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Attachment

Peter R. Barcinas
Aotina

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

Tourism
Promot.ions
Cabotage
Information Standardization and Dissemination
Aircraft Satety

IBADI
Proteotionism
Competition in the Production of A,ricultural

Commodities
Product Quality
The Devaluation of the Dollar
The "Buying of Amerioa"
Cabotaa.

In response to your memorandum reiardinl the above Bubject.
dated May 24, 1988. I am submitting the followin, list of
pert1nen~ topios and issues for your consideration as
discussion items for the upooming meeting-

The Lieutenant Governor
Direotor I D,epartm.nt of Commerce
National Conferenoe of Lieutenant Governors
Committee on International Trade and Tourism

To:
From:
Subject:

MEMORANDUM (Second Submi.sion)

June 15. 1988

OIPARTMINT OF COMMERCE
GOVERNMENT OF GUAM

AGANA. GUAM eesno
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Fer tnv two jU5ti~i_ble categories of protectionism, the
me.SUres should be 1n the form of tari~f5, quotas, or a
combination of the two (which have effectively the same
impact upon the ~orce5 of supply ~nd demand, but difTer in
their eifacts upon government rRvenues and private profits),
however, in the case of technoloqy with potential military
applications, restraints (aMPort controls) may also be
necessary and appropri.tR. E~port subsidies may be applied
in retaliation against pvrcRived "dumDinQ" (sellinQ products

Th. only t~c catecories of Drotvction1sm that are rationallv
justi~iAbl. are thosR that are designed to foster the Qrowth
and oerpetuaticn of "infant industriesll until thev Cianstand
alone in competition with fore1an producers. and those
de5ianad to maintain industries that produce the primarv
resources and ~inished products necessary to th. defense of
the integrity of a nation's borders durinQ times of war!
when these products mi9ht not be available because of
embarQo or blockade. In the former ca~e, the measures
~pplied Should be for a short term only, and for industrias
that are likely to eventually be viable. in the latter, the
products 5hould be absolutely e6.enti.l tc ~ nation's war
eifort, and not rQPlaceable with elDs~ substitutes even
durinQ period. of nation.l c.t~.trophe.

e~Qtl~tlQ~'~mlOver the past flv. to tQn vaars there ha.
b.an a rising tide of prctactjonism throuQhout the world,
which 15 most often aMnibited 1n the farm of impart tariffs
and quotas alon9 with eKport aubsidiRS ~nd, in some raS9a.
ra.traintsl bovcotts and embargoas also Dlay a role, but are
mere frequantlv used far political rather than (perceived)
economic purposes. In fact. the cerceivad qains for a
nation from applying protactionist measures are short-lived,
if such gains accrue at all. and the ultimate effect of
protectionism is to cause economic damaQ9 to both partners
in a trade relatlonsniDs trade SMist. to take advantaQQ oi
economic efficiencies (ccmparattv. .dv.nt~9.), and
p~otectlonism interferes -with the realization Qf thas.
-8ffici~ncigs. .A15o, protRct1ontsm in-tn. extrema h•• -beRn
the root cause of many (If not most) international conflict.
over the past rentury, inrludinq but not limited to wars.

Tn. follcwina is a sari.. oi trad. and tourism i~5uas
ccnfrontlna the United state. in the latter h.lf of the
1990.. While theBe issu•• do not ~11 Qg.clflcallv .ff.ct
Guam in a direct manner. they ~r. nevertheless import.nt to
the economic PRrformancR of the nation, both domesticallY
.nd in the international Arena.

TRADE AND TOURIS" ISSUES
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of agricultural commodities
into the mainstream of the

