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DEPARTMENT OF COMMERCE
GOVERNMENT OF GUAM

AGANA GUAM §8910

June 15, 1888

MEMORANDUM (Second Submission)

To: The Lieutenant Governor

From: Director, Department of Commerce

S8ubJject: Natlicnal Conference of Lieutenant Governors
Committee on International Trade and Tourism

In response to your memorandum regarding the above subject,

dated May 24, 19888, I am submitting the following list of
pertinent topics and 4issues for your consideration as
discusaion items for the upcoming meeting:

IRADE
Protectionism
Competition in the Preoduction of Agricultural
Commodities
Product Quality
The Davaluation of the Dollar

The "Buying of Amarica“
Cabotage

Tourism
Promotiona
Cabotage

Information Standardization and Dissemination
Aircraft Safety

For your convenience, I have had a member of my staff
prepare a synopsis of <the igsues involved in the above
topics {(attached). Should you require additional
information regarding any or all of these items, please do
not hesitate to contact me at your earliest convenience,

Peter R. Barcinas
Acting

Attachment
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TRADE AND TOURISM I1GSUES

The followina is a series of trade and tourism issues
confronting the United States in the latter half of the
1980=%. While these issues do not all specifically atfect
Guam in a direct manner, they are nevertheless important to
the economic performance of the nation, both domestically
and in the international arena.

IRADRE

Protectioniame Over the past five to ten years there has
been a rising tide of protactjonism throughout the world,
which {s most often exhibited in the form of import tariffs
and quotas along with export subsidies and, in some cases,
restraints: bavcotts and embargoes also play a role, but are
more frequently used for political rather than {perceived)
economic purposes. In fact, the operceived gains for a
nation from applying protectionist measures are short-lived,
i¥ such gains accrue at all, and the ultimate effact of
protectionism is to tause economic damage to both partners
in a trade relationships trade exists to take advantage of
economic efficiencies {(comparative advantage), and
protecticnism interferes with the realization of thaose
gfficiencies. Also, protectionism in the extreme has been
tha root cause of many (if not most) international conflicts
over the past cantury, including but not limited to wars.

The only two catecories of protectionism that are rationallv
jJustifiable are those that are desiaoned to foster the arowth
and perpetuation of "infant industries" until thev can stand
alone in competition with foreian oproducers. and those
designed to maintain industries that produce the primarvy
resources and finished products necessary to the defense of
the inteqgrity af a nation's borders during times of war,
when these products might not be available because of
embarqo or blockade. In the former case, the measures
applied should be for a short term only, and for incustries
that are likely to eventually be viabier: in the latter, the
products should be absplutely essential to a nation’'s war
effort, and not replaceable with close substitutes even
during pariods of national catastrophe.

For the two justifiable categories of protectionism, the
measures should be in the form of tariffs, quotas, or a
combination of the twe (which have effectively the same
impact upon the forces of supply and demand, but Jdiffer in
their effects upon government revenues and private profits):
howevar, in the case of technology with potential military
applications, restraints (export controls) may also be
nacessary and appropriate. Export subsidies may be applied
in retaliation against perceived “dumping" (selling products
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balow manufacturing cost in the i{nterpnational market),
setting lower prices for the particular commodity in world
trade, but promoting sconemic inefficlency in its production

and transferring {ncome from the tax paying public as a
group to the product’s producers.

In genseral, with the exception of the twa rationally
justified reasons for protectionism, the practice is an
unfortunate but sometimes necessary avil in the trade
ralations bstween natiens.

Competitjon_in__the ProductiQo__of Agricultural Commoditiess
For nearly the first twoc hundred years of its existence., the
tUnited States was a net exportery from the humble beqinnina
of baeing an exporter of raw materiale (primary resources),
the country gradually brecame the major Source of
manufactured products in world trade. However,., the mainstay
of America’s exports has always besn food.

Since the end of World War II, the industrialized nations,
through arganization of the United Nations, have made strona
and successful efforts to assist the less—-devel oped
developing countries (LDC&) to become self sufficient in the
production of foodstuffs. This provides an excellent
example of the altruistic motive comina back to haunt uss
we were (and ara) so appalled by the specter of starvation
among humanity that we have qone to qreat lengths to
implement a remedy, yet the cure hae cost us dearly, as the
L.DCs have turned from being substantial importers nf qrain
and other foods to being quite effective producers and
exporters in their own right. With its vast and fertlle
heartland, the United States had long had both a comparative
and absolute advantage in the production of foodstuffs. and
the encormous efforts to advance farm technology in the 1930s
kept the nation at the forefront of warld +food markets
through the 1940s: the swrye of competition from the LDCs,
though, hae seriously hurt the U.S. as a world trade leader.
This, combined with the industrialization of the Asian-
Pacific Rim countries. has reversed the role of the United
States from that of a net exporter and international
creditor to that of a net importer (on a grand scale) and
debtor to such nations as Japan and the Republic of China.
The collapse of our international aaricultural markets has
had extremely potent political impacts domestically because
of the much-publicized effect uoor the economy of the farm
belt in the Midwest. In addition. the nroblem is very
costly to the nation because of the )Jwng-standing policy af
categorizinn food as ar essential strateaic product, leadino
to subsidization of the industrvy by way of crop corice

supports and coiher methods of interference with market
forces.

Competition in the production of agricultural commodities
has brought many of the LDCs into the mainstream of the
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world sconomy at the same time that it has pushed the United
States down a few notches, and it is not likely that the
nation will reemerge from this posture sacnt because wage
scales and standards of living in the U.S. ars still well
ahead of those in most other countries. we will not be able
to compete effectively in this arena until the world's
sconomies are somewhat realigned. What is likely is that
the nation’s farm economy will ba deprmsssaed for many more
Years, aven decades, but the mere fact that the U.8. has

such wide tracts of highly fertile land will msventually
reversa this situation,

Product _fuality: Perhaps the greatest problem that the
United States faces today in its export markets for
manufactures is the widespread perception (accurate or
otherwise) that the praogress made toward efficient mass
production has come at the cost of quality. Again, the wage
scales and standard of 1living in the U.S. place the nation
at a caomparative disadvantace, but in this case for two
reasonsi first, of course, is that the cost of labor in the
manufacturing process forces up the prices of U.S.-made
goods; the second, somewhat less pbvious reason is that the
motivation, the "work ethic" of the American labor force has
deteriorated dur to the leisure and security that high
incomas ganerate. Another aspect of the decline in the
perceived quality of U.S. goods is that thers was so little
international competition in the manufacture of goods
relying on advanced technology for so long that American
manaqgement practices have become inefficient and moderately
disorganized. A prime eoxample of this malady was the
inability of the U.S. automobile industry to adapt to highar
fuel prices in the mid-19708 by manufacturinag smaller, more
economical cars: in fact, Chrysler Corporation discontinued
production of the Flymouth Valiant., the last midsized
"acaonomy car” in the ccuntrv. just one year befare the first
oil crisis, and effectively refused to put it back into
production sven when the energy crunch went into full swing.

This was ohe of the elements that cost the U.S. 1its
preeminence in warld markets,

As the international sector of the U.S. eccnomy remains
depressad, the <forces causing the nation's exports to lag
will gradually be diminiehed. Although there have baan real
improvements in the guality of U.S. gqoods over the last
decade and efforts are beinag made to impress this fact upon
the rest 0f the world, it will nevertheless take several
more years for the perception of America’s manufactures to
turn around. In the meantime, efforts to improve the
efficiency and effectiveness of corporate management could
do a great deal to advance the nation’'s competitive posture,
as will continued improvements in the enqineering and design
of new products with an eye not just toward the satisfaction
of the U.5. consumer, but toward the wants of our newly-
preosperous neighbors, as well.

o
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Ihe Devaluation _of the Dpllars In 19835, the U.B. struck an
accord with Japan, its second laraest trading partner
(behind Canada)., ¢to realigr the value of the dollar vis-a-
vis the ven. 8Since that time, the yen has far surpassed its
target value of 185 to the dollar, settling for an
unexpected period of time at the much higher exchange rate
of around 125 to the dollar. The reason for this accord was
that Japan had been running large and recurring surpluses in
its trade with the U.S., and protactionist pressures were
haating up in the States (particularly in the Midwest): the
dollar’'s devaluation was an attemot (a successful ohe) to
head off what could only have been damaging trade wars. The
anticipated effect of the devaluation, that it would make
U.S. goods more price-competitive and reverse the balance of
trade, has not vet been fully realizesd. The main reason for
this 18 that markets take time ¢to adiust te changing
conditions, but there are other, non-market barriers to the
widespread consumption of U.S5. goods in Japan, as well. In
addition to the ingrairned qualitv rconsciousness ‘of the
typical Japanese buver, thare is alsc present a degree of
what could be characterized as nationalistic pride that
automatically arants preferences to Japanese—-made oroducts
in Japan: a similar attitude holds sway in virtually every
country, and sven within individual communities, worldwide.

Another aspect of the remarkable succass that Japan has had
in international ¢trade since the late 19408 is that the yen
has been competing more and more with the dollar as the
currency of preference in the world marketplace. Although
this has been something nf a blow to the pride of our
national government and has become a topic of conversation
in trade and financial circles, it is actuallvy of very
little truse importance. The reason that the yen has gained
this statue is that <he price level in Jacar has remained
surprisingly stable throughout recurrent business cycles:
thus, the ven has a stable value. and ¢traders who use it
have correspondingly lower riskse because of the rediceo
probability of exchange rate 1losses in transactions. in
general, though, it really makes very little difference
which naticn’'s currency dominates irterrational trade. so
long as the value of that currency is relatively stable and
the currency itsel4 i available in quantities adequate ta
support the leve! of world trade activity.

The_"Buying _of_ America": As the trade position 2af the
Lnited States has deteriorated over the past twenty or so
vears, other nations., most notably Japan and the Republic of
China, have built up encrmous surpluses oOf international
exchange in the form of U.S. dellars and other claims
enumerated in dollars. While the devaluation of the dollar
has hurt thege countries in real terms. the natimnals of
thess forpign nations have taken a rational approach to
protecting their wealth: they have been buying assets
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within the U.8.. wherae ths stability of the valua of their
assaets {in real terms remains relatively constant and not
subject to the damages that would have otharwiss been caused
during the 1983 devaluation. Wa are sxpariencing this
phenomanon on Guam, with the Japaness almoast
indiscriminately buving 1land and other assats at wildly
inflated prices and nationals of both the Republic of South
Korea and the Republic of China preparing to soring into a
similar type of action at any momenti Hawaii has been
sxperiencing much tha same thing, as have California and tha
other States, albeit to a lesser extent. This situation has
lad to the not-altogethar unreasonable concern within the
United Btates that the nation may lose a large dearee of

control over its own economy, and ultimately its political
sysatem.

While the "buying” of America could be likened to a type of
economic warfare, whether it presants a real problem is more
a matter of political philosophy than of anything alse.
Althouah our sense of national pride becomes infuriated at
each new account of the saie of a portion of our countrvy’s
wealth. this is dampened by the realization that the nation
3s a whole is founded upon numerous diverse ethnic and
geopolitical backgrounds, and that it is exactly this
eclecticism that has made the United Btates the dynamic and
prospercus world powar that it has become {in the brief span
of two centuries) perbaps an infusion of "new blood" is

precisely what im needed ¢to bring the country up to 1its
potential once again.

Cabotagg: The restriction of the right to transport cargo
and passengers in coastwise trade is a specific category of
protectionism that may have outlived its useful purpose.
This set of laws and requlations was designed toc protect the
U.S. shipbuilding and maritime industries, vet the United
States is not the flag of preference for vessel reaistrv on
the high ssas: over the vears, the country has imposed so
many constraints upon its shippinc companies that they can
nct onerate as efficiently, in economic terms. as their
foreign counterparts: this means that the manufacturers that
nroduce for export may be paving mare for transport than is
necessary, making their products less compestitive on world
markets, and that the cansumino public is pavinag more for
goods that are traded internationally. Althouah Guam is
intimatelv familiar with this issue (which we normally refer
to as the Jones Act), it is a policy that affects the nation
as a whole. The protection of shipbuilding used to be
justified on a national security basis, to ensure that the
country had sufficient capacity to build adequate humbers of
vessels during times of war, but the Navy seems to be doing
quite well in creating enough demand in that area at
present; in addition, the use of ghips in warfare ie no
longer as critical to the overall war effort as it was in
the distant past. The protection of the maritime industry
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from foreion competition is also no longer as critical as it
used to be. Opening tha coastwige trade to foraign-
registered vessels could sven improve the trade oosition of

thae United States simply by putting the country in a mere
friendly posture in terms of trade relations.

IQURIEM

Promgtiongs It appears that one of the major constraints to
the further development of the U.5. as a destination for
foreign tourists is that there is very little coordination
of promotional efforts at the national level, and that the
task of tourism pnromotion is disjointed because it has been
relegated to the States. From our own experisnce, it is
clear that enormous gains can he derived from Jjoint
promotions of tourist facilities and attractions, and that
tourists are more likely to considar a given destination if
there are several options available to them. For instance,
a foreign visitor would be more likely to consider Hollvywood
as a destination if made aware that there would be near and
ready access (0 a day aor two of qambling, st cetera, in Las
Vagas and a chance to view the splendors of the Grand Canyon
and Yosemite National Foraest. While it may be difficult to
convince the Conaress to make more €fundina available for
national tourism promotions (therg have QEﬁphyears &pnraceas
times during which the U.S. Travel and Fransport Aeeecidtien
(USTTA) has had a budaet 1ess than ocur own Buam Visitors
Bureau}, the States themselves, along with the Territories,
could institute a consortium to pool resources and target
the international market for their marketing efforts; this
could be in addition teoe or (in 1lieu of efforts bv the
individual States to attract tourists from one another. The
consaortium could benefit from the adoption of the tried-and-
truge methods used by other nations that have been successful
in promoting themselves as tourist destinations abroad, and

the potential may exist for coordinating efforts with Canada
and Mexico, as well.

Cabpotaget The transportation af passengers hetween points
within the United States, with a few notable exceptions. s
restricted to U.S. carriers, so the issue of cabotage is
relevant to tourism as well as trade, This certainly
treates problems for BGuam, but if the intent is Lo increase
the number of foreign tourists visiting the United States,
substantial gaing could be made if foreiqn carriers were
allowed to make stops in successive cities in the U.S., aven
if only at the major “hub" airports. This farm of
protectionism for the U.S. airline industry seems an
anachronism now that deregulation has bsen implemented in an
effort to improve competition; opening the market to foreian
carriers would enhance that competition aven further. An
"open skiws" politcy would also improve the image of the
United States internationallv, since other countries oftan
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complain that the U.8, tends ¢to arbitrarily intarpret

bilateral agreements in such a way as to make their sffects
ona-sjidad.

Information Standardization_ _and Disseminationr There is no
unified cource of consolidated tourism information about the
United States available at prasant. It would ba quite
us@ful to have comprehensive data ragarding the origins,
demographic characteristics, expenditures, interests and so
forth of +foreign visitors ¢to the country so that tourism
facilities and promotions could be tailored to attract the
most visitors (and the most tourist expenditures) with the
resources available. This is onhe specific area in which the
USTTA could play an invaluable role by standardizina
reporting formats and the definitions of the various types
of relevant data. Such information cpuld be made available
to each Gtate and Territorvy so that they would have a basis
for comparing their own performance in attracting tourists
to that of other jurisdictions, and so that thev could
emul ate the successful programs of others.

Aircraft _Safetyt Since the derequlation of the airline
industry, and with an aging stock of aircraft in the United
States. there has been an increased incidence af prohlems in
ajr travel; this appears to be mainly associated with
atrcraft maintenance. Although the Federal aqovernment is
charged with the responsibility of regulating aircraft
maintenance, the States could also impose (ideally, uniform)
controls on auch things as maintenance schedules and the
distribution af information reqgarding manufacturers’
advisories. This could aid in ensuring that air travel
remains safe in the country and improve the image of the
U.5. as a safe tourist destination.
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PDATE ON U.S.-JAPAN TRADE ISSUESE
MAY 1988

Trade and Economic Performance

U.S5.-Japan Trade

Japan is the United States’ second largest trading partner, taking approximately 11% of U.S.
exports and supplying about 21% of U.S. imports during 1987. During 1987, the U.S. imported
$24.6 billion worth of Japanese motor vehicles (the single largest category), an increase of 1
percent over imports in 1986. Total imports from Japan grew 2.5 percent to 384 billion in
1987. Through February 1988, U.S, imports from Japan totaled $13.4 billion, an increase of 9
percent over the same period in 1987.

U.S. exports to Japan were $26.9 billion in 1987. This represents a $4 billion or 17.5 percent
increase over 1986 export levels. The top three U.S. commodities exported to Japan were
logs, aircraft and seed corn. The 1987 U.S. merchandise trade deficit with Japan declined for

the first time during the 1980's to 57.] billion, a decline of $2 biilion (3.3%) from the 1986
figure.

Slobal_Japanese Trade

In 1987 Japan had a global current account surplus of $86.7 billion, a small increase from the
1986 level of $85.8 billion. During 1987, Japanese imports increased over 1986 levels by 18.2
percent to $149.4 billion. The single largest source of these imports was Southeast Asia. The
top three commedities Japan imported in 1987 were mineral fuels, miscellaneous imports and
foodstuffs. One reason the stronger yen did not generate substantial increases in total
imports is that primary products continue to account for a majority of Japan's imports.
Japanese imports of primary products (not including foodstuffs) in 1987 accounted for 34% of
total imports.

Relanve to income, Japan imporis fewer manufactured goods than any other industrialized
country. Manufactured imports accounted for only slightly more than 2% of the Japanese GNP
in 1985, compared with 6% of the U.S. GNP and more than 10% of the GNP of EC (European
Community) member countries, Through the third quarter of 1987, Japan's imports of
manufactured goods increased by 31% from the EC and 60% from the NICs. Imports of
manufactured goods from the U.S., however, declined by 5.5%. The increase in imports from
the EC has been largely in luxury goods, while those from the NICs (Newly Industrializing
Countries) have been low-priced consumer goods. U.S. exports have lagged in part because
the U.S. comparative advantage tends to be in capital goods, chemicals and other non-
consumer products. Japan runs substantial surpluses in manufactured goods trade with its
trading partners. In 1986, Japan’s ratio of exports to imports of manufactured goods with
principal trading partners was as follows: Japan-U.S. 5.7:1, Japan-EC 3.1:), Japan-Canada
10.9:1, Japan-Newly Industrializing Countries (Singapore, South Korea, Taiwan, the Philippines,

1 NOTE; This material is for limited distribution and is intended to provide background
information on current issues in U.S.-Japan trade. It should not be cited as representing
official U.S. Government positions on specific trade issues.

