentioned before, US services firms ar