C~moetitlon in the production
has brought many o~ the LOCs

Sinc~ the end of World War II, the indu$triali~ed nations.
throuQh crQanlzation of the United Nations, nave m~d& ~trono
and suc~e5~4ul effort. to assist the less-developed
developing countries (LDCQ) to become self sufficient in t.he
production of foodstuffs. This prDvid~s an &Kcell.nt
aw_mDle of thR altruistic motive comina back to haunt us.
we wera (and ar.' .0 appal1ad by the specter of.starv~tian
amonQ humanity that \If_ have Qon. tD -Qreat rengths to
implamant a remedy, yet the cure has co~t us dearly, as the
LDCs have turnad from beinq &ub~tantial imDorters of Qrain
and other foods to beinQ ~u1te effective producers and
exporters in their own riQht. With its vast and fertilR
heartland, th. United States had long h.d both. comparative
~nd absoluta advantage in the production of foodstuffs. and
the enormous efforts to advance farm tl?cnnologyin the 1930£0
kaDt the nation at the forefront of wOr'ld foed markQts
through the 19605; the $urqe of competition from the LDC~.
thou~h. has seriously hurt the U.S. as a world trade 1&~d2r.
This, combined with thR industr'ia11%ation of the Asian­
Pacific Rim countr'ias.has reverspd the role of the United
States from th~t of a nat exporter and international
creditor to that of a net importer (on a Qrand $~ale) and
debtor to such nations as Japan and ths Republic of China.
The.collapse oi our international aQr1cultural mar~ets has
had ~~tr&mely pctent political impacts domestically b~cau$e
of the much-publi~ized effect uaon the Q~onomv of thR f~rm
belt in th~ Midwest. In addition. the problem is very
costly to the nation because of the l~nQ-standinQ policy c.
categortzinQ ioed as an essentIal str~teaic product, l~~din~
to sub~idization of ~h~ industrY bv way of crop crice
sUDPorts and other' methods of inter~&rRnCa with mark~t
fCr~ces.

CQmllllt!.~i.QD_i..n__ t.IlR._etgQ\.l&tiQQ __Qf_Agc.i.~"=1l.tytJ!J._.~gmmr,;n:U.~i.@I'
For'naarly the first two hundr'adyears o~ it. BMistence. the
United States was a n.t eMporter, from the humble beqinnlna
of b.in~ an eKportsr of raw m~terials (primary resDurCQs).
th~ country qr'aduallv bgcam~ the major source of
manufa~turad prodUcts in world trade. However. the mainstay
of Amarica's experts has always baan food.

the twa rationally
the practice i. an
.vil In the trad.

the aKc.ption of
for protectionism,

som.time. necessary
nation••

In general, with
ju~tifiad r'•••cns
unfortunat. but
r.l&ticn. b.twean

balow manufActurlnq cost in tha int.rnationat mar'k.tl,
••tting lower pric•• for the pAr't1cular'commodity 1n world
trade, but pramotlnQ economic inefflct.ncy in it. production
and transfarrlnQ Incom. from the t~M payinQ public a. a
group to the product'. produc.r••

1-
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As the intarnetiDn~l sector of the U~S. e~onomy remains
depre~sad4 the ~orces causing the n~tion's exports to lac
will oradually b~ diminichad. AlthoUQh there have baan real
imorovement. tn the Qualitv Q~ U.S. ceads ovar the last
decade and efforts are beinQ made to impre§~ this fact upon
the rest of 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 ~ffectiveness of corporate manag&ment could
do a qreat deal to advance the nation's competitive posture~
~s will continued improvements in the Rngin89ring ~nd design
oi new products with an eye not just tdward the satisfaction
of the U.S. con5umer4 but toward the wants of our newly­
prosperous neiQhbcrs, a5 wall.

e~~dy't_~Y.llty.Parhaps the greatest problem that the
United states face. today in its awpcrt markets for
manufacturRs is the widespread parceotion (accurate or
otherwisa) that the progress made toward .fficient mass
production h~s come at the cost of auality. Aqain. the waqe
scales and standArd of l1vinQ in the u.s. place the nation
at a comparative disadvant~Qe~ but in this c.se far two
reason51 first, of course, is that the cost of l~bor i~ the
manufacturino process forces up tn. prices of U.S.-made
gDodsJ the second, some~hat lass obvious rea&on is that the
motivation, tha "work ethic" of the Anaaric:anl~bDr force has
d.tar1orat..d due to the leiaura and .ecurtty that hiQh
tncomas Qanerat.. Another .sr:uiitctof th. decline in tha
perceived quality oofU.S. good. i. that th.r. was so little
international comp.titian 1n th. manufactur. of Qaods
relying on advanced technoloQY for so lonQ that Amarican
management practices hava become inefficient and moderately
disor9~nized. A prime Qxample of this malady was the
inability of the U.S. automobile industry to .d~pt to hiQhar
fuel prieRS in the mid-1970s by manufacturina smaller. more
economical cars. in iact. Chrysl@r Corporation discontinued
production of the Plymout.h Valiant. th~ last midsized
"economy car" in the countrv. just.o,",eyear before the first
ail crisis. and &ffectiv.ly refused to put it bACk into
production aven When the enerQV crunch went into ~ull swina.
This was one of the elements that cost the U.S. its
pre&~inence in world markets.