The U.S. Trade Representative's Office prepared this information, and WGA staff edited
portions of the text for summary and clarification.



Mexico and Brazil) 4:1.
eneral U.S. Trade Qbjectives Toward Japan

The United States continues to urge Japan to stimulate its economy through domestic demand
expansion and to increase is imports--especially of manulactured goods and processed
agricultura] products. The United States Government (USG) aiso continue to encourage Japan
to liberalize its markets, allowing fair and equitable access to U.S. goods, services and
investment,

Bilateral Issues

The Goverament of the United States (USG) and the Government of Japan (GOJ) have held
numerous consultations on a wide range of outstanding bilateral issues over the past year,
Following is a brief summary of some of the issues which affect the western U.S. region:

SEMICONDUCTORS: The USG and the GOJ signed a five-vear Semiconductor Agreement on
September 2, 1986 to bring about significantly increased sales of foreign semiconductors in
Japan's $10.5 billion market, and an end to dumping in the U.S. and third country markets by
Japanese producers. A thorough USG analysis in March 1987 indicated that the GOJ had
failed o enforce two key provisions of the Agreement (1) an end to dumping in third
country markets and {2) a steady and gradual increase in sales of foreign manufactured chips
in Japan,

In response to Japan's failure to implement f{ully provisions of the Agreement, the
Administration on April 17, 1987 raised tariffs on $300 million worth of Japanese exports to
the U.S. Of the $300 million, $135 million was imposed for third country dumping and $165
million for lack of foreign access to the Japanese market. On June B, more than $51 million
in sanctions were removed to reflect improvement in the price of DRAMSs in third countries.
The President made it clear that he would not hesitate to reimpose the sanctions if the
positive pricing pattern did not continue.

On November 2, 1987, the Commerce Department announced that Japanese dumping of
semiconductors in third countries had ceased and that the USG had received GOJ assurances
that it was imposing no restrictions on the production, supply or shipment of semiconductors
made in Japan. Accordingly, on the same day the USG announced the lifting of tariffs on
more than $84 million worth of Japanese exports to the United States. Recent bilateral
discussions have focused on initiatives to promote the market access objectives of the
Agreement. In the meantime, tariffs on $164 million worth of Japanese exports remain in
place because of lack of progress in opening Japan's market to foreign semiconductors.

On May 4, 1988 the GATT Council adopted a report by its disputes panel stating that Japanese
measures taken in the context of third country monitoring constitute export restrictions
tnconsistent with the GATT. The GOJ has not opposed the report’s adoption and has indicted
that it would act soon to implement its recommendations. The USG and the GOJ are
consulting to ensure that any Japanese modifications of its monitoring system to prevent third
country dumping are consistent with the September 1986 Agreement.

SUPERCOMPUTERS: On August 7, 1987, after severa! months of negotiations, the USG and
GOIJ agreed on new procedures for the procurement of supercomputers by GOJ entities,
including national universities and laboratories. These procedures attempt to address U.S.
concerns about non-transparency and discriminatory treatment in public sector procurement.
They are designed to reduce the bias in Japan's procurement process that has excluded U.S.
firms from the public sector market until now, and they entitle U.S. supercomputer suppliers



to be involved in early stages of procurement planning, when important decisions, such as
setting the criteria for the final selection, are made. These procedures also establish a new
discussion phase in the procurement process that should provide all potential bidders an
opportunity to demonstrate the merits of their product to the GOJ.

Two sales were made to the Japanese public sector last year under the GOJ $1 billion import
promotion program: one to MITI's (Japan’s Ministry of International Trade and Industries)
Agency for Industrial Science and Technology laboratory in Tsukuba, and the other to the
Tokyoe Institute of Technology. These constitute the first purchases ever of U.S.
supercomputers by GOJ entities. However, no U.S. supercomputers have as yet been purchased
by the GOJ under the new procurement procedures. The first formal review of the Agreement
with the GOJ, held in February, focused on the continued concerns of the USG and U.S.
supercomputer companies regarding GOJ procurement procedures and the severe discounting
practices of Japanese companies. The USG provided the GOJ with a list of questions relating
to ongoing bids. At the Trade Committee meeting held in Tokyo in April, the USG asked for
written responses 10 our earlier questions regarding ongoing bids by Japanese entities. No
response has yet been received.

MAJOR CONSTRUCTION PROJECTS: On March 29, 1988, the U.S. and Japan reached an ad
referendum agreement on U.S. access to Japanese major construction projects. The agreement
sets out open, non-discriminatory procedures allowing U.S. firms into the bidding process and
gives American companies access to more than $16 billion in major projects in Japan over the
next 10 to 15 years.

The U.S.-Japan agreement will be finalized with an exchange of letters between Ambassador
Matsunaga and Commerce Secretary Verity. The agreement includes three sets of special
bidding procedures which will apply to major construction projects. Procedures (K-1)
developed for U.S. industry access to "private commissioning entities," will apply to the new
Kansai International Airport, the Tokyo Bay Bridge, and the NTT Headquarters Building.
Another set of special measures (K-2) will apply to several major public works projects, i.e.,
projects directly funded and managed by the GOJ. Under a third set of measures (K-3), the
GOJ will encourage private and third sector (mixed government/private) entities that are
funding or operating portions of these public works projects to provide non-discriminatory
access for U.S. firms.

The implementation of the agreement will be monitored by the Ministry of Foreign Affairs, the
Ministry of Transport, the Ministry of Construction and the U.S. Embassy in Japan. A
comprehensive government-to-government review will be held after two years to decide if
changes to these measures are warranted, including the possibility of adding additional
projects to the list.

INTERNATIONAL TELECOMMUNICATIONS SERVICES MARKET: The Japanese
Telecommunications Business Law, which went into effect on April 1, 1985, allows competition
with Kokusai Denshin Denwa (K DD), the monopoly provider of international telecommunications
services in Japan. The Law permits foreign equity participation of up to 33% in new
companies in the international telephone service business, Two consortia have been issued
licenses by the Ministry of Posts and Telecommunications (MPT) to enter the international
telecommunications business in competition with KDD. One consortium, International Digital
Communications (IDC), has 33% foreign ownership. IDC seeks to construct a trans-Pacific
submarine fiber cable in 1990.

MPT, believing there is only enough demand to allow one competitor to KDD, at first
attempted to induce IDC to merge with its all-Japanese rival. MPT initaily proposed a



settlement which would have reduced participation, eliminated the management role of foreign
companies and eliminated any cable-laying capability for the new entrant.

After substantial pressure from the USG and the U.XK., MPT dropped its opposition and has
granted licenses to the two competitors. MPT has reportedly informed the parties that it will
also grant approval for the construction of the cable. USTR willi continue to monitor
developments.

AGRICULTURE:

Japan is the largest consumer of the U.S. agricultural exports. In 1987, Japan purchased $6.9
billion of American feedgrains, fruits and vegetables, meat and fish. This represents an
increase of 17% over the $5.8 billion purchased in 1986.

The USG is dissatisfied with a GOJ agricultural policy which protects domestic farmers and
food processors through a system of high domestic prices maintained by quotas, high tariffs,
tariff escalation and standards barriers. The USG believes that Japan would purchase millions
of dollars of additional U.S. processed and value-added food products without these barriers.
USTR Yeutter and Secretary of Agriculture Lyng visited Japan in April 1987 discussing
Japanese agricultural policies that restrict U.S. exports. Agriculture issues, including beef and
citrus and GATT 12, have been the subject of intense negotiations in 1988. The USG has
been urging the GOJ to liberalize and restructure its markets so that competitive American
agricultural products can gain market access.

Rice: Rice, the backbone of Japanese agriculture, is of particular concern to both the
U.S. and Japan. U.S. trade potential is estimated at upwards of $1 billion. On
September 10, 1986, the U.S. Rice Millers’ Association filed a petition under Section 301
of the Trade Act of 1974 seeking removal of Japan's ban on rice imports. On October
23, 1986, USTR Clayton Yeutter announced that he would not initiate a 301 investigation
at that time but that he expected Japan to put rice on the table for discussion in the
forthcoming Uruguay Round of multilateral trade negotiations. The GOJ agreed to put
all of 1ts agricultural policies including rice on the table at the Uruguay Round, but
serious doubts remain over its willingness to actually allow imports. During Prime
Minister Takeshita’s visit to Washington in January 1988, Secretary Shultz reiterated to
Foreign Minister Uno that Japan must reform its agricultural policies, including rice.
The USG has discussed Japan's import restrictions under the rollback provisions of the
Uruguay Round, and we expect to press the GOJ to make its rice policy GATT-consistent
at roliback meetings in early 1988.

GATT-12: In July 1986, the USG informed the GOJ that it intended to resort to GATT
dispute settlement procedures against Japan's quotas on 12 categories of processed
agricultvral products. These categories contain more than 100 products including non-
citrus fruit juices, preserved beef, tomato sauce and keichup, and food preparations.

In November 1987, the GATT panel found that 10 of the 12 disputed import quotas are
GATT-inconsistent. The remaining two import quotas were found to be GATT-permissible
but not large enough. On February 2, 1988, the GATT Council accepted the panels
findings. The GOJ has indicated it will remove quotas on six of the categories in two
vears, and two additional categories after two years, but has refused to remove the quota
on starch and dairy. The USG continues to press the GOJ for phased elimination of
guotas on all ten categories and significant enlargement of the two GATT-consistent
quotas. The USG will demand compensation for any GATT-itlegal quota which is not
liberalized af'ter two years.



Beef and Cimg:;1 On March 31, 1988, the 1984 USG-GOJ understanding on beef and
citrus expired. The USG has insisted that upon expiration of the 1984 understanding
Japan should remove its beef and citrus quotas, reduce tariffs, eliminate orange juice
marketing restrictions, and eliminate impediments in the beef import distribution system.
The USG views Japan's quotas as inconsistent with GATT Article XI.

Japan's Agriculture Minister Sato came to Washington in March and again in April to
negotiate the elimination of market impediments with U.S. Trade Representative Clayton
Yeutter. Talks broke off on May 4 over the following issues: date certain for quota
elimination, amount of increase in access during the transition period, and border
measures to be used after quota elimination. On May 4, the GATT Council agreed to the
formation of a GATT panel to review the dispute.

Wine and Spirits: During 1986 and 1987, the USG held a2 series of discussions with the
GQJ on barriers to U.S. wine exports. Since 1984, the most significant changes
negotiated are: 1) a substantial cut in the tariff, from 55% to 21.3% ad valorem, and 2)
elimination of a 50% excise 1ax on wines above a minimum price. Although the tariff cut
was implemented effective April I, 1987, the excise tax elimination was a part of the tax
reform bill which Prime Minister Nakasone withdrew from Diet consideration in April.

Also in April 1987, the USG submitted a statement in support of the EC's GATT
challenge to Japan's discriminatory taxes on alcoholic beverages. In October 1987, the
GATT panel ruled these taxes illegal. The GOJ has proposed changes in the tax
structure to come into compliance with the GATT findings. The Japanese Diet is
expected to begin consideration of these policies this year, but no final action is
expected to be taken until 1989.

At the April 20, 1988 Trade Committee talks held in Tokyo, the U.S, side urged the GQOJ
to take positive action on reform of the tax on alcoholic beverages, and discouraged the
GOJ from raising the existing specific tax on wine. The USG request notwithstanding,
the GOJ responded that they are considering raising the specific tax on wine by applying
both a sales tax and an excise tax. The USG will pursue this issue through continued
bilateral consultations,

Fish: Japan maintains import quotas on Pacific cod, mackerel, and squid. Recent
exchange rate changes have opened major market opportunities in Japan for U.S. export
of these species. The National Marine Fisheries Service believes that liberalizing Japan's
import quotas on these species would yield 570-100 million in additional U.S. exports.
The quotas are unquestionably GATT-illegal. At the Trade Committee meeting held on
April 20, 1938, the USG requested a staff-level meeting to discuss removal of these
species from the Japanese quota system.

On March 20, 1987, Japan unilaterally offered to take measures to eliminate the trade-
restrictive effects on U.S. exports of quotas on herring and pollack while leaving the
quotas in place. The Commerce Depariment estimates that exports of these two types of
fish to Japan increased about $55-60 million through November 1987 aver 1986 levels. On
January 19-20, 1988, the USG and the GOJ held their first meeting under the unilateral
undertaking to review performance. The Commerce Department estimates that exports

2 June 20, 1988 editorial note: today the U.S. and Japanese trade represeniatives signed
an agreement to remove Japanese quotas on imports of U.S. beef and oranges in three years,
and on orange juice in four years. The exact demils of the agreement are not yet available.



are estimated to grow to $300-400 million annually later in the decade as the U.S.
industry develops market opportunities in Japan. The primary beneficiaries will be the
states of Alaska and Washington.

On February 9, 1988, Commerce Secretary Verity certified Japan under the Pelly
Amendment. The Amendment provides for mandatory curtailment of fishing rights and
discretionary trade sanctions against a nation that undermines an international fisheries
conservation program, The issue of sanctions has arisen because of Japan's decision to
procead with a "research" kill of 300 Minke whales, without the approval of the
International Whaling Committee (IWC). On April 9, the President ordered the
curtailment of all present and future fishing rights for Japanese nationals in U.S. waters,
but did not implement trade sanctions. He also ordered another review of Japan's
practice to take place by December 1, 1988.

SODA ASH: UL, sales of soda ash in Japan increased dramatically in 1983 and 1984 following
the exposure by the Japan Fair Trade Commission (JFTC) of an illegal cartel of Japanese soda
ash producers. In 1985 and 1986, despite lower price and superior quality, U.S. soda ash
exports leveled off at 15-18% of the Japanese market. The U.S. industry alleged that business
practices in Japan, such as market sharing arrangements, were continuing to depress exports
of U.S. soda ash to Japan.

As a result of continued USG attention, the JFTC undertook a survey in June 1987 of
allegations of anticompetitive activity in the Japanese soda ash industry. In November 1987,
the JFTC issued a finding that "certain practices were found to be problematic and that it
considers it necessary to continue the monitoring of the soda ash market with a review to
assuring fair and free competition." The JFTC also instructed Japanese soda ash producing
companies to “take care not to engage in any conduct that might obstruct fair competition
through unduly restricting or hindering the sales of importers.” It was anticipated that the
JFTC action and its continued attention to the problem, along with new pricing initiatives
from U.S. soda ash producers, would result in increased sales of U.S. soda ash and a greater
share of the Japanese market, However, there has not yet been a significant increase in
sales, nor are there indications of a change in buying patterns.

MOSS TALKS: In 1985 and 1986, the USG engaged the GOJ in the Market-Oriented Sector-
Selective (MOSS) talks with Japan to open Japanese markets in four key sectors. A number
of market-opening measures were implemented as a result of these talks. In
telecommunications, access to the Japanese market has been improved for American equipment
and services. Barriers to imports of American medical equipment and pharmaceuticals have
been reduced by simplifying regulatory procedures, eliminating administrative delays, and
making the rules and regulations more transparent. In electronics, several measures have been
adopted that should improve access by U.S. companies to Japanese research and development
projects and provide legal protection for semiconductor chips and computer software. In
forest products, the GOJ committed to tariff reductions on weod and paper products.

According to Department of Commerce data, U.S. exports to Japan (in dollar terms) during the
first half of 1987, compared to the same period in ]986, increased in these four sectors by a
total of 19.4%. U.S. exports to Japan increased in telecommunications by 24% forest products
(excluding logs) by 21%, medical equipment and pharmaceuticals by 13% and electronics
(excluding semiconductors) by 22%. Some of these increases can be antributed to the
appreciation of the ven since 19835.

SCIENCE AND TECHNOLOGY AGREEMENT:

The USG and the GOJ reached an ad referendum agreement at the end of March on 2 new



five-year agreement on bilateral cooperation in research and development in science and
technology. This agreement, to be signed soon by the President and the Prime Minister, will
supercede the current S&T (Science and Technology) Agreement which has been in effec since
1980. After seven rounds of talks, the two governments resolved the outstanding issues and
reached an agreement that should strengthen S&T collaboration and provide for comparable
access to each nation's respective R&D system. The new agreement sets forth a policy
framework and management structure, areas of cooperation, and steps 1o strengthen the
biiateral S&T relationship. The protection of intellectual property rights and security concerns
are also covered in the agreement. With the implementation of this new umbrella agreement,
it is anticipated that cooperation in science and technology will increase to the benefit of
both countries.



R M N TARI D TRAD
R R
From the U.S. Trade Representative’s Office (US‘I’R)1

QOverview

Despite some hardening of the European and Japanese positions at the OECD (Organization for
Economic Cooperation and Development) Ministerial in Paris last month, especially regarding
agriculture, we all agreed that the Uruguay Round has been proceeding satisfactorily. We
were able to arrive at compromises that will keep the Round on track for the Midterm Review
at Montreal this December. We agreed to strive for maximum progress in all the negotiating
groups and to adopt a framework approach at the December meeting. As far as the United
States is concerned, this means that the Review should provide clear destinations, roadmaps
and timetables in all the areas of importance to us.

The process leading up to the Montreal Ministerial will go forward on both informal and
formal levels. In addition to the negotiating sessions in Geneva, we will continue to consult
with our trading partners in their capitals, and hold several conclaves with groups of key
participants. Maost notably, we have scheduled a meeting in Geneva in July and a somewhat
larger meeting in Islamabad, Pakistan, in October. We will of course also be looking forward
to even closer consultations with our private sector advisors as the Montreal meeting
approaches.

Dispute Settlement/FOGS (Functioning of the GATT System)

We appear to be close to a consensus on procedural reforms in dispute settiement and several
elements i improving the functioning of the GATT (General Agreement on Tariffs and Trade)
system. On the former, early implementation looks possible for enhanced mediation, standard
terms of reference, authorization for the Director General to select panelists if parties cannot
agree within a specified period, an expanded and improved list of panelists including non-
governmental panelists, a timetable for dispute resolution and the requirement to provide the
GATT Council with a written explanation for any blocking of a panel report. Other issues
such as enhanced surveillance or veoluntary arbitration will probably require more time.

Similarly, in the FOGS group, a consensus seems to be emerging on strengthening ministerial
level involvement (with perhaps a smaller advisory group of ministers meeting twice a year),
and a trade policy review mechanism (TPRM) that would monitor trade policies and practices
of all contracting parties and issue public reports, On the TPRM, however, we will have to
persuade several LDCs that the review should go beyond GATT obligations to address all
trade-affecting policies and practices.