world economy at the same time th.t it has puahad the U"jt.d
Stat •• down ~ 4.w notch••, and it i. not likely that the
nation will r..m.r;. 4rom thts posture socn. b.caus. wag­
.cales and standard. 04 livlnq in the U.S. are .till Hell
ahead of tho•• in most other countries. w. will not be able
to comg.t. effectiv.lv 1n this aren. unttl the world'•
•conomi.s ar. som.what realigned. What is llk.ly is that
the natton'. f.rm economy wtll b. dsDr••••d for mAny mara
yeArs •• van d.cad•• , but the mere f~ct that the U.S. has
su~h wtd. tract. of hiQhlv f.rtil. land will .vantuallv
rev.r •• this situation.
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Tb@ •.~~b!~lDg, .•_2f_eID!!r.i~,~~~1 As tn. tr~da DOiii tion ~f tna
United States has deteriorated over the past twenty Dr so
years, other nations. most notably Japan and the RRpublic o~
China. have built up enormous surpluses of international
eK~hanqe in the form of U.S. dollars and other claims
enumarated in dollars. While thv devaluation of the dol1~r
has hurt these countria45 in real tarms. the natUJnal!iof
the5~ foreiQn nations have taken a rational approach to
orotectlng their wealth: they have been buvinQ assets

,

Another aspact of the remarkable success that Japan has had
in international trade since the lata 19609 t. that the yen
has-.bQf!n comDetina more and mora with the dollar as the
currency of preference in the world marketplace. AlthouQh
this has b&.n somethinQ ~f a blow to the p~lde of ou~
national Qovernment and has become a topic of cor.v&rs~tion
in trade and financi41 circles, it is actuallv Ot very
little true importance. The reason that the ven has gained
this status is th~t the price level in Jacar.ha5 remaina~
$urprisingly ~table throughout recurrent busines5 ~ycles;
thus, the yen has a ~t.bl. value. and traders who use it
have correspondingly lower risk5 because of the red~c~o
probability of eXChanQR rate losses in transactions. in
Qener.l, though, it ~eally mAkes very little dil~erence
which nation's currency dominates i~terr.~tionaltr~de. so
long as the value of that currencv ic rel~tivRly st.ble and
the currency itse!f i~ av.ilable in Quantities adeQuate to
support the lavel of world trade activitv.

Ib,.__DIilY~l\!'t:i.,Qn__Qf...th~ .QQ~_l.• r:.l In 198:5, the U. S. struck an
accord with JapAn, its sRcond l.,-a.st trading p_rtn~r
(behind Canada>. to reAliQr. tha value of th. dollar vis-a­
vis the van. Since that time, th. yen ha. far wurp••••d its
tar~et value of tSS to the dollar. settl1nQ for an
un~)Cptilc:t.dpar-iod of tim. at the much hi~her RMchanQ. ra,t.
of around 125 to the dallar. The raason for this accord was
that Japan "ad beRn running 1.rge and r.c\.\rrin~surpluses in
1ts trade wi th the U.S., ...nd prot.ctioni st pres,sureswar.
h••tinQ up in tn. States (particularlv in the MIdw••t). the
dollar', dev.lu&tian was an attemot (a succe••ful on.) to
h••d off What could onlv have been damaQinQ trade wars. The
anticipated affect of the d.v.lu~tton, that i~ would make
U.S. qoods mora prtce-~omDatitiv. and re~erse the balance o~
trade. has not vet bean fully realizad. The main r.ason for
this is that markets taka time to adjust tc changina
conditions, but there are other, non-market barrters to the
wids5pread consumption of U.S. Qood~ in J~pan, as well. In
addition to the ingrained quality ~onsc1ousne$s '04 the
typical Japanese buyer. thare is ~l~o prR~ent a degree of
what could be characteYizad as n~tlonallstic prtde th~t
automatically qrants preferences to Japanese-made oroduct&
in Japan: a Similar attitude holds ~wav in virtuallv every
cDuntry, and avan within indiVidual communities, worldwide.