Agriculture/Tropical Products

In March the EC (European Community) Council of Ministers took a number of steps which
were portrayed as improvements of the situation in agricultural world markets. Unfortunately,
we have concluded that although the EC actions may have been politically difficult and may
have solved the Community's immediate budgetary problems, they clearly failed to deal
adequately with the root cause of world agriculture problems: government supports linked to

!l This information was compiled by the U.S. Trade Representative’s Office.

WGA staff has added some editorial clarifications to the text.



production.  Furthermore, we believe that the measures will result in jncreased trade
distortions working against our interests, rather than setting EC policy on a course towards a
comprehensive, market-oriented approach to reform.

We have also continued to meet resistance to our linking the agriculture and tropical products
negotiations. We point out, however, that the linkage makes sense since most tropical
products are agricultural. Futhermore, it would be unrealistic to expect that we could
implement concessions on tropical products without action in areas of interest to us--
particularly agriculture, We also maintain that all participants, not just developed countries,
are responsible for achieving liberalized trade in tropical products. Thus, we are working to
convince the developing countries that the data base should include trade distorting measures
maintained by all participants in the negotiating group -- not just those applied by a select
group of developed countries.

Intellectual Property

We have continued to press very hard on this issue both in Geneva and in other meetings
with our developed country partners. The EC and Japan are working on their internal
processes, and we are seeing some signs of movement by moderate LDCs (Less Developed
Countries). We want ministerial recognition at the midterm that an agreement must include
substantive norms in all areas of intellectual property, an obligation to enforce these
standards, and the inclusion of basic GATT concepts such as dispute settlement and
transparency.

Investment

In February we presented a comprehensive set of real life examples of the trade effects of
investment measures. We believe that we are now in a position to direct subsequent
- discussion to the nature of necessary trade disciplines. We intend to make a submission in
this regard in June. Although many LDCs remain negative, we retain a core of developed
country support. The Midterm Review should endorse two key points: 1) the scope of this
negotiation is broad (reaching to practices like technology transfer as well as local content
and export performance requirements); and 2) the focus shall be on the negotiation of
appropriate disciplines for all of these measures.

Services

These negotiations are currently concentrated on 1) the mechanics and modalities for the
negotiations, and 2} how developing countries can be brought in, including whether any
special treatment should be extended to them. There are also differences among the developed
countries over how a framework agreement at the Midterm Review should be structured. We
want a framework of rules and principles that sets forth basic rules for trade in a wide range
of sectors. We also want to reduce existing obstacles in as many areas as possible, The
framework should cover procedural rules such as trensparency and dispute settlement as well
as substantive rules on such things as non-discrimination, national treatment, subsidies and
treatment of monopolies, setting forth standards of government behavior for all sectors
covered by the understanding. Subsequently, the negotiations could turn to which sectors the
framework would apply, specific self-contained sectoral negotiations and the reduction of
existing barriers on a request/offer basis.



Subsidies

Although many of our trading partners want to focus on developing an agreed definition of a
countervailable domestic subsidy, we continue to argue that the group should first reach
consensus on disciplines for trade-distorting subsidies. Progress has thus been slow, but we
would like to see a consensus at the midterm review that current disciplines are inadequate,
and an outline of a work program that would tackle all subsidies issues.

Market Access: Tariff and Non-tariff Measures

In accordance with a timetable agreed to in February, we will be submitting an informal,
broad "request list" on NTMs {Non-Tariff Measures) in June, and have informed our partners
that we firmly intend to negotiate non-tariff barriers on a tariff line basis in conjunction
with the tariff negotiations. We may also table a few issues on a generic basis, such as
preshipment inspection or, perhaps, rules of origin. Informal discussions have also led to the
idea of developing a formulation of objectives and commitments that the Ministers could
espouse at Montreal, including substantial tariff cuts and extensive bindings. The LDCs
continue to resist participating in tariff reductions but a number have indicated a willingness
te bind more of their tariffs. Agreement has also been reached to explore the development of
data necessary to conduct the negotiations.

Safepuards

The safeguards negotiation has been moving slowly, largely due to the lack of agreement over
selectivity vs. MFN (Most Favored Nation). We have generally supported the notion that
safeguard actions should be taken on an MFN basis, but that some way must be found to deal
with the proliferation of selective grey-area measures taken outside of GATT rules. To keep
the discussions moving in a favorable direction, we submitted a paper in March describing USG
(U.S. Government) practices with regard to determining injury.

GATT Articles

Progress in this group has proceeded fairly slowly in part due to the complexity of the issues
and in part because there was little preparatory work leading up to the Punta Ministerial.
Our strong efforts to improve the operations of the BOP (Balance of Payments) provisions of
the GATT for general protection from imports, especially by LDCs, have generated
considerable controversy. We also intend to increase further our pressure to put more
discipline on the trade distortive effects of state trading enterprises, We have also opposed
efforts by LDCs to expand the rights of import suppliers to seek compensation for increases in
tariff rates to protect our interests.

MTN (Multilateral Trade Necotiations) Agreements and Arrangements (Codes)

We are hopeful for some tangible results at the Midterm Review in improving and expanding
the Standards Code, and perhaps in the Import Licensing Code. On the other hand, there is
growing interest among exporting countries in revising the Antidumping Code so as to oblige
the US to change its practices. We have countered with a proposal for stronger action
against recidivist dumping and certain diversionary practices.

Natural Resources
Work in this group has been progressing at a snail's pace, despite our efforts to focus on

energy-based products in addition to the traditional areas of fisheries, forestry and nonferrous
minerals and metals, Except for Australia, none of our developed partners has been very



helpful, and many developing countries have wanted to concentrate on tariff escalation and
other market entry questions being handled in other negotiating groups.

Textiles

Discussions in this group have focused primarily on information gathering, which has tended to
be acceptable to most participants for the moment. Sooner or later, however, we will have to
address how the Uruguay Round Ministerial Declaration is to be impiemented. Some LDCs
have acknowledged unofficially that they would prefer an extended phase-out period for the
MFA (Multifiber Agreement), while others such as Pakistan are pushing for a much faster
pace.

Standstill and Rollback

In March the EC offered to rollback 90 residual quantitative restrictions maintained by
member states, conditioned on overall reciprocity and concessions from Japan and the eastern
European countries, This "offer", however, has little economic meaning, and we have
requested that the EC rollback all its GATT-illegal QRs (Quantitative Restrictions). We have
also submitted cross-notifications on new trade restricting measures in Brazil (additions to the
prohibited import list), Canada {dairy quotas), Greece (ban on almond imports), and the EC
{rice subsidies). We have been asked to consult under rollback by Canada, Argentina, Uruguay
and Chile. We zlso hope to complete multilateral consultations with Japan on a large number
of agricultural and indusirial product QR’s.



June 16, 1988

HE U.S.- DA FREE TRADE AREA AGREEMENT
STATUS REPORT

The Senate Finance and the House Ways and Means committees have agreed upon common
recommendations for the wording of the U.S.-Canada Free Trade Agreement (FTA)
implementing bill after holding separate mock mark-up sessions. However the final approval
process in Congress has still not been completed. While the FTA itself cannot be changed,
the wording of the final implementing legislation will be written by the Reagan Administration,
and it is expected that most of the recommendations of the Ways and Means and Finance
committees will be included in the final bill. The Administration is expected to submit a final
version of the FTA enacting legislation to Congress sometime in June. Congress will then
have up to 90 days to vote on the legislation without amendments. The bill will only require a
majority vote for approval. Assuming that the agreement is approved by Congress and the
Canadian Parliament, it would go into effect on January 1, 1989.

The U.S.-Canada trade relationship is especially important because the two nations share the
largest single bilateral relationship in the world. In 1987, total two-way trade between the
U.S. and Canada equalled $131.3 billion. Exports to Canada equalled $59.8 billion and imports
from Canada equalled $71.5 billion. The opinions of the western governors about the FTA
range from strong support for the agreement, to strong objections to the agreement.
Proponents of the agreement argue that while the agreement falls short of leveling all
conceivable trade barriers, it is an important step in the process toward achieving free trade
with Canada. Proponents also point out that the agreement promises the complete elimination
of tariffs as well as a major reduction in non-tariff trade barriers. Opponents of the
agreement in the West have geperally cited concerns about the impact of the agreement upon
natural resource industries competing with Canadian products which receive subsidies or other
non-tariff barrier assistance from the Canadian government. The Reagan Administration has
made concessions on the implementing legislation which have eased some of the concerns of
western governors and lawmakers. However, some strong concerns about the impact of the
agreement upon western states continue to persist.

Congress has pressured the Administration to address the issue of Canadian subsidies. Earlier
this year 25 senators signed a letter sent to President Reagan urging him to put pressure on
both the U.S. and Canada to eliminate subsidy programs that are not covered by the
agreement. But now Senator Max Baucus (D-MT), formerly a principal opponent of the
agreement, has become a supporter due to a compromise which has been reached with the
Administration regarding Canadian subsidies. According o the compromise, the U.S.
government would monitor Canadian subsidies programs, submit annual reports to Congress, and
reserve the right to issue trade complaints against Canadian-subsidized industries. The two
governments would also hold negotiations to reduce subsidies. The compromise also stipulates
that the FTA would be terminated if progress isn't made in these negotiations after seven
years. But the President would not have to end the pact if it were in the U.S. national
economic interest to continue it. The FTA implementing language agreed to by Senate Finance
and House Ways and Means also specificaily calls for the Administration to enter into
immediate consultation with Canada to end "Crow's Nest" subsidies for grains destined for
export to the U.S. through eastern Canadian ports. In addition the recommended janguage

1 Prepared by WGA staff,



calls for heqotiations with Canada to reduce or end service subsidies and for discipline on
subsidies htat adversely affect U.S. industries that directly compete with subsidized
import:  <uch industries include, but are not limited to, coal mining, oil and gas production,
non-ferrous metal mining and smelting, agricultural production, lumber production and
fisheries

The Conadiain government apparently feels that the language on subsidies worked out between
the US. Adaanistration and Congress, presents major difficulties. Recently, Prime Minister
Brian mulrarey’s Chief of Staff, Derek Burney expressed Canada’s objections at a meeting
with Treasury Secretary James A. Baker IIl

Actually all US. members of Congress are satisfied with the subsidies language
comprowae asreed to by Ways and Means and Finance. Senators such as Pete V. Domenici
(R-NM and 1¥lan K. Simpson (R-WY) continue to express their opposition to certain portions
of the aycenent. They have some serious concerns about the impact of the agreement upon
uranives sdependent petroleum producers. On June 15, uprem urt upanim

reyv o .Gcégl appeals court ruling that would have regquired the Department of Energy tg
restrict #¢ enrichment or pr ing of imported uranium. The ruling is a defeat for U.S.
uranium FoAucers who have argued that the Department of Energy has been wrongfully
denyin. (mpprt relief to the uranium industry under the Atomic Energy Act. The FTA
exempts 2 from the import relief clause of the act.

Prior to H.e Supreme Court decision, the Reagan Administration offered to establish a $750
million accoant to fund the purchase of domestic uranium over a five year period if the
mining incustry and its supporters in Congress would end legal and legislative attempts to
enforce the import relief section of the Atomic Energy Act. Furthermore, the Administration
offered to include this procurement fund provision, along with Titles II and Il of the wranium
revitalization bill (S2097) in the FTA enacting legislation involving a total payout of up to
$13.3 billion.2  Sinc r led against the uranium i m

ngress_w r indu will I h_harder for inclusion ni

ment_provisions in the FTA implementing legisiation, Uranium industry supporters have
been supporting the bill § 2097 passed by the Senate in March.3 Title 1 of the bill which
would put fees on domestic utilities that use more than 37% foreign uranivm, wouid not be
added to the FTA implementing legislation. Some members of Congress, such as Dan
Rostenkowski (D-III), are upset by the fact that the Administration is willing to make these
concessions to add uranium funding provisions to the FTA implementing legislation.
Rostenkowski has told Treasury officials that he will block consideration of an agreement
containing the uranium provision payout.

The trade of plywood with Canada has been another issue of concern in the West. Plywood
producers have organized opposition to Canadian plywood standards and codes procedures
which serve as nontariff barriers against U.S. plywood exports, But a plywood industry
representative has stated that plywood negotiations between the U.S. and Canada have moved
in the right direction. Discussions are now underway at a government-to-government level
with the objective of finding agreement upon a common plywood performance standard which
would be recorded in the building codes of both countries. Additionally, the Administration

2 This payout figure is approximate and is subject to differing interpretations about what
the actual amount of debt is for unrecovered Energy Department losses which must be repaid
by U.S. utilities.

3 The WGA governors have supported Title II of this legislation which sets up a system
for financing the reclamation of mill tailings at active miil sights.



has agreed not to lower US. tariffs on Canadian plywood until there is a satisfactory
resolution of the plywood standards problem.

The interest of the western governors concerning the freatment of U.S. territories and
commonwealth governments in the FTA has been recognized and begun to be addressed. Earlier
this year the governors of Hawaii, American Samoa, Guam and the Commonwealth of the
Northern Mariana Islands signed a statement issued by the Pacific Basin Development Council
stating that they "wish to raise major concern over the fact that the territories and
commonwealth have been excluded from the United States Canadian Free Trade Agreement.”
These governors (or their representatives) recently met with Administration representatives to
draft acceptable model Janguage regarding the treatment of the territories and commonwealth
in any future bilateral trade agreements. Although the FTA cannot be changed, the USTR and
other federal departments have agreed to represent the interests of the territories and
commonwealth in negotiations with Canada and with any other countries with whom the U.S.
is considering a bilateral agreement.

One issue which apparently remains unresolved is the wording of legislative language
concerning the binational panel created under the FTA to resolve trade disputes. The
Administration is concerned that the language recommended by Ways and Means and Finance
regarding this binational panel would provoke a constitutional challenge wunder the
appointments clause of the U.S. Constitution. The Administration will continue to work with
Congress to reach a new consensus on this issue. However the issue is further complicated by
the fact that a consitutional challenge of the binational pamel may be imminent even if the
pact is ratified in the U.S. and Canada because of controversy concerning the way in which
the panel is set-up by the agreement to substitute arbitration for court appeals.

Another unresolved issue is controversy regarding the President’s compliance with certain
"fast-track” procedure statutory requirements for the FTA implementing legislation. For
example, it has been contended that the President neglected to consult with all appropriate
Congressional committees prior to entering into the FTA with Canada as required by the Trade
and Tariff Act of 1984. It could be argued that because of this negligence, the FTA final
implementing legislation should not be reviewed under "fast-track” procedures.

In Canada, the FTA had been expected to pass through the Canadian Parliament with the
support of Prime Minister Brian Mulroney’s Progressive Conservative Party majority. However
the FTA legislation has met with an initial cool reaction in the House of Commons, in which
the Conservative party has a large majority. It may take the Government several months to
get the bill passed in that chamber. Moreover, even more time may be required to get the
legislation passed in the opposition-dominated Senate of the Canadian Parliament. Apparently
Canadian lawmakers are waiting to see what sort of action the U.S. Congress will take on the
FTA. In general, experts agree that the impact of the FTA will be much broader in Canada
than in the U.S. As a result, the issue presents 2 greater political risk to Canadian
lawmakers. Opposition leaders have already stated demands for a national election on the
issue. The Conservative ruling party is required to call a national election before September of
1589.

The Canadian Government appears to have failed in a last-minute attempt to persuade the
Province of Ontario to comply with the free-trade agreement. Ontario’s premier, David
Peterson, has considered a court action to block the national government's ability to force
compliance by the provinces. Under the status quo, the ratification process for the agreement
does not require provincial approval. However some provisions of the pact which would affect
provincial jurisdiction, such as clauses pertaining to provincial government liquor and wine
pricing and distribution practices, could require provincial legislative action. The failure of
Mulroney’s administration to convince Ontario to comply with the agreement could threaten



the movement toward approval of the pact in the Canadian Parliament and the U.S. Congress.
Canadian International Trade Minister John Crosbie has admitted that as many ss six of
Canada's ten provincial governments are displeased with the impact of federal legisiation to
implement the FTA on provincial jurisdiction.

The issue of provincial and state compliance with the FTA is a significant one for both
countries. Article 103 of the agreement states that "The Partners to this Agreement shall
ensure that all necessary measures are taken in order to give effect to its provisions,
including their observance, except as otherwise provided in this Agreement, by state,
provincial and local governments.," The interpretation of this article has been a subject of
concern to state governments that do not want to commit themselves to a preemption standard
which would undermine states’ constitutional rights based on federalism principals.
Furthermore this issue is complicated by the fact that U.S. Administration officials have
argued that the interpretation of this article in the U.S. has a crucial bearing upon how the
Canadian government will act to require provincial compliance with the FTA. Canadian
provinces have pgreater constitutional power vis-a-vis the Canadian national government in
comparison to the U.S. federal-state formula.

The final wording of the implementing legislation recommended by the Ways and Means and
Finance committees states that *(The FTA will) {(P)rovide that in the event of a conflict
between the FTA or the implementing legislation and & provision of state or local law, the
FTA or the implementing legislation will prevail. State Jaw includes any state law regulating
or taxing the business of insurance.” Administration sources have indicated that the practical
effect of the draft legislation, if it were implemented, would be that existing state laws in the
areas of services and investment would be grandfathered into the agreement, and that any
changes in state laws, or new state laws would need to comply with the agreement to the
extent that there is a conflict between these laws and the FTA. Also states with liquor
control administrative practices may be required to introduce appeals procedures for the denial
of listing of Canadian products.

WGA staff will continue to closely monitor the progress of the FTA, and we will send out a
copy of the final implementing legislation to the Governors as soon as it becomes available.
The following table lists some economic and trade data about Canada.



and represent pericd averages
inless othecwise indicated.

ACTUAL ACTUAL PERCENT FORECAST PERCENT
INDICATOR 1986 1987 CHANGE 1988 CHANGE
JUTPUT, PRODUCTION, EMPLOYMENT
GDP (Current Prices, C§ Billion) 505.9 553.9 8.6 594.9 7.4
GDP (Constant 1981 C$ Billion) 406.9 422.6 3.9 437. 4 3.5
Industrial Production
{Constant 1981 C§ Billion) 103.5 108.4 4.8 113.5 4.6
Private Investment
{Constant 1%81 C$ Billion) 97,125 85,712 11.1 90,426 5.5
Unit Labor Costs In Mfg. (g£) 1/ .6890 .7140 3.6 7411 3.8
Wage Settlements (%} 2/ 3.4 4.0 —-— 4.4 @ —ame-
Employment (000's) 11,634 11,955 2.8 12,230 2.3
Avg. Unemployment Rate (%) 9.6 8.9 -—— 8.0 = ——ee-
Housing Starts (SAAR, 000's) 200 246 23.0 180 -22.8
MONEY AND PRICES
Exchange Rate: 1 C$ = US ¢: 71.97 75.43 -——— 80.00 ——
Interest Rates:
Bank of Canada Rate 3/ B.49% 8.66% SR 8.50% ——-
Chartered Bank Prime Rate 9.75% 9.75% —— 9.75% ———
Price Indices:
All-Items Consumer Price
Index (1981=100) 132.4 138.2 4.4 143.7 4.0
Industrial Product Price
Index (15981=100) 4/ 115.6 122.6 2.5 126.9 3.8
BALANCE OF PAYMENTS AND TRADE
cia nternationa €Serves
(US$ Millions) 4,095.6 8,203.2  100.3  10,467.3 5/ 27.6
Balance of Payments (C$ Billion)
Current Account Balance -9.3 -9.6 @ =—ee- -10.0 ———
Merchandise Trade Balance 10.4 10.3 -1.0 10.9 -2.9
Non-Merchandise Balance 6/ =19.7 ~-19.8 0.5 -20.0 1.0
Merchandise Exports 120.6 125.7 4.2 12%.0 2.6
(U.5. % Share of Total) (78%) {76%) ———— (75%) ——
Merchandise Imports 110.2 115.5 4.8 119.0 3.0
(0.S. % Share of Total) (70%} {70%) ——— ({70%)
Travel Receipts 6.3 6.3 0 6.0 -4.8
{(U.5. % Share of Total) {71%) (67%} ———— {6B%) | —=——-=
Travel Expenditure 7.5 8.8 17.3 9.0 2.3
{(U.S. % Share of Total) {59%) {SB%) ———— (60%) ===—=

Main Imports from the U.S. (1987) (C$ billions):

-

ARutomotive vehicles and parts, 27.5;

communications and electronic equip. 7.4; industrial machinery, 6.3; equipment & tools,
5.6; chemical products, 4.7; aircraft & parts, 2.5; agricultural machinery, 1l.7.

Footnotes: 1/ Labor income per unit of output.
2/ Compound average annual increase in base rates (%).

all industries, all agreements.

3/ Actual rate at end of year.

treasury bill tender rate.

4/ Essentially a producer price index.

5/ Level as of February 1988.

6/ Includes services, transfers, and investment incore.

Sources: Statistics Canada; Bank of Canada Review, U.S. Embassy and Conference

Wage settlements in

Floating rate set ,25% above 91-day

Board of Canada projections, "
Note: This table is listed in the U.S. Department of Commerce, "Foreign Econamic

Trends and their Implications for the United States" re

report, May, 1988,



MEXICO: TRADE AND ECONOMIC UPDATEL

United States-Mexico Framework Agreement

Prior to Mexico’s accession to the GATT (General Agreement on Tariffs and Trade) in August
1986, there was no formal mechanism other than the 1985 bilateral subsidies agreement to
govern our commercial relations. A Joint Commission on Commerce and Trade (JCCT) was
formed in 1981 to address bilateral trade and investment issues, but it fell victim to the
economic crisis which hit Mexico in 1982-1983, as well as to the belief that it was ineffective,

In__April 1985, then USTR Brock and Mexican Secretary of Commerce and Industrial
Development Hernandez _si a_ "Statement of Intention Nepotiate a Framework of

Principles and Procedures Regarding the Trade and Investment Relations Between the United
Mexican States and the United States of Americg®. The goal was to begin negotiations in the
fall of 1985, but an earthquake devastated Mexico City and destroyed the Commerce Ministry
in October 1985. Framework negotiations were further delayed by Mexican GATT accession
negotiations. The first framework negotiations were held in Washington, in February 1987.

The Framework is composed of three major sections: a statement of principles, a consultative
mechanism, and an "immediate action” agenda. The statement of principles enunciates_the
goals for the Framework, The consultative mechanism calls for discussions to be held on any
trade and investment issue within 30 days of a request from either side. I the dispute is not
resolved within 30 days of consultations, either side may seek other means of redress,
including GATT dispute settlement. The "immediate action" agenda calls for consultations gn
six_sectoral issues: textiles, agricultural products, steel products, foreign investment matters,
intellectual property rights, and electronic products, There will also be an exchange of
information on the service sector to help in preparation for the Uruguay Round GATT
negotiations.

In December, the United States announced that it was raising quotas on products covered by
the US-Mexico steel trade agreement by approximately 30,000 tons. Mexico agreed to cover
additional products, including steel fence panels, under the arrangement. Mexico announced
that it was removing alcoholic beverages and certain other products from quotas and import
licensing requirements. Mexico also announced in December that it was raising its quotas on
textiles, giving the United States access to approximately $240 million of Mexico’s textile
market. At the Presidential Summit in February, the U.S. agreed to raise quotas on Mexican
textile products and to give separate quotas to textile goods made from U.S. materials.

Background On The Mexican Economy

Mexico's modest economic recovery and strong balance of payments in_the first three guarters
of 1987 were undermined by rising budget deficits and_inflation, collapse of the stock market,
and a run on_the peso in the fourth guarter of the vear. In mid-December, the government
implemented a tough economic stabilization plan--the Economi¢ Solidarity Pact (ESP)-- to
bring inflation down rapidly, restore financial confidence, and establish conditions for
sustainable economic growth.

] This information was prepared by the U.S. Trade Representative’s Office.

WGA staff has added some editorial changes for purposes of clarification.



The ESP combined strong traditional medicine--a 22 percent devaluation of the peso, budget
cuts, tight credit, and further reductions in import barriers--with an unconventional forward-
looking indexation of key prices and wages in the economy. Between February and mid-April
1988, government-controlled prices, wages, and the exchange rate have been virtually frozen,
interest rates cut in half, and private sector price increases generally kept in line with cost
increases. = The government maintains it is keeping tight control over public sector
expenditures to ensure the public sector borrowing requirement and inflation abate
permanently.

Mexico's GDP (Gross Domestic Product) grew 1.4 percent and industrial production 2.9 percent
in 1987, Mining (including petroleum) and manufacturing led the recovery. Capital inflows
and Jooser monetary policy boosted liquidity but the government kept M-} { A narrow
definition of money, as currency in circulation plus demand deposits), growth to less than the
rate of inflation. Nevertheless, the financial deficit remained high--almost 16 percent of
GDP--and (12-month) inflation climbed to 159.2 percent in December. By late September,
deteriorating financial expectations and the collapse of the stock market generated pessimism
about the economy and caused a shift_to dollar assets. Net capital outflows of $2.5 billion
{added to a narrowing current account? surplus) reduced gross international reserves by $1.6
billion in the fourth quarter. Nevertheless, an $8.4 billion_(manufactured goods export-led)
trade surplus, a $3.9 billion current account surplus (heiped by over $3 billion in net tourist

and in-bond_ receipts), and $1.2 billion in capital inflows boosted reserves from $6.8 billion to
$13.7 billion for 1987 as a whole,

The Mexican government proceeded with structural reforms in 1987. Parastatal companies
continued to be eliminated and trade liberalization accelerated. The maximum tariff rate was
cut to 20 percent and official reference prices for imports were eliminated. The government
reduced its external debt by $1.1 billion through an innovative swap of existing obligations at
a discount for new bonds. Mexican authorities expect tough stabilization measures and further
progress on structural reform to cut inflation and interest rates and permit a sharp reduction
in the government's internal borrowing requirement in 1988. At the same time, little or no
economic growth and a weaker balance of pavments are likely this vear,

The following table includes economic and trade data about Mexico.

2 Current account includes all payments made because of current purchases of goods and
services,
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1287 (ess.)

MRR¥ET INDICATORS
n.S.-Mexics Trade ($US billion)
1981 1282 1283 1284 le8E 1986
U0.S. Expor=s (Zas) 17.8 11.8 5.0 12.0 1z.3 12.4
U.S. Importss (cif 13.8 15.8 17.0 18.3 12.4 7.5
U.S. Trade 3alance 4.0 (4.0 (8.0} (6.3) (5.9) {5.2)
U0.S. Share= of Mexico’s
Impores (%) 68.2 57.0 65.0 6z2.9 7.0 63.0
0.S. Share of Mexico's
Exggorss (%) 54.2 83.0 60.9 60.0 61.0 67.0
U.5. In-3ond (B06/807)
Imports from Mexico 3.2 2.8 3.7 4.8 5.3 6.4
(Dutiable Value) 1.3 1.4 1.8 2.3 2.5 3.0
Mexico's Balance of Pavments ($U.S5. billion)
Expor=s (fob) 20.1 22.0 23.1 25.2 21.8 1s.8
Imports (cif) 23.9 14.4 8.5 11.3 13.5 11.4
Trade Balance 3.8 7.6 14.6 14.1 8.3 4.5
Cuar-ent Acc:t. Balance -16.1 ~-5.2 5.3 4.2 0.5 -1.3
Foreign Direct Investzent
(Net Inflows, $million) 602.7 460.5 Jel.1l 490.5 910.1
Foreign Debt (year-end) 74.9 89.6 93.1 6.2 97.4 100.6
Debt Service/Exports (%) 49.0 46 .1 49.9 43.9 48.8 46 .9
International Reserves 5.0 1.8 4.9 8.2 5.8 6.3
Avg. Exch. Rates {Contx.) 24.5 57.0 126.0 168.0 282.0 650,0
(Free} 24.5 57.0 150.0 i8s5.0 3l0.0 652.0
Domestic Economy
Population (millions) 71.1 73.0 75.0 77.0 79.0 81.0
GDP (current $billion j
at avg, exch. rate) 238.9 165.0 136.0 171.0 161.0 125.0
Per Capita GDP .

{current $) 3,443.0 2,260.0 1,813.0 2,201.0 2,043.0 1,541.¢0
GDOP (1980 $billion) 80.9 80.5 76.3 79.1 . 81.2 78.4
GDP Real Growth (%) 8.0 -0.5 -5.3 3.5 - 2.7 -3.5
Unemplovment 4.7 11.7 12.6 13.4 17.8
Inflation (%Chg., C2I) 28.7 98.9 80.8 59.2 63.8 105.7
Gvt. Deficit/GDP (%) 15.4 8.0 8.4 10.1 16.0
Foreign Dizesc: Invesi—ent (USibillion)

Toctal Authorized 0.2 10.8 11.5 12.9 14.7 17.0
{cumilative, GOM data)

¥.5. Dizect Investzent in Mexico
{cunulative, U.5. data) 6.9 5.0 4.4 4.8 5.0 4.8

Prinicipal U.S. Exports (1986): automotive pazts, telecc

mechanical shovels, computers, chemicals.

14.5
20.5
£.9)

69.0

20.
1

= & NG

2
g
3.
820.0
105.4

45.4

13.5

1122.4
1125.7

wounications etuigment, engines,

Principal U.S. Icgorss (1986): crude petroleum an2 derivatives, coffee, tczatces, shellf

automobile, autcmobile engines,

Sources: U.S. Depart=ent of Commerce, Bank of Mexics, Intermaticoral Moretary Fund, Buxe:
Econonic Analysis, U.S., Embassy, Mexico Citw

m?te: Mexican trade statistics do not includs "ia-hond” trade
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It has been estimated that the U.S, experienced a merchandise trade deficit equalling
approximately $170 billion in 1987. Since early 1985, the value of the U.S. dollar has been
declining relative to the currencies of many trading partners. However this dollar
depreciation did not bring about an anticipated level of 1mprovement in the nation's trade
balance unnl recently ween i i f' i m in

hglgngg g mgg mg;urg. smce some of the posmve effects of the dollar deprecxanon are
reflected in recent monthly trade statistics.

In the last quarter of 1987 it appeared that an improved balance of trade picture was on the
horizon, However, in February of 1988, experts were taken by surprise as the nation's trade
deficit took a sharp monthly rise, and as imports surged more than twice as much as exports.
Then in March, the picture changed again when the U.S. exported a record amount of goods
in March, thereby shrinking the adjusted moanthly trade deficit to $11.7 billion. In April, the
nation’s trade deficit was cut back again to $9.9 billion, the lowest monthl int_in_mor
than three vears. In April, imports fell sharply, while exports slowed only slightly. The trade
deficit for the first four months of the year was $47.28 billion, compared with $55.32 billion
in 1987, and $50.49 billion in 1986. (See the last page of this report for a graphic depiction of
the trade deficit).

The manufacturing goods deficit grew by 3200 million in April. However in March,
manufactured products had set the pace for increased exports $3.7 billion higher than in
February, with big increases for sircraft and parts, office machines and automatic data
processing equipment, electric machinery, power generating machinery, specialized industrial
machinery, new cars and telecommunications equipment.

The agriculture sector showed a surplus for the second straight month in April, at a level of
$1.2 billion.

Between March and April the US. trade position with Newly Industrialized Countries (NICS)
changed. In March, the trade deficit improved with NICS such as Hong Kong, Taiwan and
South Korea. But in April, the trade deficits with these countries grew. The NIC's currencies
have generally appreciated far less against the dollar than have those of Japan and Western
Europe. The trade figures in April and March include a purchase of about $600 million worth

of gold by Taiwan, which has teen under pressure to reduce its huge trade surplus with the
U.s.

It is common knowledge that the UJ. vernment's merchandise trade figures are far from
perfectly accurate, Monthly trade figures are not adjusted for inflation, exchange rate

movements or various other seasonal factors. Analysts such as Kenichi Ohmae of McKinsey &
Co., Robert Reich of Harvard, and Tim Kane of the University of Texas have argued that the
Commerce Department’s merchandise trade figures are seriously flawed because they do not
show the effect of important variables such as U.S. foreign sales by U.S. corporations based
overseas., Robert Reich has said that "these days about half of the total exports of American
multinational corporations comes from their factories in other countries. Two decades ago it

] Prepared by WGA staff, Merchandise trade figures do not include trade in services.



was about one-third.” i
Indeed the total trade picture is complicated given the realities of today's global economy.
The complexity of the situation can be appreciated when one considers that the largest
exporter of computers from Japan is 1.B.M., a U.S. corporation. Furthermore, products which
are considered to be American products (such as the Pontiac LeMans), often contzin a
substantial number of components which come from abroad.

m_e_mh_e_n_d_m;_mﬂg_dnm mcludmg. automanng the trade data collecnon process, obtmmng state
of origin information for exports, and working with the Canadian government to improve the
accuracy of U.S. information about U.S. exports to Canada. One significant problem which
remains unresolved is the fact that the US. has not edopted 8 harmonized system of goods
classification, after taking a lead on promoting the use of the system. Most of the world’s
lead trading countries have adopted this system. The omnibus trade bill which was recently
vetoed by President Reagan would require the U.S. to convert to the harmonized system.

Recently the Department of Commerce issued some [igures showing state import and export
values for merchandise traded in 1987.2 The data shows that the western states accounted
for about 21% of the total merchandise trade deficit during 1987. Total exports for the region
equalled about $48 billion, and total imports equalled about $85 billion.3

recent tren 3 veloping in the West which indicate th icture i min
around for the region, A May 1987 report from the Federal Reserve Bank of San Francisco
states that "because a large portion of products which pass through western ports are traded
with Japan, against whose currency the depreciation of the dollar has been particularly
pronounced there is greater evidence of a current turnaround in the West's trade balance
than in the balance of the rest of the nation." Futhermore the report states that, "Because

of the West's pronmnty to the Far East mm_lus_h_ms_thmgh_ﬂm_@m
h 3 -

d n !
Another report issued by the Federal Reserve Bank of Dallas in March 1988 indicates that the
i dollar 1 imul manufacturin h T h
particularly in the Northeast, Upper Midwest, and West. Below average gzins are projected
for the Southern Atlantic, South Central and Northern Plains states according to the report.
The manufacturing industries which are projected to benefit substantially from the lower dollar
include transportation equipment, instruments, electronic equipment, nonelectrical machinery,
and chemicals. The report states that, in coatrast, the production of lumber and wood
products, pulp and paper, textiles, and processed food is not expected to respond significantly
to the devaluation of the dollar.

2 One should be advised that this data is not perfectly accurate, particularly regarding
the destination of imports, However this is the best information available from the
Department of Commerce at this time regarding state merchandise exports and imports.

3 This data does not include information about each of the U.S. territories and
commonwealths because this information is not available.

4 Underline emphasis added.

5 Note: the study also projects below average gains in the manufacturing sector from the
devaluation of the doilar in Alaska and Hawaii.



Furthermore one should bear in mind that the current severe drought in the West, Mid-West,
South and Great Plains states has raised prospects for the most dramatic rises in food prices
since the 1970's. Although it still is not certain exactly what the effect of the drought will
be, it is & problem which threatens the stability of domestic agricultural production and
eXports.

An important point to bear in mind is that jn _coptrast to the rest of the U.S.. emplovment in
manufacturing has actually grown during recent vears in the West. From 1980-1987, 10
western states experienced positive growth in manufacturing employment. Whereas, on
average, all go U.S. states experienced a 6.2% drop in manufacturing employment during the
same period,

This year the Department of Commerce is expected to release state-by-state export figures
which are categorized by products and country of destination. The WGA plans to obtain this
data in order to provide analyses of this information for the governors and their respective
state trade directors.

The tables on the following page show yearly trends in the merchandise trade deficit, and
figures for recent monthly U.S. merchandise trade deficits with Japan, Canada, Western Europe
and the NICs.

6 Source: State Policy Databook, 1988, State Policy Research, Inc., Table B-36.



Tracking the Trade Deficit

{In billions of dollars, seasonally adjusted)
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Note: Monthly figures for 1986 aren't adjusted for undocumented exportsto Canada

Source; Commerce Deparfment

U.S. Merchandise

Trade Deficits -

(Inbillionsof U.S. dollars. not sea.sonally
adjusted) &

APRIL, '88 MARCH '88 APRIL 87

Japan $4.44 $4.55 . $4.95
Canada 1.08 - 114 0.76
Western _ .
Europe 0.81 091 2.55
NICs* 1.66 1.39 2.52
*Newly industrialized countries, including
Singnporg, Hong Kong, Taiwan, South Korea
Source: Commarce Department .
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investment by U.S. businesses. Some have questioned the
cost-effectiveness of the credit, arguing that its impact
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The Congressional Research Service works exclusively for
the Congress, conducting research, analyzing legislation, and
providing information at the request of committees, Mem-
bers, and their staffs.