,r.Q__ __ _ .. _.. __ • I ..... _, It .. I I ~ t t "WI ... ..." • ~,'-"'"



C~QQtA911 The restriction of the right to transport cargo
and passeng.rs in coastwise trade is a specific category of
protectionis~ that m~Y have outlived its useful purpose~
Thi6 sat of l~ws And re~ulations Was desiQned to prct9ct the
U.S. shicbuildinq and m&rit1me industries, yet tha United
Stat&s is not th. ~lao 04 pre~erence for vessel reaistrv on
the hiQh 3e~s: over the vear~, the ccuntrv has imDosed so
manv constraints upon its shippinc companies that they can
net ooerate as a~ficlently, in economic terms. as their
foreiQn ccunterparts~ this mean. that the manufacturers that
producQ for expert may be Davina more for transport than is
necessary. makinq their products less comp8tjtiv~ on world
markets. and that the consumina public is Davina more for
qoods that are traded intern~tiona]ly. Althouah Guam is
intima~.lv familiar with this issue (which we normally refer
to as the Jones Act), it is a policy that a~f~ct5 thR nation
as a whole. The protaction of shipbuildinQ used to b~
justifiad on a national security basis~ to ensure that the
countrv had suf4icient capacity to build adeQuate numbers c4
ya~sels during times of ~ar. but the Navy 5eRms to be doing
quite wall in creatinQ enough demand in that area at
present; in addition, the use of ships in w.riare is no
longer a6 critical to the oVQrall war effort as it was in
the distant past. The protaction of the maritima industry

While the "buyino" 04 Am~"1c. could b. likaned to a type of
economic warf~re. whether it cr.~.nts a real problem is mora
• matte,. of political philosophy than of anything alse.
Althou~h our senSQ Qf national pride becomes infuriated at
each new account of the sale of • portion of our country's
wealth, this 1s dampened by the realization that the nation
as a whole is founded upon numerous diverse ethnic and
geopolitical backqroundQ, and that it is exactly this
aclecticism that has made the United States the dynamic and
prosperous world powar that it has become in the brief span
of t.wo clElntur"iaSIperhAps an in4u5ion of "na", blood" t.
precisely what i. n.adad to bring the country UP to its
pDt&~tial onc. aQAin.

within the U.S •• wh.r. the stability ooft.n. valu. of their
A5sat. in ,.••1 terms r.mains r.latlv.ly constant and not
aubJect to the damag •• that would h.ve otharwi •• b.en caus.d
durinq the 19B~ devaluation. W. Ar. awpariencinQ thl.
phenomenon an Guam. ~1th the Japana.. almost
indiscrimtnatelv buVinQ land and other •••• ta At wtldly
inflAt.d price.. and nationalB o-fboth the Regubl ie D4 SOllth
Korea and the Republic of China preparinQ to sDrino into a
simila,. type of action at any moment I Hawaii has b••n
.wp.ri.ncinQ much th•• ame thinQ, •• have California and the
other Statn, a1b.it to • lesa8r extent. Thi•• it",.t:lon ha.
lad ta the not-altogather unraa90nabla concarn within the
United Stat.. that the natian may lose a l.roe degree of
control over its own aconomy, and ultimately its political
sy.tem.



~~bQ1iQ@1 Tha transportation of passengers between points
within the United States, with a few notable exceptions. 1$
restricted to U.S. carriers. so the issua of cabot~qg is
relevant to tourism as wall as trade. This certainly
creates problems for Gu.m, but if the intent is to increase
thQ number of for&iQn tourists visiting the Unit.d StatQs,
substantial qains could be m~de if foreign carriers were
allowed to make Qtcps in successive cities in the U.S., mvan
if only at the major "hub" airports, This form of
prctgcticnism fer the U.S. airline industry seems an
anachronism now that deregulation has baen imDlem&nt&d in an
effort to improve competition; open1nQ the market to foreian
carriers wculrl anhance that comPRtiticn aven furthQr. An
"open skig5~ poliCY would also improvR the imaQ. of the
United States internationally. sin~e oth.r countries often

~cQm2~iQn.1It appears that en. of th~ major constraints to
the ~urth.r davelopment of the U.S. •• a destination far
foreign touri.t. is that there ts very little coordinAtion
of promotional efforts at the nationAl lavel, and that the
task of tourism cromotion i. disjointed because it has been
relegated to the State.. Fro~ cur cwn 8Kparianc., it is
clear that enormous gains can be derived from Joint
promotions of tourist facilities and .ttracticns, and that
tourists are more likely to conSider a oiven de$tination if
there are ~av&ral optians available to them. For in5tance.
a foreiQn visitor would be mere likely to considQr Hollvwood
as a destinAtion if made aware that there would ba near and
ready ace_c. to a day or two of Qamblinq, at cetera, in Laa
Vegas and a chance tD view the Bpl&ndor~ of tn. Grand Canyon
and Yosemite National Fcrast. While it may be difficult to
cQnvincEI t.he Conaress to make more fundinCiavailable for
national tourism promDtions <there have hean year. in rac.nj
t . i "'''''i S -'TOUlh1.'_ . _ AI:M'&)11o~"JIOimes dur ng wn en the U. • Trav"l and 'fr"aft...,.,.t -A£soca~~cn--
(USTTA) hAS had. budaet las. than our awn Guam Visitors
Bur.au), the states themselves, alonQ with the Territoria.,
could instituta a consortium to Dool resources and tarqet
the international markat for their marketin~ efforts; this
cDuld be in addition to or 1n lieu of efforts bv the
individual states to attract tourists from on& another. Th.
consortium could beneflt from the adoption of the tried-and­
true method& us&d by oth.r nations that have been successful
in promctinq themsalv.s as tourist de5tination~ abroad. ~nd
th. potenti~l may e~ist ~or coordinatlng efforts with Canada
and MeKico, aD well.