The Service makes such research available, without parti-
san bias, in many forms including studies, reports, compila-
tions, digests, and background briefings. Upon request, CRS
assists committees in analyzing legislative proposals and
issues, and in assessing the possible effects of these proposals
and their alternatives. The Service'’s senior specialists and
subject analysts are also available for personal consultations
in their respective fields of expertise.
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THE POSSESSIONS TAX CREDIT (IRC SECTION 936):
BACKGROUND AND ISSUES

The U.S. tax code's possessions tax credit provides a substantial
tax benefit for U.S. firms that operate in the U.8. possessions. Under
the credit's provisions (also known as the ™section 936" provisions,
after the relevant section of the Internal Revenue Code), income U.S.
firms earn frow business operations in the possesgions is exempt from
the Federal corporate income tax, along with income from certain
types of financial investment. To complement the tax benefit
provided at the Federal level, the governments of Puerto Rico, the
Virgin Islands, and other possessions have enacted their own business
tax reductions that are designed to attract businesses to the
possessions. In combination, rhe possessions tax credit and the
possessions’ own tax incentives result in more favorable tax treatment
of possessions-gsource income than is generslly available for income
U.8. firms earn either in the mainland United States or locations in
foreign countries.

The purpose of the possessions tax credit .is to stimulate
economic ' growth in- Puerto Rico, the Virgin Islands, and other
possessions by attracting business investment from the mainland
United States and alternative locations abroad. The reduction of
unemployment in the possessions has been a particular concern of
policymakers. Puerto Rico, for example, has registered unemployment
rates that are substantially higher than those of the mainland United
States.

As by far the largest economy that is directly affected by the
possessions tax credit, Puerto Rico has been the focus of an ongoing
controversy over the effectiveness of section 936 in actually
promoting economic growth., On the one hand, the government of Puerto
Rico and others have argued that the possessions tax credit has
indeed attracted s large amount of investment to Puerto Rico—
investment that has been the foundation Yf economic growth, and which
has created substantial new employment.

Yet others have questioned the cost effectiveness of the
possessions tax credit, arguing that its cost in terms of foregone
tax collections by the U.S. Treasury has been high in comparison to
the jobs it has created in the possessions. Such cousiderations led
the U.5. Treasury to include the phasing-out of section 936 among the
list of tax reform measures it set forth in 1984. For its part,
Congress has addressed the cost-effectiveness of the possessions tax

1 Ture, Norman B. Measuring the Benefits and Costs of Section
936. Washington. Institute for Research on the Economics of
Taxation, 1985. p. 26.
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credit on several occasions, wodifying the 936 provisions in an
attempt to reduce the provisions' revenue cost and target them more
closely to investment in the possessions. Most recently, Congress adopted
rules to facilitate Puerto Rico's "twin-plant™ initiative, vhich is
designed to enhance the ability of 936 to attract employment-generating
investment to Puerto Rico as well as other areas in the Caribbean,

The possessions tax credit thus presents policymakars with
several issues. Pirst, is it desirable to provide & tax incentive
for businesses to invest in the possessions above and beyond that
which is availsble on the U.8. mainland and in foreign developing
countries? Second, if such a tax incentive is indeed desirable, are
the current 936 provisions effective in providing ic?

HOW THE POSSESSIONS TAX CREDIT WORKS

Section 936's tax benefit is technically in the form of a tax
credit: an offset against Federal taxes. But since the tax code
provides that the credit is alwvays equal a firm's Federal tax
liability on income earned in the possessions, the credit has the effect
of a tax exemption.

To qualify for the credit, a firm must be incorporated in the
United States and must meet two reaquirements designed to link the tax
benefit to active business operations in the possessions: it must
earn at least 80 percent of its income in a possession; and at least
75 percent of its income must ba from the active conduct of a trade
or business in the possessions.

If a corporation meets these requirements, any income from its
active business operations in the possessions qualifies for the
possessions tax credit and is thus tax-exempt. But the tax exemption
applies to only a limited range of income from financial investment.
Income from assets such as stocks, bonda, and other financial
instruments qualifies for the credit only if the investsents are made
out of funds genersted by business operations in the possessions, and
only if the investment is made in the possessions.

U.S. firma generally pay Federal tsxes on income fros operations
on the mainland United States; section 936 clearly provides favorable
tax treatment to operations in the possessions by comparison. But
the possessions are often viewed as cowpeting with developing
countries for U.S. investment. It is thus important to note that
section 936 also provides favorable tax treatment for the possessions
compared to income U.S. firms earn in foreign countries.

A tax benefit known as the "deferral™ principal is available in
many cases to U.3. firms that invest in developing countries. Under
deferral, income U.S. firms earn through foreign subsidiary corporations
is exeapt from Federal taxes as long as it remains in the hands of the
subsidiary. Bowever, vhen the foreign income is ultimately remitted
to a U.S. parent corporation as dividends, it is taxed by the United
States. The tax benefit deferral provides is thus ability to postpone
the payment of U.S. taxes on foreign income.
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Most U.8., firms ‘that use tha possessions tax credit do so by
establishing subsidiary corporations that meet the section 936
requirements} it is the qualifying subsidiaries that esam tsx-exempt
possessions~source income. But unlike the deferral principle, the
section 936 provisions permits possessions subsidiaries to reait
their income to their U.8. parents, free of Federal taxes. The
possessions tax credit thus provides a permanent tax exemption
compared to the temporary tax exemption for foreign income under deferral,

I1f a firm keeps its foreign income overseas for an extended
period of time, the difference beatween deferral and & permanent tax
exemption such as the possessions tax credit diminishes. But section
936 can provide an additional tax advantage over deferral to some
firms: in some situations, a firm can use the possessions tax credit
to shelter income earned in the mainland from Federal taxes alcng
vith income from the possessions.

The opportunity for additional tax savings occurs wvhen a U.8. firm
develops an intangible asset (such as a copyright or patent) in the
Unjted States and then transfers ownership of the asset to its
possessions subsidiary -~ a transfer that can be effected free of Federal
taxes. In such a situation, firms can attribute a least part of the
profits the asset generates to its possessions operations, and obtain
the section 936 tax exemption for the income. Because, in theory, income
generated by an asset developed in the United States has its source
in the United States the possessions tax credit thereby exempts
U.8.~source income from taxation in these situations.

As described in the folloving sections of the report, the ability

of firms to use section 936 to shield U.8. income from taxzes was at least
partly eliminated by Congress in 1982,

PUERTO RICO'S ECOMOMY AND SECTION 936

The Federal tax benefit for income earned in the possessions has
been a central part of Puerto Rico's long-range economic development
strategy since World War II. In the yesrs immediately following the
War, Puerto Rico formulated a development strategy known as "Operation
Bootstrap,” which relied on the development of a manufacturing sector
to spearhead growth in income and employment. The centerpiece of
Operation Bootstrap was tax incentives; Puerto Rico enacted its own
industrial tax incentives to attract manufacturing investment.
Equally important, however, was the Federal tax exemption for income
earned in the possessions.

By all accounts, Operation Bootstrap succeeded admirably for
almost three decades. Manufacturing investment poured into Puerto
Rico over the period 1948-74, transforming the island’'s economy from
one based largely on agriculture to sn economy led by msnufacturing and
services. The development of manufacturing vas accompanied by prodigious
growth in Puerto Rico's Gross Bational Product} real GNP grew at an
average annual rate of 6.1 percent. By comparison, the growth rate
for the United States was significantly slower over the same period,
averaging 3.6 percent per year. A number of factors helped stimulate
the influx of capital to Puerto Rico: labor was inexpensive compared
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to the United States} Puerto Rico was .inside the variff boundaries of
the United Btates, giving Pusrto Rican products easy access to
mainland markats. But, clearly, the Federal and Commonwealth tax
incentives combined to make Puerto Rico attractive for U.S, manufacturing
fir-‘.

Beginning in 1974, however, economic growth in Puartoe Rico
slowed. Over the period 1975-86, resl GNP grew at an averags annual
rate of under 2 percent and the island's economy registered several
years of negative growth. The unemployment rate, which was high even
during the halcyon days of Operation Bootstrap, has been over the 20
percent mark since 1982.

There are a number of important reasons for the slowdown in
Puerto Rico's growth that have nothing to do with taxes. The
introduction of the Federal minimum wage rules, for example, reduced
the cost advantage of Puerto Rico over the U.5. mainland. Also, in the
19608 the United States reduced its tariff barriers substantially,
thus reducing the cost advantage of Puerto Rico over manufacturing
locations in less developed countries.

But the slowdown in Puerto Rico's economic growth also brought the
section 936 Federal tax benefit under scrutiny, and divergent views
developed of the provision's effectiveness. One view focuses on both
the lack of growth in Puerto Rican employment and the cost of section
936 in terms of foregone Federal tax revenues and concludes that the
possessions tax credit is not cost effective. . This view of the
possessions tax credit has appeared most prominently in the U.S.
Treasury Departments 1984 tax refon& proposal — a program that
advocated the repeal of section 936. In contrast, the government
of Puerto Rico has argued that the possessions tax credit is still vital
to Puerto Rico's economic future, and has maintained that the
Treasury Department’'s estimates of the provision's cost are overstated.
These views of section 936 are discussed in more detail in the next
two sections of the report.

THE COST-EFFECTIVENESS OF THE POSSESSIONS TAX CREDIT

S8ince 1976, the U.S. Treasury has been required by law to subait
annval reports to Congress on the operation and effects of the
possessions tax credit. A focus of these reports has been the cost
effectiveness of section 936. Each report has estimated the tax revenue
cost of the possessions tax credit and the direct employment of
possessions corporations, and has used these estimates to calculate
the revenue loss of section 936 per eaployee. The Treasury calculations
imply that the cost of asection 936 is high compared to its benefits,
For example, the revenue cost of section 936 was estimated to be more
than §22,000 per eaployee in 1982, In comparison, sverage compensation
of possessions corporations’ employees was estimated to be only
$14,210.

2 y.s. Departzent of the Treasury. Tax Reform for Fairness,
Simplicity, and Economic Growth: the Treasury Department Beport teo
the President. Washington, 1984. Vol. 2, p. 327-9.

3 1bid., p. 328.
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While such calculations are eys-catching and have been used to
support arguments against the possessions tax credit, they may well
understate the benefits of section 936, Investment by possessions
corporations creates jobs outside the possessions corporations
themselves. For example, a factory that qualifies for the possessions
tax credit may create employment in industries that supply inputs to
the factory. Similarly, a possessions corporation may stimulate the
development of other plants that use the possessions corporation's
product as an input.

On the cost side, the Tressury Department’s estimates assume
that if section 936 did not exist, income of possessions corporations
would be taxed like income of corporations operating in the United
States. In actuality, if the possessions tax credit were to vanish,
firms might seek to minimize their U.S. taxes by changing their legal
form in order to take advantage of the deferral principle either in
Puerto Rico or in a foreign country (see above, page 2). Thus, the
cost side of the cost/benefit calculation may also be overstated.

But regardless of whether the cost-per-employee figure is strictly
accurate, the Treasury Department reports pointed out a number of
reasons to suspect that the revenue cost of section 936 was high
compared to its impact on employment. First, as noted above, firms
that develop intangible assets on the mainland United States may be
able to shelter U.8.-source income with the possessions tax credit by
transferring the intangibles to subsidiaries in the possessions. In
cases such as this the employment impact of the possessions tax
benefit is probably small compared to its revenue cost. Second, the
possessions tax credit is an incentive to employ capital investment
in the possessions and stimulates employment of labor only as a by-
product of capital investment. Indeed, in recent years the bulk of
the section 936 tax benefit has been claimed by capital-intensive,
high-technology firms in industries such as pharmaceuticals and
electronicz rather than firms in labor-intensive industries such as
textiles.

In 1982 Congress sought to contain the revenue cost of sectioan
936 by restricting the use of the possessions tax credit to shelter U.S.~
source income from intangibles. The Tax Equity and Fiscal Responsibility
Act of 1982 (TEFRA} Public Law 97-248) required possessions corporations
that use intangible assets developed by U.S. parent firms to make
payments to the parent firms for the use of the intangibles. The
payments reduce the income of a possessions subsidiary and increase
the income of its parent, thus reducing the amount of U.S.-source
incoae that is tax-exempt under section 936.

THE WACE CREDIT PROPOSAL

Another response to questions about the cost-effectiveness of
section 936 came in 1984 when the U,S. Treasury published its broad

4 y.s. Department of the Treasury. The Operation and Effect of
the Possessions Corporation System of Taxation: Fifth Report.
Washiogton, U.S. Govt. Print. Off., 1985. p. 47.
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prograa of tax rveform. The Treasury assarted that the possessions
tax benefit is "one of tha most coaplex in the tax lawv, expensive,
difficult to administer yot has not been sffective in creating
jobs in the possessions.” Accordingly, its plan for general tax
refora included & proposal to replace snection 936 with & "uwage
credit™ a tax credit linked to the wages a firm pays in the possessions.
The initial Treasury proposal would have phased out the wage credit
itself over & period of 11 years.

But the Treasury's tax refors plan was not the final program
that the President submitted to Congress; the plan the Administration
proposed in 1985 differed from the Treasury’s program in numerous
vays. With regard to the possessions tax credit, the Administration
stated that it:

recognizes its special obligations toward, and supports the
gosl of encouraging increased employment and economic
growth in, the possessions. The Administration also
recognizes a apecigl interest in the economic health of the
Caribbean region.

In accord with this view, the Adainistration proposed replacing
the current possessions tax credit with & wage credit that would be
permanent rather than one that would be phased out. In proposing
its wage credit, the Administration noted that the current tax
exemption is based on the income a possessions corporation earns
rather than directly on employment. The wage credit was intended to
provide a direct incentive for firms to increase employment in the
possessions.

The proposed wage credit wvas not included in the version of the
Tax Reform Act of 1986 that Congress enacted. Instead, Congress
slightly incressed the payments possessions corporations must make
for the use of intangibles and modified the types of income that
qualify for the possessions credit so as to facilitate the operation
of Puerto Rico's own "twin plant" initiative.

THE TAX REFORM ACT OF 1986 AND THE "TWIN PLANT" INITIATIVE

The govermment of Puerto Rico objected to both the Treasury
Department's assessment of section 936's cost effectiv ®“fs and to the
wage credit as a policy for economic development. It views the
current possessions tax credit as effective in creating esployment in
the possessions and considers it & vital part of its long-term
developoent plans.

-

5 u.s. Department of the Treasury. Tax Reform for Fa A 8,

Simplicity and Growth. Vol. 2, p. 328.

6 y.S. President, The President's Tax Proposals to the Congress
for Fairness, Growth,, and Sigg}_i_.city. Washington, 1985, p. 311,

i = = iy
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The Pusecte Rican govarnment has arguad that . the Treasury
Department estimates of section 936's effectivenass overstate tha
provision's cost and understate its benefits. With respect to
costs, for example, it argues that the Trsasury Department calculations
do not take into account TEFRA's changes to section 936, which were
aimed at reducing the revenue loss associated with the provision (see
above, p. 5). With respect to benefits, the government of Puerto
Rico has used multipliers to arrive at estimates of section 936's
benefits that take into account income generated above and beyond the
direct wage payments to possessions corporations' esployees. After
thess adjustments, the government of Puerto Rico estimates that in
1982, the cost of section 936 was $14,960 par employee and that the
provision generated $28,204 of additional i,u:one in Puerto Rico for
each employse of a possessions corporation.

The oppasition of Puerto Rican officials to the Reagan Administra-
tion's proposed wage credit was partly based on their evaluation of
the credit's impact on overall employment. The govermment of Puerto
Rico pointed out that the firms most attracted to the credit would be
labor intensive ones. It asserted that even the proposed wage credit
would not reduce labor costs enough for Puerto Rico to coapete with
developing foreign countries for 1labor-intensive investment.
Accordingly, the Puerto Rican government argued that employment
generated by the wage credit would not ge sufficient to offset
employment loss from repeal of section 936. :

In more general terms, the government of Puerto Rico views the
high-technology, capital~intensive investment promoted by section
936 as fitting its development strategy better than the labor-
intensive investment that would be attracted by a wage credit. A
report by the Economic Development Administration of - Puerto Rico
astated:

Section 936 has alloved Puerto Rico to attract a
growing high technology sector which positions it for
leadership and growth in high—sech production and economic
development in the Caribbean.

As an alternative to the Administration's wage credit proposal,
the Puerto Rican government proposed its "twin plant™ initiative.
The plan is designed to enhance section 936's effectiveness as an
incentive to invest in Puerto Rico and to extend part of the 936 tax
incentive to investment in other Caribbean areas. While the
Administration's wage credit proposal was not included in the Tax

1 gconomic Development Adaministration of Puerto QRica. An
Analysis of the President's Tax Proposal to Repesl the Pusswssicos
Tax Credit in Section 936 of the U.S. Internal Reveous Code. in
Testimony of the Hon. Rafael Hernander Colon, Governor of Pusrto Rico
before the Coomittee on Ways and Means, July 11, 1983, ». 38.

' Ibidu, Pl 74-86'
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Reform Act of 1986 (Public Law 99-514), the Act did contain provislons
designed to facilitate the twin plant initiativc PEEPE e P

The initiative works as follows. As noted above, incm fron
investment that is strictly financisl can qualify for thes possessions
tax credit as long as the investment is made out of funds derived
from business operations in the possessions. Prior to 1986, the
financial investment must also have baen undertaken in the possessions.
U.8. Treasury and Pugrto Rican government regulations vers implemented
to ensure that once a firm deposited investment funds in & Puerto
Rican financial institution, the funds remained in Puerto Rico and
were not immediately invested outside the Commonvesith.

Under the twin plant initiative (as implemented by the Tax
Beform Act of 1986 and by changes in Puerto Ricanre gulations), investment
can be undsrtaken in qualified Caribita n countries as well as the
possessions and still qualify for the possessions tax credit. To
qualify, the investsent sust be undertaken either through a qualified
bank or through the Covernment Develo pment Bank of Puerto Rico. The
banks must then use the funds to inwest in active business **®ets in
a qualified Caribbean country. The projects thus fUded are intended
to be labor-intensive operations that will ghip th®ir partially-finished
output Lo more capital-intensive operatilodu in Puerto Rico for final
asseably (bence the ters "twin plant™).

; To be a qualified location for invesi®ent Ynder the twin plant
initiative, a country must be a beneficiary country under the
Caribbean Basin Initiative (CBI), and must have reached an exchange
of tax information sgreement with the United States. As of December
. 31, 1987,. three countries had signed the required agreements:
Barbados, Grenada, and Jamaica.. ; - .

CONCLUSIONS

The most general issue posed by the possessions tax credit is
vhether or not Federal tax treatment of investment in the possessions
should be more favorable that provided to most investments in the
mainland United States or to investment abroad. The issue is
complex. In 1986 the U.S. Congress enscted a broad tax reforms
progras that sought to improve the efficiency of the U.8. economy by
eliminating other tax provisions that distorted investment decisions.
These efficiency considerations and burgeoning Federal budget
deficits made the possessions tax credit s candidate for close

scrutiny by policymakers.

Yet whetber elimination of the possessions tax credit would
prodece schelgotial gains in tax revenue is not clearj the affected
torporeilons ®ight siaply move to other lov-tsx locations io foreign
countries. Further, econcaic efficiency and cost may be omly
secondary coasideraticns in evaluating secticn 936. AL the wery

8.5, Congress. Joint Committee on Taxation. Ceneral Explanation
of the Tax Reform Act of 1986. Joint Committee Print, 100th Cong.,
1st sess. Washingtea, U.S. Govt. Print. Off., 1987. p. 1005.
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least, a flourishing C ocsmowealth of Puerto Rico is i mpetant to the
United States as a demonstration of how a fras mar ks economy can
develop and prosper,

The Treasury Depart mat's proposad elimination of the possessions
tax credit was not included in the Tax Reform Act of 19863 both the
Reagan Administration and Congress ultimately supported a continuation
of a tax ben @it for operating in the possessions. However, the
Administration's proposed modification of section 936 highlighted a
second issue: ars the current s stion 936 provisions the best way to
stimulate gowth and employment in the possessions? The Administration
proposed replacing the current tax exemption for income with a wage
credit: a tax incentive linked directly to e mjo ymea.

The government of Puerto Rico, however, mintains that the
current section 936 tax benefit and the high-technology firms it
attracts are vital to Puerto Rico's future develo poesi. A part of
Puerto Rico's development strategy is to rely on its bigh-technology

manfacturing sector to lead economic development both in Puarto Rico

and the Caribbean Basin in general. The this end, Puerto Rico has
implemented a policy of encouraging the establis bmes of "twin
plants” in Puerto Rico and neighboring Caribbean countries -— a
policy that relies.heavily on the possessions tax credit.

db/af
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Nineteenth Guam Leyisiature
Post Office Box CB-1
Agana, Guam 96910
Telephone: (671) 4$72.3405/06
3 Fax: (671)477.8338
FRANKLIN J. GUTIERREZ Chaitman, Committee an Tourlsm, Transportation
Vice-Speaker angd Communications

June 17, 1988

The Honorable Frank F. Blas
Acting Governor of Guam
0ffice of the Governor
Agana, Guam 96910

Dear Governor Blas:

Apologies are in order for the delay in responding to your

letter of May 24, with reference to the National Conference
on Trade and Tourism.

Frankly, the delay in responding was due in part to my efforts
to be national and international in my views. |t has been
difficult to get out of the local/regional syndrome because
not many of your colleagues in the conference would find it
easy to include Guam in their thinking.

But, | have arrived at a position that nearly everything we
do here and everything your colleagues do have at least an
indirect effect on Guam and vice versa.

Let's take the pilot visa waiver program that names fnine
countries alliowed to enter the U.S. for 90 days without a

visa. That has a direct effect on Guam because Guam is an
American port, and those countries named in the pilot program
could never enter Guam without a visa. But, the law was

written without Guam even in mind.

Looking at the Guam Visa Waiver Act, it affects Guam only

and does not directly have an impact on the rest of the
United States.

But, for your benefit during the conference, | believe that
the area in which Guam gets short-changed as compared to the
rest of the nation is applicable promotional air fares.

MEMBER

Vice Charman - - Economic Development. Insurance & Banking e Rules o Education e Energy . Utlities & Consumer Protection e
Jusnee. Judiciary & Crimninal Justice.
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Because of the great distance from the U.S., the fares to

Guam are the highest in the world. We can accept that because

we have no control over our geographical location, and we certainly
cannot expect the air carriers to reduce fares when the cost of

operating to Guam is a great deal more than say between Honolulu
and San Francisco.

But, where we lose out is in the promotional fares. You will
recall Pan Am's Balikbayan fare. That was outright discrimination.
The fare applied from San Francisco to Manila, a distance shorter
than San Francisco to Guam. VYet, it did not apply to Guam for
anyone, not even Fillpinos who claimed Guam as their home and,

of course, not to the 50,000 or so Chamorros who may have wanted
to visit their home island.

In Aviation Daily, we continually read of two-for-one fares
or drastically reduced fares from one point to another within
the U.S. That's because there is so much competition within
the U.S., points.

Continental did bring their fares down while both Hawaiian and
SPIA were on the routes. As soon as SPIA dropped off, the
Continental fares went up and those included student and senior
citizen fares and the family fares. o

fnt \
Because of our qecgraphical location, we were not at the mercy of
the air carrier. There is no way to beat it except the
possibility of the nations' Lieutenant Governors to back you in
appealing to the air carrier serving Guam to include Guam in
promotional fares and special fares that relate to our students,
senior citizens, and those travelling as families.

COMMUNICATIONS

For reasons best known to the Federal Communications Commission,
Guam's communications tariffs are considered international.
While the fares for overseas telephone calls have come down,
other fees have not. For instance, for a voice grade line,
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both RCA and ITT are charging the international tariff of
$3500 per month.

This is the line used by international news networks to bring

in voice and telex news. Because of this fare, United Press
International, as an example, must charaoe more for the use of
the line than for UPi{'s services. The fees charged for the line

go to RCA not to UPI.

The smaller radio stations cannot afford 53500 a month for the
line, and there are not enough of them to significantly reduce
the cost by prorating the cost. There are some businesses
that afford it. The Guam Tribune pays $400 a month for the
line and $300 for UPIl's services. K-57 pays $400 a month

for the line and $250 for the services., {t is the same for
KTWG.

Neither RCA or ITT have a choice in the matter. That tariff
is dictated by the FCC.

I wish | could be of more help to you in the national or

international arena. Perhaps we could discuss the points
stated with you before you leave.

Sincerely,

FRANKLIN J/. GUTI{ERREZ



GUAM AIRPORT AUTHORITY

(ATURIDAT PUETTON BATKON AIREN GUAHAN)

P.O. 80X 8770Mamuning, Guarm 9491 1Telephone: 4240300, 4450304, 6440302
Tolax: 6456 GUMARFT-GM
FAX: (674} 845-8823

June 14, 1988

MEMCRANDIUM

yoF " Lieutensnt Governor

FROM: Exacutive Manager

SUBJECT: Input for National Conference of Liesutenant Governors

Following are several topies the Guam Airport Authority f2els could be of
interest to the Lieutenant Govarnors attending tha conferanga, In the field
of aviation/airports, with, in sane araas, impact on tourism and trade.

l. Airport Access: There appears to ba a congestion at weny sirports, both
in accass for aircraft traffic to airports, and in land transport acoess
_to airports. Solutions that cam2 to mind sre enlargad capacity of
airports' alrcraft stands/gate positions for aireraft access. Land
access might be enhanced by close cooperation with mmicipalities that
benefit from air transportation, in designing/constructing roadways to
airports, maybe better design of public transport routes, affacting bus
and rapid transit facilitias.

2. Seauritv: Though the FAA emphasizes security, both at airports and
aircraft manufacturers, all aviation entitias should constantly bz aware
of security measures that mmst be taken. Alrcraft design and manufac-~
turer must insure to the greatest extent possible, the safety of the
aircraft. Our second security erwphasis must be at the airports, where
hijacking and sabotage begins. Though the FAA has recently enhanced
security repgulations at airports, people still breech security with
weapons and explosive devices. The United Statas aviation industry should
also encourage tighter security at overseas airports in other countries.
Amarican planes and passangers have besn vietims of hijacking and sabot-
age in other countries pore than in the U.S., at least sine2 ths Cuhan
"erisish,

3. Visa Waiver Program for Non-Inmigrant Alien Tourist and Pusinessmen:
Intarnational tourism can be greatly enhanced by a program similar to the
one Guam is now in process of implamenting., This would greatly encourage
tourism entering fram our international airports. ‘These programs might

1 o A‘
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be tied into bilateral agreements betwean countries. Gusm achievad it,
and though it could be more camplicated on a national level, it is a
possibility. INS would probably discourage such a program, but only, we
feel, because of the magnitude of implementatiom.

4. Privatization of Airports: In an era when many mmicipal, stata and
faderal ingtitutions are being privatized, or operated by private enti-
tles {clinics, hospitals, even prisong), it sgtands {o reason that
airports if privatized, might take a financial load off mmicipalities.
Ve now have sone general aviation sirports under private ownership, and
large fixad-basa operators. Either carplete privatization, or complete
inanagament such as is popular In the hotel industry =~ "We build it -« you
manage it7...such as the Pacific Star Hotel concapt.

The Guam Airport Authority has formulated the above topics we supposes might
be of interest to mainland aviation authorities, malnly {ram articles
published in aviation trade periodicals. But being a territory with only cne
eivil aviation ailrport, we can understand a Lieutenant Govarnor of a state
with several or many airports, may have a different set of priorities con-

carning eaviation. Ws hope, howaver, the above toples might be usaful at the
Conferenca.
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Guam Visitors Bureau H ’
Setblsion Blsitan Guahan

June 22, 1988

To : Lieutenant Governor

From

General Manager, Guam Visitors Bureau

subject

(]

Input for National Conference of Lieutenant

Governors Committee on International Trade and
Tourism

in regponse to your memorandum of May 24, 1988, provided herein is
our suggested list of topics and issues:

1. Open Skies Policy/More say on civil aviation in
international bilateral agreements:

2. visa Waiver - include other countries in our visa waiver
programj

3. Elimination of various federal barriers such as trade
restrictiona, Headnote 3{a) which inhibite the growth of
cottage industries; agricultural restrictions which do

not allow for export of £ruits and vegetables; cabotage
laws, etc.

4. More control over immigration policies to allow
flexibility in hiring alien labor to augment local labor

force - unemployment rate of 3% is near zero for all
intringic purposes;

5. Development of a comprehensive development plan
encompassing tourism;

The Japan government's 10 Million Program:
How to garner our proportionate share;

7. Incentive for upgrading the tourist plant: private vs.
public sector;

8. Marketing Strategies for a World Class Resort.

Thank you £for giving us this opportunity to submit our input.
Should you need further elaboration , pleass do not hesitate to
contact us at the Bureau,

OEY B. CEPE

P0.Box 2420 Aganra Guam D8I

220 Pale SanViores RA. mmaa.culmmﬂ . {6711 848-5278/0 L) Cable. GUAMTOUR ] Tetax 5422 . Fax 16571)948-8881
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MEMORANDUM NO. GM88-644
To: Lieutenant Governor
From: General Manager
Subject: Topic/Issue Suggestion-National Conference of

Lieutenant Governors Committee on International
Trade & Tourism

The following information is provided as per your memcrandum
dated May 24, 1988.

Despite limitations placed on certain imports into the United
States, we should still see a world of free and fair trade for
the goods America wants to export to the-  international
marketplace. While the United States has benefited greatly from
the Japanese for example, Japan could benefit more if it were as
open as the U.S. market is. Greater exchange comparatively would
allocate resources more efficiently...both would produce more of
what they best produce and ultimately raise the standards of
living for their common people. This would result in America
being fully engaged in the shaping of resources to lead the world
toward greater economic growth, more coordinated international
economic policies, and above all, openness which would unlock the
door to a better future for the American pecple. Japan continues
to lead the world in technology. 2America’s open market for
imports has probably led to the U.S. decline in technology. U.S.
firms have even linked internationally to take advantage of new
technologies and markets not only in Japan, but around the world.
Known as multinational sourcing, manufacturing, and marketing, a
firm branch-to-firm branch sales occurs and is computed as trade
between two or more countries, such accounting for about 40% of
U.S. trade. If this continues, then the United States, should
seriously begin at looking into absorbing savings that otherwise
would be available for investment in the private sector,
providing assistance and incentives for business industries, and
private entrepenuership in America. The Federal Government must
begin to re-examine foreign policy to allow these incentives to
work for the benefit of the American people. We now know that
the American economy can no longer successfully pursue U.S.
commercial interests without considering global trends and
conditions. Therefore, global economic openness and not just

PORT AUTHORITY OF GUAM
e

GOVERNMENT OF GUAM Talophone: (671) 477-9931/35

{671) 477-2683/85
o Telexd . (721) 6689 PAGGLIM



Memorandum to Lt. Governor

Subject: Topic/Issue Suggestion -~ National cConference of

Lieutenant Governors Committee on Interional Trade &
Tourism
Page 2

American economic openness must become a primary tool of
American international policy.

You’ll find below several specific national issues which directly
affect American ports today. Please bear in mind that although
most of these issues are generally American Port Issues of which
Guam is one, the national demise of Continental U.S. ports
greatly affect the Port of Guam’s ability to profitably function.

1) Decline in Unique Cargo Markets-~-Pressure from enviromental
groups to outlaw the sale of logs internationally; steel
quotas affect amount of American business coming through

American ports; 90% of annual shipments are iron ore and the
market is declining;

2) Trade Restrictions and Protectionist Legislation-American
ports are an inbound port and legislation limiting imports
have a negative impact on port business; ports are in the
middle between federal government and markets;

3) Depressed Exports-American port areas are more service-based

than production-based; dependency on export markets are tied
to U.S. trade;

4) Adverse International Trade Policies-trade with Asia is
favored and East Coast Ports are affected;

5) Foreign Companies Manufacturing in U.S.- Need to find a
replacement for import autos.

(Japanese investments in Guam alone have affected the U.S.
Market in terms of competitive pricing of construction materials
used. Asian prices of goods are so low thus discouraging the
purchase of U.S. made materials and moreover, other textile goods

and further resulting in a substantial amount of dollars going
out of the United States.)

cc: Public Information Officer, PIO
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NEVADA - capital Carson City Lt. Governor Robert J. Miller

The state prospered and declined through boom and bust cycles until the 1930's, when s
combination of legalized gambling, reduced divorce requirements and the construction of the
Hoover Dam established the basis for economic growth. In the 1950's, the state became the main
testing site for atomic energy experiments and the site of major military munitions depots. About
87 percent of Nevada's land is owned by the federal government.

Rainfall varies from 4 to 24 inches and averages 9 inches per year. Temperatures vary from an
average July high of 86 degrees farenheight. to an average January low of 24 degrees. Climate
and soil conditions are not suitable for cultivation without irrigation, but ranching and forage
production is well developed in most valleys. The growing season is about 120 days.

In the decades 1560 - 70 and 1970 -80, Nevada experienced higher percentage in population
increases than any other siate, 72 and 64 percent, respectively. In spite of its tremendous growth,
Nevada remained the third least densely populated state (after Alaska and Wyoming). In 1980, 82
percentof the population lived in the metropolitan areas of the two largest cities, Las Vegas and
Reno.

Although the traditional basis of Nevada's economic life, mining and agriculture, remain
imporiant, they are far overshadowed by tourist-supported trade and service industries and
goveramental activity. A surge in gold-mining activities occurring during the 1980's increased
the state's mineral production value, reversing the trend caused by the virtual shutdown of the
copper industry in 1977. Other important minerals mined are silver, barite, tungsten, and
mercury.

Tourism and its related activities in the Las Vegasand Reno areasare the state’s leading industries.
Long centers of legalized and state-regulated gambling, they are also major convention and
entertainment centers. Liberal divorce laws early made Nevada a place for quick and simple
divorces. The state also has long legalized and regulated prostitution. Las Vegas and Reno offer
excellent opportunities for scenic and recreational activities at Lake Mead and Lake Tahoe.
Military and defense installations and other government agencies are major employers in the
state.

Nevada's tourism industry is heavily dependent on air transportation, and both Las Vegas and
Reno have international atrports. Three major railroads and two intersiate highways cross
Nevada from east to west.



HAWAII - capital Honolulu Lt. Governor Benjamin Cayetano

The majority of the state's residents live on Oahu Island, with almost two-fifths in Honolulu city.
Hawaii's growth rate between 1970 and 1980 was more than twice the national average.

Tourism, federal defense, and plantation agriculture are Hawaii's primary industries. Additional
areas of economic growth capitalize on the climate, ocean site, and/or location in the heart of the
Pacific. They include diversifed agriculture, aqueculture, movie and TV filming, sports training,
oceanography, marine-related and other high technology, and international interchange of
education and business. Hawaii is currently a world leader in both renewable energy research
and astronomy.

Plantation agriculture remains of prime importance in the Hawailian economy. Hawalij is the
largest producer of sugercane in the United States. Pineapple is also an important cash crop.
sorghum and corn arewidely cultivated. There are no important mineral resources.

Industries include an oil refinery, a steel mill, two cement plants, and an aluminum-extrusion
plant. Canning of Hawaiian-grown food stuffs is also important. Hawaii's largest industry,
however, is tourism, with gross expenditures by visitors of more than $2 billion a year. The
federal government is the second largest source of income, spending more thana $1 billion
annually on defense related items. There were approximately 122,300 armed forces personel and
dependents in Hawaii as of July 1, 1985. The armed forces use approximately 2.8 percent of Hawaiis
total land area, or about 116,000 acres.

Ocean surface shipping is Hawaii's lifeline, Honolulu Harbor is the main port. Thereare thres
major airports and mare than 4,000 miles of roads.



VIRGIN ISLANDS - capital Charlotte Amalie Lt. Governor Derek Hodge

The economy of the Virgin Islands is based on tourism and manufacturing. The Gross National
Product in 1985 was $1,030 million, or $7,780 per capits, the highest in the Caribbean area. About
one-fifth of the total land ares is farmiand, most of it on St. Croix. Agricultural production in the
1970's to 1580°'s underwent transition from the traditions] reliance on sugarcane to more diversified
crops. Citrus fruits, tamarinds, mangoes, bananas, sorghum (for animal feed) and vegetadles, all for
internal consumption, were the main crops grown. Cattle {ranched on St. Croix), gosts, sheep, and
pigs are the principal livestock.. St. Croix produces milk, sufficient for istand needs. Oaly 5 percent
of the land is forest. A bay tree forest on St. John supplies leaves [or the bay rum industry.

Fishing is restricted to supplying local needs and to sporis fishing. A marine biological iaboratory
has been established on St. John.

Manufacturing has diversified beyond the traditional rum-distilling industry to include oil refining,
watch assemble, and the manufacture of aluminea, chemicals, pharmaceuticals, and clothing. The
United States governmnent has encouraged industry by alfowing certain manufacturersto enter the
United States duty-free, and the loca! government has offered tax incentives. The oil-refining and
alumina industries vere expanded facilities in the early 1980's.

Tourism, based on the pleasant tropical climate, atiractive scenery, good fishing, proximity to the
United States mainland, and free-port status, has rapidly expanded and dominates the economy. The
Virgin Islands National Park, covering two-thirds of St. John, and the Buck Island National
Monument, set on the islet's coral reef, are other major attractions. Souvenir and handicraft
industries have developed for the tourist market.

The leading sectors in employment are government service; retail trade, including personal,
business, and domestic services; agriculture and self employment; manufacturing; and hotels.