rQUBllt1

from foreian comD.titian t. also no lonQ.r .s critical •• it
used to be. OpeninQ tha coastW1S. trAde to for.iQn­
reaistared veseal. CQuld av.n lmDrov. the trade Do_ition Qf
th. UnitEd State•• imply by puttin9 the country in & more
friendly posture in tarm. of trade rRlations.
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eir.~r~f~_§~f~t~1Since the dereQulation of the airline
industrv, and with an aginq stock of aircralt in the United
S~at&s_ ther. has been an increased incidence of problems in
Air travel, this ~pp.ar. to be mainly asacciated with
aircraft maintenance. Although th. Federal Qovarnment i.
'c:harr;adwith -th. responsibility of reQulatt",;-airc:raft
malntenanc:., the States could -a1so impose (i dealIv « un!farm)
cont~ol. on such thinos as m.int.nanc:a schedules and the
distribution of information reQardinq manufacturers'
adv1.orias. This CQuld aid in ensurinq that air travel
ramain& safe in the country .nd improve the imaqe of the
U.S. aG • 5a~e tOuri5t destination.

{QtQ~mltlQn_it!nd4~dl~.~lg~__lnq.P~~••mlo'-~lQQI Ther. i. no
unifi.d saure. of can.olidAtad tourtsm information about the
United Stat.. .v&11.bl. at pr.sent. It would b. quit.
u••4ul to h.v. compr.henslve data reQ~rdinQ the ori~ins,
demaqraphie char.ct.r1.tl~., expenditures, lnt.r••t. and 50
forth o~ foreiQn Visitor. to the ~auntry so thAt tourism
facilities and promotions could b. tailor.d to attract the
most vi.ito,.. (and the most tourist .xD.nd1tur••) with the
r••ources available. This ts one sgaci4ic ar•• in which the
USTTA could olav an inv~luabl. role by .tandardiJinQ
raporttnQ formats and the definition. of the various tyges
of relevant data. Such information could ba mad. available
to each -stat. and Territorv .0 that they would have a basi~
40r ccmp.rinq their own performanc. in attractin9 tDurists
to that of other jUrisdictions, And so that they CQuld
emulate the suc~as$ful programs of others.

u.s. t.nds to .rbitrArily int.rprRt
in .uch a Nay •• to m.k. th.ir .ffect.

~Qmpl.in thAt th.
bilateral .Qr••mant.
ona-.:ided.
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The U.S. Trade Representative's Office prepared this information, and WGA staff edited
portions of the text for summary and clarification.

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.

Relative to income, Japan imports 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 3.1:1, Japan-Canada
10.9:I, Japan-Newly Industrializing Countries (Singapore, South Korea, Taiwan, the Philippines,

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 commodities 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.

'Global Japanese Trade

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 )987 U.S. merchandise trade deficit with Japan declined for
the first time during the 1980's to 57.1 billion, a decline of $2 billion (3.3%) from the 1986
figure.

Japan is the United States' second largest trading partner, taking approximately I J% 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 $84 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.-Japan Trade

Trade and Economic Performance

UPDATE ON U.S.-JAPAN TRADE ISSUEs!
MAY 1988



SUPERCOMPUTERS: On August 7. 1987, after several months of negotiations, the USG and
GO} 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

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
inconsistent with the GAIT. 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 GOl are
consulting to ensure that any Japanese modifications of its monitoring system to prevent third
country dumping are consistent with the September 1986 Agreement.

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.

In response to Japan's failure to implement fully 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 8, more than $5J million

- in sanctions were removed to reflect improvement in the -price of DRAMs 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.