In 1982, roads totalled 532 miles. Charlotte Amalie, on St. Thomas, and Frederiksted, on St. Croix, are
deep-water ports. A container port was under construction in the 1980's at Frederiksted. There is
fercy service between the three main istands and aiso to Puerto Rico. There are two international
airports, Barry S. Truman on St. Thomas, and Alexander Hamilton on St. Corix. Interisiand seaplanes
serve the islands, snd also Puerto Rico, the British Virgin Islands, and Saint-Martin.

Exports total more that four-fifths of imports in value annualiy. Reflined petrojeum, alumina,
clothing, watches, and rum are the main exports, shipped mainly to the United States, Puerto Rico,
and the British Virgin Islands. The main imports are crude petroleum, bauxite, and
semi-manufactures and components.
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Ipulation.......-.-...-......
Uare MileS.casessosaassncans
nsity per square mile..cssae
'hool Enrollment...coscescsas
.gh School GraduateS.ccesssses
ital Labor FOrCescessascsncns
ital Employment...cecscacaeas
temployment Rate sesacessensas

tal VisitOrS.icesscsesssanans
Tourists-...I.'.II....I..II
ExcursioniBtS.eccecssccensea
Alr (Day Trip)lescecscccans
Cruise PasBenger..isecess
Otherl‘ll.l..l.ll.l......
isitor Accomodations (Units).
Hotels...l.....-.l...l..l..
Hotel ROOMSeceesosscscnes
Condominiums for Transients
Condominium UnitS.ceecass

>tal Non-Agricultural
Nage & Salary Employment.....
Privat@..scsececsssssncnssnna
Manufacturingeecesscsecess
Construction & Mining...

Transportation/

Public Utility. et s e
Wholesale/Retail Trade..
Finance/Insurance/

Real Estate...ccieccsce
Other ServiceS..cccescssa

Federal Government..cssasss
State and Local Government,

DEMOGRAPHICS/LABOR FORCE

118,338
212
558.2
31,832
1,203
39,9%¢0
32,190
6.4

378,146
236,473

2,991
N/A
2,991
N/A
N/A

EMPLOYMENT BY INDUSTRY

37,890
20,650
1,217
2,579

1,817
7,099

1,628
6,309
7,230
10,110

110,800
132
839.4
31,943
1,361
42,960
40,450
5.8

VISITORS

1,315,400

411,460
903,946
130,000
678,946
95,000
4,862
65
3,541
N/A
1,321

37,360
23,180
2,080
2,390

2,310
8,070

1,770
6,560
640
13,540

1,051,500

6471
162.5
200,952
12,516
481,000
454,000
5.6

4,884,110
3,431,690

L L )
LN N |
a8

65,919
207
44,115
274
21,804

423,150
329,850
21,850
16,950

33,350
115,500

32,000
110,200
32,400
60,900

1980

800,483
109,894
7.3
154,138
479,601
433,573
398,566
10,1

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A

N/A
N/A

N/A

N/A
N/A
N/A
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Gross Territorial

Product ($Million)..eceses
Personal Income ($Million)....
Disposable Income {($Million)..
Per Capita Personal Income ($)

Percent of U.S. Average....
Total Payroll ($Million).esee.
Annual Average Gross Pay ($)..

Electric Sales (Thousand KWH).
Residential.icecseessnsanccas
Commercial/Industrial/Other.

Fuel Consumption

(Thousand GallonsS}.ecececsse
GaBoline-.l..Il......I...Il.
Diesel.ii.l....".l......'ll
Aviation fuel.ssesvesssencas
OtherIII‘I......I....I....I.

Total Imports ($ millions)....
UISIA.....I....I......-...l.
Crude PetroleUmM.,.ccsssees
otherliliil.II.‘.I....I'I.
FOreigN.escescsacscnsncanans
Crude PetroleUM..cassessass
Other.l.-.l.ll.l..'.l..ll-
Total Exports ($ millions)....
U.S.A.CII..‘l..ll.l...llll"
Petroleuml.ll.‘.l....l'.l.
AlUMNiAcesnescassnsesansnse
Otherllll..I.Ill.'l..ll.‘l
Foreign.-II‘Il.'Il.I..-.Ill.
Export Shipments to the U.S.A.
Rum (000 Proof Gallons)....
Watches (Thousands).ecssvaces

114.8
N/A
N/A
N/A
N/A

611.9

11,166

473,100
175,800
297,300

N/A
N/A
N/A
N/aA
N/A

1980
544.2
133.8

0.5
133.3
410.4
278.9

0.0

Ocean Freight Imports {Tons)..1,041,800

1,030.0
862.0
765.5
7,780

57.7
591.0
15,525

366,185
147,727
218,458

57.200.0
25,400.0
31,800.0

3,740.6
2,031.3
1,566.2
465.1
1,709.3
1,508.89
200.4
3,357.1
3,271.2
3,197.0
10.1
64.1
85.9

2,324.8
2,144.0
648,346

INCOME & EARNINGS

16,678.9
14,558.0
12,607
13,814
101
4,824.5
16,070

6,635,158
1,879,027
4,756,131

970,555.0
327,021.0
100,783.0
538,055.0

4,696.0

7,296.2
5,564.2
N/2a
1,732.0
579.1
1,152.9
1,336.3
947.,5

N/A

388.8

0.0

8,972,870

N/1
N/i
N/i
N/i
N/i
N/.
N/A

N/.
N/.
N/

N/
N/
N/
N/
N/

N/
N/
N/
N/
N/
N/
N/
N/
N/
N/
N/
Ny
N,

N,
N,
N,
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Bank Deposits ($ million)..... 524.9
Value of Construction

Permits ($ thousand)...eeo.+« 133,666
Retail Sales ($ million).iseeee 524.9
Business Licenses (F/Y) (No.). N/2
Registered Vehicles (No.).veas 81,553
Telephones (NO.)uieesosessnasos 23,527

OTHER BUSINESS INDICATORS

N/A

113,000
624.7
11,645
43,901
52,314

8'605.2 N/
990, 897 N/
8605, 2 N/
N/A N/
767,892 Ny
N/A Ny

TAXES AND GOVERNMENT (F/Y) ($000)

Total Operating Budget........190,800.0
Total Taxes and DutieS....., .+168,127.7
Federal Expenditure..c.ececs...621,000,0

F/Y Fiscal Year data; p Preliminary; N/A Not available;

263,347.0 586,445.0 N,
218,908.0 3,922,943.0 N,
594'000-0 4'568'000.0 Nl

«++ Not applicabl:
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POLICIES
ASIA - PACIFIC COUNCIL OF AMERICAN CHAMBERS OF COMMERCE

At its March 26, 1988 semi-annual meeting on Guam, APCAC adopted policies

in the following areas as presented in the attached report:

. Market Access

. International Trade Services

Intellectual Property Rights
. Agricultural Trade

. Taxation (Section 911)
Export Controls

. Banking & Financial Services

. Research & Development Tax Provisions

. Investment Restrictions

. Commercial Service Funding
. A&E/Construction Services
Multi-National Company Taxes

. Export Promotions

. GATT

. Foreign Corrupt Practices Act
. Export/Import Bank

. Trade & Development Program

. Taxation of Self-Employed

Americans Abroad

. Subchapter S Taxation
. Textile & Apparel Protection

. Regional Security

Domestic Content Legislation

. International Relations
. Alternative Minimum Tax
. Asian Development Bank
. Transportation Policies
. ASEAN

. Privatization

. Workers Rights

. Transborder Data Flow

. Department of International Trade
. Voting Rights

. Trade Agreement Exclusions
. Mandatory off-set programs
. Generalized System of Preferences
. American Cigarettes

. Land Tenure & Use



s o ASIA-PACIFIC COUNCIL OF AMERICAN CH (ABERS OF COMMERCE

sirman: Harvey Goidstein o/o Resources Mansgement internationad, Inc. Jalan Suftan K anuddin 28, Ksbeyoran
Selatan, Inconesia Phone: 734588 Fax TI4508 Telan: 47929 AMI JKT Cabie’ RES.SUHCEB.:'T o

Executive Dirscior: Ann R. Wise c/o Honeywsll Ine. intarmational St
Japan, Phone: 4001611 Fax 408-2770 Towe: 422902 Cabver vemamsketne ™ = 11 19 SHOUYA, Shbuys-bu, Tokyo 180,

Guam, March 26, 1988 - At the 35th semi-annual meeting of the Asia-Pacific Council of
Amencan Chambers of Commerce (APCAC), delegates represendng Guam, Hong Kong, India,
Indonesia, Japan, Korea, Maiaysia, New Zealand, Okinawa, Philippines, Republic of China,
Saigvan. Singapore, Thailand and the United States Govemment, met under the theme "APCAC -
20 Years as the Voice of American Business Community in Asia - Pacific Region,” adopted the
following resolntions:

MARKET ACCESS

APCAC calls on the U.S. Government to immediately redouble effors to effectvely liberalize
intemational trade and invesanent. APCAC reminds our Asia-Pacific rading parmers that the US.
is the most open market in the warid. Despite previous U.S. Government efforts, American
business condnues to be excluded from free and equal competiton in goods, services and
agricultural products in many Asia-Pacific counmies. Tariff and non-tariff barriers st exist as a
maner of host government policy and practice. APCAC laments the deliberare resrained pace by
bost governments in implementing tariff and non~ariff reforms toward marker access for U.S.
goods and services. .
In negotiating market access with our Asia-Pacific wading parmers, we must ensure the following
is understood: :

- A vigorous, open international wrading system is viral to the fumire economic growth,
competitiveness and securiry of all the nations of the Pacific Basin.

- Immediate, strong measures must be taken to equalize the rading environment and provide
fair markat access. .
- U.S. market access should be contingent on fair access to overseas markets, Where this fails,
the U.S. must take all necessary acgon to combat unfair vade practices.
SERVICES IN INTERNATIONAL TRADE

APCAC recognizes the viral role that services play in the U.S. economy and urges equirable access
to overseas markers, APCAC believes that rade in services must have parity in trearment with
trade in goods. To this end, export incentive and promotion policies relating 10 manufacmured
goods must be expanded to inciude services. Bilateral and multilateral trage discussions must
include the principle of open access for all service indusuies.

APCAC reaffirms irs of the Trade and Tariff Act of 1984 and endorses Tite III of that Act
which calls for nadonal trearment for American service industries. APCAC comumirs irseif to
assisting the United States Government in compiling an inventory on service barriess in Asia to
assist the U.S. Government in fully implementing its reporting requirements under the Act.
Services are defined herein to include, among others :
-  tansportation, communicarions and wrilifies;

‘- finance, banking, securities, insurance, rental/leasing and real estate brokerage;

Members: American Chambers of Commaerce in Australia, Guam, Hong Kong, indonesia, Japan, Korea. Malayya, New Zeatand, Oldnaws,
Paksstan, Philipones, Repubic of Cluna, Sapsn, Singapore, Thaland

dg507 18 “'amnesr Aremninge Chamber of Commerce Chamaer 2 Commaren - Hawaw, Greater Seattie Chamber af Commerce Indo-A Ch ot G
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APCAC Resolutions
- Guam

- - business and professional services such as law, accounting, advertdsing, medicine, data
processing, tourism, amusements, and consulting services; and

- constuction, architectural and engineering services.

APCAC respectfully urges that host governments encourage the enoy of American and other
foreign service firms into their domestic markets recognizing that :

- this will result in the transfer of service technology, the training of nationals and the growth of
internationally compedttive indigenous service industries — these host country service
industries will contribute to enhance the international compettiveness of other indigenous
industi .

- internadonal investmeat follows the availability of services — servicss are an essential
infrastrucnure component to anract foreign investment; and

- the essence of free trade is to allow narions to pursue those industries in which they have
comparative advantage. :

APCAC resolves thar the U.S. Government should :

- establish an insurance procurement policy on lending by U.S. Govemment endties such as the
gﬂ)m_cm of Agriculmire, USAID, Department of Defenss and Exim Bank to assure fair

equitable oppormunities to all providers of insurance;

-  expand the Trade Development Program (TDP) and increase funding to reflect "current day”
project costs and mro\nde U.S. consulting, enginesring and construction companies with
access to world-wide markets — the TDP program should be enhanced to provide the
opportuniry for a maximum flexible market response, including the assistance of Exim Bank,

when appropriate; and

-  intensify its efforts to inclnde services under GATT — the U.S. Government should continue
to work toward removal of host govemnments’ discriminatory resictions on foreign service
firms in their markets. . .

INTELLECTUAL PROPERTY RIGHTS

APCAC welcomes and encourages the positive steps being taken by many countries in the region
to strengthen laws and practices reladng to intellectual property in all areas - patents, copyrights,
trademarks and other related topics. However, much stll needs to be done. Legislarion remains
inadequate or is simply not enforced. APCAC vigorously demands that protection of intellecmal
properry continue 0 be an importnt factor in U.S. mrade and invesunent policy.

APCAC supports the U.S. Government in its stzpped-up program 1o:

- Vigorously encourage host governments to bring a quick end to the counterfeiting and piracy
of U.S. goods.

- Conclude, in the GATT round of muidiateral rade negoriarions, an enforceable mmitilateral
trade agreement against unfair wade practices arising from inadequate protection of intellecrual
property.



APCAC Resolutions
Guam

protection for intellecmal property as 2 major objective in afl tade and invesonent
negotations with particular emphasis on the strategic use of U.S. technical and economic
assistance programs.
Enact legislaion thar strengthens protection for owners of patents covering manufacturing
cﬁ .sg that a patent cannot be circumvented by manuigmxring offshore and importing
into the U.S.

Enact legislarion to eliminare the requirement for proof of injury in intallecreal property cases
under Section 337 of The Trade and Tarniff Act of 1930.

Amend the Freedom of Informarion Act to prevent proprietary data of U. S. businesses being
a source of disclosure of wade secrets.

Expedite the legisiarive process required to join the Beme Convenrtion.

APCAC calls on Host Country Governments 10 :

Revise and update their intellecmal property laws and enforcement mechanisms to protect
pharmaceuticals, chemical compounds and formulations on both a product and process basis,
new uses of chemical compounds and new forms of technology such as biotechnology and
semiconductor-chip designs.

Amend their copyright laws adequately to protect all forms of computer software (including
firnware), motdon pictures, video tapes, sound recordings, bocks and other printed marer.

Adopt or further strengthen protection relaring to trademarks, trade names, servicemarks, and
passing-off.

Improve enforcement procedures and impose effective penalties for infringements of
intellecmal property rights. .

ANNEX

Based on a critical analysis conductad during the Guam APCAC Inreilecrual erty Workshop,
APCAC developed the following overall ranking of member counmies' intellecmal property

protection in terms of:

- Adequacy of laws compared to APCAC standards;
- Adequacy of enforcement and penalties;
-  Willingness and "Good Faith” to correct remaining deficiencies.

BEST HONG KONG
A AUSTRALIA
NEW ZEALAND
JAPAN
SINGAPORE
INDIA
REPUBLIC OF CHINA
MALAYSIA
INDONESIA
_ _ PHILIPPINES
: KOREA
WORST THAILAND




APCAC Resolurions
Guam

APCAC will review this ranking at funure semi-annual meetings, based on the progress made in
each member county.

TRADE IN AGRICULTURAL PRODUCTS

APCAC actively encourages liberalizarion of trade in agricnimiral products inchiding export of more
consumer ready agriculmral products, eliminaton of quotas and development of methods by which
nazions can be guaranteed food securiry within the free trade system. APCAC believes that trade
in agriculture must hav:‘gjarity in wearment with trade in goods. APCAC fuily supparts the
President’s objective to achieve agricultural trade liberalizanon, including the elimination of all
exisung farm subsidies, in the context of the new GATT Trade Round. APCAC calls on the
American Government to reject protectionist provisions in the tade bill which would affect
agricultural trade.

TAXATION-SECTION 911

With the continuing trade deficit, and the vital role that the export of U.S. goods and services plays
in reducing that deficit, it is imperarive t0 place American-taxpayers abroad on an equal footing
with their compegtors. Since no other major industrialized nation taxes its non-resident citizens on
income eamed abroad, APCAC condnues to urge the full exclusion of foreign earned income and
sgongly opposes any further reduction in the amount of the Section 911 exclusion.

EXPORT CONTROLS

1. The Reagan Administration has recently armounced its policy to eliminats unnecessary
trade-limiting provisions of the 1979 Export Control Act, and has requested Congress to move
legislation forward speedily toward this end. APCAC is gratified that the Administrarion has
recognized the trade-inhibiting influence of the 1979 Export Contol Act and looks forward to
the inooducrion of 2 more realistic legal framework thar establishes a bettar balance berween
economic and sational securiry interests of the United States.

2. APCAC wishes to remind our national leadership thar :
-  sueamlined rational and predictable export controls will improve competitiveness;

- ihe overall seaumity of our counoy requires both economic and military securiry - a _
strong, vital indusmal base is key to a sqong military readiness;

-  indecision and uncermainty about export license approval wastes valuable management
resgurces, eroding compegitiveness;

- the percepton that U.S. conmols are mare severe than multilateral controls has caused 2
shift away from American products (de-Americanization) and “designing out” of
American components. This adds to our general trade imbalance and in 1986 may have
caused our first high technology trade deficit ever recorded; and

- greater weight should be given to commercial considerations before invoking export
conuols for foreign policy reasons.

3. APCAC sapports the recommendarjons of the Narional Academy of Sciences’ sady on Expart
Controls,
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4, APCAC believes legisiation should include provisions which:
- provide specific deadlines for detarmination and more precise definition of foreign product

- eliminate licensing requirements for low-level technology exporns o our non-COCOM trading
parmers;

- maintain DOD authority to review licenses, but place a maéonable time limitation on this
procedure;

- make the U.S. Commodiry Control List identical to the COCOM list, while strengthening
mmiglareral controls;

-  eliminare re-export licensing requirements te COCOM and 5(k) countries and eliminare
re-export controls to any country, or pans and components incorporated into foreign goods
when the pans or components are 35% ar less of the vaiue of the foreign goods; and

-  give greater weight to commercizal considerarions before invoking expont controls for foreign
policy reasons.

BANKING & FINANCIAL SERVICES

APCAC continues to endorse efforts by the U.S. Government and the private sector to secure
market access and national treatment for U.S. banks, securities companies, insurance companies
and other financial service companies in those countries which resuict the compedtive capabilities
of U.S. companies.

Banks and other financial service instimtions experience discriminatory treamment in many areas,
including leasing, merchant banking, corporate finance, securities and remil banking. In many
countries, restrictions on local cumrency funding continue 1o be a major constraint,

In most countries, U.S. insurance companies face restrictions in licensing in the rypes of insurance
coverage which may be offered. Premium funds received from policy holders often are subject to
remittance restrictions, disciminatory tax rates and local investment resrictions.

This lack of access for financial services and products offered by U.S. financial services
companies is parricularly discriminatory when compared to the access granted to host counoy
companies operating in the U.S. financial services markets.

TAX PROVISIONS AFFECTING RESEARCH
DEVELOPMENT EXPENDITURES

Prior to the 1986 Tax Reform Act, 100 percent of research and devel expenditures spent in
the United States were allocated against US source income. The 1986 Act reduces this autornadc
allocarion to 50 percent for one year and then to none. This increases the tax cost of US
muitinarional companies and will encourage U.S. companies to move research and development
expendimres to foreign countries. This will reduce US comperitiveness.
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Recognizing this, H.R. 1116 and S. 716 were recently introduced in the House and the Senate by
a bipartisan majority of members of the House Ways & Means Committee and the Senate Financs
Comminee. These bills restore the 100 percent allocation of research and development expenses to
U.S. source income and they make the provision a permanent part of the tax law,

APCAC strongly supports these two bills.

Further, with respect to research and dévelopment, the Tax Reform Act of 1986 rednced the credit
mm expendinures from 25 percent w 20 percent and bas made the credis available for only
years. : )

APCAC urges Congress to restore the credit to 25 percent and to make the credit permanent.
RESTRICTIONS ON INVESTMENT

APCAC opposes the additional restrictions on foreign investment contained in the Bryant
Amendment. For many years, APCAC has worked to reduce resrictions on U.S. invesmnent in
our host countries. We have made progress with the argument thar foreign investment is desirable.
The Bryant Amendment undermines these arguments as well as U.? Govermnment efforts
inciunde investnent liberalizaron in the new GATT round.

US. & FOREIGN COMMERCIAL SERVICE FUNDING

APCAC iates the efforts of the United States and Foreign Commercial Service (U S&FCS)
and other U.S. Government export ton acdyviries in their endeavors over the . past year to
spark awareness in Americans 10 lo& abroad arade ﬂll'mvmmfo'rpomuﬁﬁes aske yto their
furure financial success. While it is vital that these efforts be redoubled, broad-brush budgetary
reductions are cripp Ling their abiliry to caory out the Administrarion’s repeatedly stated trade policy.
At the same time, our compesitor trading nations are significantly increasing their already
substantial export promotion efforts. .

APCAC strongly urges the restorarion of the US&FCS's p_re-1986 budges levels,
AR CHITECT/ENGINEER AND CONSTRUCTION SERVICES

APCAC supports open competition in the Architect/Engineer (A/E) and Construction Services
Industry, and other related activiries.

However, in coun thes such as Japan and Korea where barriers, through government reguiations or
associafion and in dusty practices prevent United Stares companies from participating in such
services, the U.S. G ovemnment should work toward the eliminarion of such bamiers.

TAX RE GULATIONS AFFECTING US. MULTINATIONAL COMPANIES

The 1986 Tax Reform Act has many provisions affecting companies operating abroad. Such
companies will be uncexain about the tax consequences on their operations antil implemenring
r:;?a.dons are ‘1ssued. As an example, the so-called "Super Royalty” provisions affect all
multinational comp anies that own patents, copyrighrs, or other intangibies, and conld result in
double taxaton. /EPCAC urges the U.S. Treasury 1o issue regulations which clarify this provision
and other provisions affecting U.S. mulitinationals at the earliest possible date.
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EXPORT PROMOTION

APCAC welcomes and encourages the positive steps being taken by the U.S. Government to
saengthen the competitive position of American firms in the Asia/Pacific area through ade policy
negotiations on a govemment-{0-govemnment basis. However, APCAC reaffirms its belief thar the
principal role of the Government is to support American businesses abroad. This should be done
not only through oade policy issues but aiso tirough domestic policies and business services
abroad that encourage mm:1 by more U.S. firms in internanonal trade. APCAC suppors
the establishment of a2 on Competitiveness.

GATT

APCAC congrarulates the U.S. Government for its success in having expanded the agenda of
GATT to incinde services, agriculmre, intellectnal property, and investment. We urge Congress to
grant adequate GATT negotaring anthoriry to the ident. At the same tme, we urge the
President 1o contdnue bilaterai negotiarions to promote the further liberalization of intemartional

Finally, APCAC urges the U.S. Government to give high priority to securing NIC and LDC
ratificadon of the Tokyo Round Codes of Conduct. While the "New Round” will take several
years to complete, American exporters could enjoy substantial, immediare benefits from a broader
acceptance of the existing codes.

FOREIGN CORRUPT PRACTICES ACT

APCAC supporss the amendment of the Foreign Corrupt Practces Act to clarify the ambiguiry
which is regarded as a major disincentive by American finns doing business overseas. .

EXPORT/IMPORT BANK

APCAC congramijaes the Adminismration and Congress on the passage of the Export-Import Bank
Act Amendments of 1986 which extend the Exim Bank's charter for 6 years and anthorize the
establishment of a "war chest™ to be used undl other countries eliminate their export subsidizs.

However, in order for U.S. mlalxélufa&n;ms to succeed in foreign markets, ongoindg cﬁgpedﬁve
financial support is required to . exporters compete internarionally today and in the forure.
Accordingly, the "war chest” shogld be funded independently of allocarions to the direct credit
program.

APCAC continues to belisve U.S. exporters and Exim will benefit by having Exim representatives
in the fiald to effectively market its proposals.

2% Up-Front Fee - APCAC believes the only solution is elimination of this fee. As a beginning
siep the fae could be spread gver the life of the loan, but we feel this still results in a higher cost
compared to other OECD members financing.

Budget - APCAC believes thar at best there is significant confusion and perhaps misunderstanding
regarding Exim's budget authorizadons. We, therefore, recommend thar Exim should be moved
"otf budget,” since it is highly questionable and probably indefensible that a credit agency such as
Exim should have its appropriaton authority handled as part of the foreign aid function and be
treated as cash expendimire.
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Mixed Credits - While the recent action to allow the United States Agency for Internarional
. Development (USAID) to participate in mixed credits is welcomed by C, we belisve that the
$5 million limiration is too resmicrive and could seriously hamper the competiriveness of American
firms in large scale projects. We believe USAID should be able to use, at its discredion, all
pon-earmarked funds to support mixed credits. This acdon in no way should diminish USAID
funding for humanitarian purposes.

APCAC is gratified with Exim's recent vse of its "war chest” to provide $100 million lines of
credit 1o Thailand and Indonesia. This aggressive action greatly expanded American sales to these
countries and heiped to regain valuabie market positdon that had been lost due to

financing practices of our competitors. APCAC urges Exim to est from Congress
aythorization to continue, on a standby basis, this concessionary finance facility and to make it
aveilable to purchasers of U.S. capital goods when conclusive evidence is provided to Exim thar
such a facility is needed to overcome compedtdve financing offers from export- promoton
instrutions of other narons.

TRADE AND DEVELOPMENT PROGRAM

APCAC supports increased funding for the Trade and Development Program in fiscal 1988 and
1989. C continues to support the valuable efforts of this program in expanding business
opportuniries for American firms in the region. _

TAXATION OF SELF-EMPLOYED AMERICANS ABROAD

APCAC considers thar self-employed Americans living and working abroad provide indispensable
services 10 America’s intemnarional trade. At t, these individuals are denied their full rights o
the Sectrion 911 exclusion by the provision limiting to 30 t the amount of net profit which
can be considered eamed income in some cases and the provision disallowing deductrions
artributable to excluded income. This is an inconsistancy in the definition of eamed income since
the same limijtation is not applied when calcularing social securiry self-employment tax. In order 10
give these individuals the same benefits of the exciusion of income eamed abroad that is extended
10 corporate employees, APCAC urges the following changes in the provisions of Sectdon 911:

. wmofwm911'(d)(2x3)ﬁmiﬁngmepmmmgcofnapmﬁ:sma:mbe
i as earmned income for purposes of the exclusion; and -

- limit the provisions of Section 911 (3)X6) to apply only to the deduction or credit of foreign
taxes paid on exciudad income.

TAXATION - SUBCHAPTER S CORPORATIONS FOR FOREIGN PERSONS

The U.S. tax law unfairly discriminates against individual foreign investors who invest in the
United States in corporate form becanse it preciudes foreign persons from owning an interest in an
S Corporation. Such foreign investors are subject to Federal taxation as high as 53.8 percent on
remitted profits. U.S. citizens and residents will pay only 28 percent on the same remined profits
if they o through an S Corporadon. By precluding foreign investors, the tax law also
unfairly discriminates against U. S. citizens who wish to associate with foreign investors in an S
corporation. APCAC believes that the tax starutes should be changed to allow foreign individuals
to own shares in an S Corporation.



- APCAC Resolurions
Guam

TEXTILE AND APPAREL PROTECTION

APCAC objects to legislation and unilateral actions by the U.S. designed to interfere with texrile
and appare] impons from countries in the Asia-Pacific area as such action disrupts legitimate trade.

APCAC continues {0 Oppose any new Us.legiélation to control the import of textiles and apparel
by giobal quotas or otherwise. '

SECURITY IN THE ASIA-PACIFIC REGION

APCAC emphasizes the politcal, economic and strategic significance of the Pacific to the US. As
the nations of the area continue to move toward economic eriry and interdependence, and as
other world powers project their presence in the area, C underscores the imporrance of the
U.S. giving prioriry aengon to its leadership role in maintaining the security of the region.

In this regard, APCAC fully supports negotiations between the governments of the Philippines and
the United States and is in favor of the succassful conclusion of such negotiations whereby the
military faciliies of the United States in the Philippines will be retained. APCAC acknowledges
the importance of these facilides not only in maintaining a necessary balance of power in the
region, but also the vital role that the retention of these facilides will continue to have with respect
10 invesoment, trade and commerce in the region.

DOMESTIC CONTENT
APCAC is opposed o domestic content legislarion in the United Staes or elsewhere in the world.

TRANS-NATIONAL CORPORATION (INCY/
HOST COUNTRY RELATIONS

APCAC encourages its members to formulate and pursue programs designed to inform host
.country narionals and their governments regarding the conmibution of TNCs o the economic and
social development of host cowntries.

ALTERNATIVE MINIMUM TAX

APCAC urges repeal of the provision in the 1986 Tax Reform Act which limits the allowable
foreign tax credir to 90 percent of the aitemarive minimum tax since that provision can result in
double taxarion which is contrary to traditjonal United States taxadon principles. Such double
taxarion of foreign eamed income amounts to a self-imposed tariff on the export of American
goods and services.

ASIAN DEVELOPFMENT BANK (ADB)

APCAC believes that U.S. economic and commercial goals are furthered through our membership
in the Asian Development Bank (ADB). We support the condnued U.S. leadership of the ADB,
conanued fonding of the instmton and the Administration’s attempts to make the instirmrion a
more effective agent for assisting the economies of the region. Emphasis should be on furthering
privare ingustry and free market economies as the effective method of achieving growth.
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HOST COUNTRIES TRANSPORTATION POLICIES -

APCAC opposes restrictions which g_:;ohibit U.S. flag vessel and air cargo carriers from
conducting seif-handling and ancillary freight services in many Pacific Basin countries, in sharp
contast to the freedom enjoyed by national flag carriers of such countries to engage in these
operarions in the United States. APCAC that such regularions, laws and other protectionist
devices, which prohibit U.S. flag carmiers from engaging in tucking operatons or from being
owners of companies acting as shipping agents, container terminal oOperations or sea cargo
forwarders be revised. Such prohibitions limit the ability of U.S. flag carriers to provide
integrated service which could speed shipment and reduce shipping cost.

ASEAN

APCAC notes that ASEAN has vast untapped potential which can be realized through economic
cooperation, both wirthin ASEAN and with other counmes. APCAC agrees it is the roje of the
ASEAN privare sector to be the engine of growth in ASEAN. Govemnments should cream an
environment that is as favorable as possible for ASEAN commerce and industry, but it is for the
private sector to assume the role of leadership. _

ASEAN-U.S, Trade

APCAC urges that the U.S. and ASEAN continue to work toward the objectve of gradual
removal, on a mumal basis, of consmaints to the free two-way movement of goods, services,
invesument and technology between ASEAN countries and the U.S. In this connection, APCAC
calls on the U.S. Congress not to enact into law any bills to require that labeling on any food
product containing so-called "tropical oils” (coconut oil, palm oil or palm kemnel oil), should
disclose which oil is present and to identify it as a "samirated fat”. These biils are discriminatory
and protecrionist by singling out only tropical oils rather than all similar substances containing
sarurated fatrs. If enacted, these bills could have extremely serious effects on the ASEAN
econornies involved and create stong retaliatory amrinides ismpacting our long term trade with the
ASEAN region.

APCAC urges that iniriarives aimed at the removal of trade constraints, provide for national
treatment of American businesses and recognize as ASEAN-based those U.S. businesses
established in the region. : .

APCAC/ASEAN Relationshi

APCAC encourages ail ASEAN governments to continue t lower external tariffs unilaterally o
allow maintenance of export competiiveness and prevent illegal rade. There should be urgent
action to roll back non-zniff barriers which impede the fiow of oade.

U.S.-ASEAN Center for Technology Exchange
APCAC endorses the pians and programs of the U.S.-ASEAN Center for Technology Exchange
(CTE). Suengthening rade and invesunent relations between ASEAN and the United States isa

major objective of APCAC, which the CTE bas been particularly actdve in promotdng. APCAC
strongly encourages the U.S. Government to renew and increase its financial support for the CTE
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PRIVATIZATION

APCAC lauds the efforts of govemments in the region o privatize state- owned enterprises and

encourages further reduction of direct government management or equity control over business

enterprises. APCAC urges foreign equiry participation be permitted in privatized companies.
WORKERS' RIGHTS

APCAC opposes the addition of violations of workers' rights (Pease Amendment) to the list of
Unfair Trade Practices actionable under Section 301,

The linkage of workers’ rights to trada issues would be likely to generate an adverse reaction from
our orading parmers and would therefore retard rather than improve the-condition of workers in
developing countries.

TRANSBORDER DATA FLOW

APCAC believes that the continued growth of intemational trade in goods and services depends on
freedom of communicarions and infonmation exchange. Legal or economiic restrictions inhibidng
the free flow of information between countries can enly impede such growth.

APCAC suppons the interest of the US. Government in the area of Transborder Dara Flow, as
evidenced by the establishment of the Burean of Intermnational Communicarion and Information
Policy in the Department of State, APCAC looks to the U.S. Government to establish a firm and
coherent policy to handle these issues.

APCAC urges host govemments to refrain from actions which would restrict intemarional dara
flow. We accordingly urge the U.S. to assume a leadership role and pursue relevant policies.

DEPARTMENT OF INTERNATIONAL TRADE

APCAC calls for the establishment of a Cabinet-level Department of International Trade and
therefore supports the President’s Commission on IndusmaI’ Competitiveness which, in January
1985, recommended the establishment of such a Cabinet-level post.

The need for the agency is made clear to APCAC members who attempt to deal with the
fragmented, underfunded Federal agencies charged with the responsibility of L}mmmv;icm of U.S.
exports in general and Asia in parncniar. The resources committed by the U.S. to developing
export trade are inadequars in relation to its narional importance and in relation w what our trading
Yuarmcrs unhesitatingly spend. APCAC believes thar the creation of a Cabinet-level Department of

ternarional Trade would be of sufficient scope and budget o focus the United States’ external
trade policies and efforts.

YOTING RIGHTS OF US. CITIZENS
APCAC considers it mmpnz;z: to recognize thar the right to vote for President of the United
not

States of America sh abridged to any cidzen of the United States as a result of that
citizen's choice of residence.
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APCAC believes that every citizen of our nation regardless of his or her place of residence should
be permitted to vote for President APCAC is disturbed to note that in Guam, a territory of the
United States since 1898, citizens may not vote for President unless they maintzin a residence in
one of the 50 states or the Dismict of Columbia and thereby forfeit their right 0 vote in the
Territory’s elections. This same discriminarion exists in all of the other territoties and possessions
of the United States, the Commonwealth of the Northern Mariana Islands, American Samoa, the
Virgin Islands and Puerto Rico.

Therefore, APCAC endorses the petition of the people of Guam, as expressed in a resolution
introduced to the Congress of the United Stares by Guam's delegate to the Congress that the
Constmtion of the United States be amended so that cidzens of the United States residing in Guarn
and other insular American jurisdictions may vote for the Presideat of the United States,

FREE TRADE AGREEMENT EXCLUSIONS

APCAC suppors the U. S.-Canada Free Trade Agreement but opposes the exciusion of any U. S.
territory or commonwealth from its provisions.

MANDATORY OFFSET PROGRAMS

APCAC opposes mandatory offset programs of foreign governments as a requirement for sale of
United States products. Such requiremests force the disiortion of investment and trade panerns,
APCAC recommends the U.S. Government work within the GATT and OECD and in mmirilateral
negotiarions to eliminate mandatory offset requirements. -

GENERALIZED SYSTEM OF PREFERENCES (GSP)

APCAC supports preseat GSP legislation which has brought important economic benefits 1o
many less developed countdes, and urges the Administrarion to use the anthoriry of the Trade and
Tariff Act of 1984 to obtain liberalized access 10 foreign markets and adequate protection of U.S.
industrial and intellecrual property rights. APCAC opposes changing the GSP graduation
provisions since any changes would undermine ongoing trade negotations.

AMERICAN CIGARETTES

APCAC opposes the restrictive practices of countries which prevenr U.S. cigareste manufactmers
from competing fairly in local consumer markets. With the active support of the U.S.
Govemnment, significant progress has been achieved during the past year i liberalizing the
domestic cigarents markes in Japan and Taiwan. Commitments have been mads by other Asian
countries to open their markers, bur it is essential thar liberalizadon is genuine and not mere
tokenism. Still, other Asian countries remain virmaily closed to impons of U.S. cigarenss. Such
restrictive practices prevent the American ¢cigarene industry, of vimal imporance o 2 broad
agricaltural constituency in the U.S., from maximnizin gits key conmibution to lowering the U.S.
trade imbalance. APCAC applands the effors of the UE. Govemment to urge all counties to take
Ecaningﬁn steps 1o open their domestc cigarette markets to American companies in the near
ame. .
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LAND TENURE AND USE

APCAC urges host governments to extend reciprocal land ownership rights to U.S. finms and
individoals requiring real properry to support their investments and calls upon the U.S.
Government to inciude land ownership reciprocal rights as part of appropriate bilateral qeary
negotiations.

If land Jease is the only viable altemarive to real property acquisidon, host governments are urged
to allow long term occupancy, 50 years minimum, preferably 99 years, at 2 predictable cost
throughout the lease contract, :

APCAC also calls upon the U.S. Government to include the issue of land tenure rights in any
funure negotiations of appropriare bilateral trearies.
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