SEMICONDUCTORS: The USG and the GOJ signed a five-year Semiconductor Agreement on
September 2, 1986 to bring about significantly increased sates of foreign semiconductors in
Japan's 510.5 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 to 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.

The Government 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:

Bilateral Issues

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

General U.S. Trade Objectives Toward Japan

Mexico and Brazil) 4: I.



MPT, believing there is only enough demand to allow one competitor to KOD, at first
attempted to induce IDC to merge with its all-Japanese rival. MPT initially proposed ::1

INTERNATIONAL TELECOMMUNICATIONS SERVICES MARKET: The Japanese
Telecommunications Business Law, which went into effect on April 1, 1985, allows competition
with Kokusai Oenshin Oenwa (KDD), 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 lnternarional
telecommunications business in competition with KDD. One consortium, International Digital
Communications (Joe), has 33% foreign ownership. IDe seeks to construct :1 trans-Pacific
submarine fiber cable in 1990.

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.

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-l)
developed for U.S. industry access to-"private commissioning entities." will apply to the new
Kansai International Airport, the Tokyo Bay Bridge. and the NIT Headquarters Building.
Another set of special measures (K-2) will apply to several major public works projects, l.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.

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 $ I6 billion in major projects in Japan over the
next 10 to 15 years.

Two sales were made to the Japanese public sector last year under the GOJ SI 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
Tokyo 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 GO] 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 GOl procurement procedures and the severe discounting
practices of Japanese companies. The USG provided the GOl 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 to our earlier questions regarding ongoing bids by Japanese entities. No
response has yet been received.

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 nil potential bidders an
opportunity to demonstrate the merits of their product to the GOl.



In November 1987, the GATT panel found that 10 of the 12 disputed import Quotas are
GAIT -inconsistent. The remaining two import quotas were found to be GAIT-permissible
but not large enough. On February 2, 1988. the GATT Council accepted the panels
findings. The GO] has indicated it will remove quotas on six of the categories in two
years, 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
quotas on all ten categories and significant enlargement of the two GATT-consistent
quotas. The USG will demand compensation for any GATT -illegal Quota which is not
liberalized after two years.

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

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, usn 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 its 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 rollback meetings in early 1988.

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.

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

AGR ICUL TURE:

After substantial pressure from the USG and the U.K .• MPT dropped its opposmon and has
granted licenses to the two competitors. MPT has reportedly informed the parties tha: it will
also grant approval for the construction of the cable, USTR will continue to monitor
developments.

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



2 June 20. 1988 editorial note: today the U.S. and Japanese trade representatives 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 deraits of the agreement are not yet available.

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 Department estimates that exports of these two types of
fish to Japan increased about $55-60 million through November 1987 over 1986 levels. On
January 19-20. J 988, the USG and the GOJ held their first meeting under the unilateral
undertaking to review performance. The Commerce Department estimates that exports

~ 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 GAIT-illegal. At the Trade Committee meeting held on
April 20, 1988, the USG requested a staff-level meeting to discuss removal of these
species from the Japanese quota system.

Also in April ]987, the USG submitted a statement in support of the EC's GATT
challenge to Japan's discriminatory taxes on alcoholic beverages. 1n October 1987, the
GA TT 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 GOJ
to take positive action on reform of the tax on alcoholic beverages, and discouraged the
GOl from raising the existing specific tax on wine. The USG request notwithstanding,
the GOl 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.

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

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 M:lY 4, the GATT Council agreed to the
formation of a GAIT panel to review the dispute.

Beef and Citrus;Z On March 31, ]988, 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 Xl.



The USG and the GOJ reacbed an ad referendum agreement at the end of March on a new

SCIENCE AND TECHNOLOGY AGREEMENT:

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 1986, 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 attributed to the
appreciation of the yen since 1985.

MOSS TALKS: In 1985 and 1986, the USG engaged the GO] 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 oharmaceuticals 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 wood and paper products.

As a result of continued USG attention, the JFTC undertook a survey in June 1987 of
allegations of anticornpetitive 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 JITC 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 -Dew 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 Dot yet been a significant increase in
sales, nor are there indications of a change in buying patterns.

SODA ASH: U.S. 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 carte] of Japanese soda
ash producers. In 1985 and ]986, 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.

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
proceed with a "research" kill of 300 Minke whales, without the approval of the
International Whaling Committee (lWC). 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 I, 1988.

are estimated to grow to S300-400 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.



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 effect since
1980. After seven rounds of talks, the two governments resolved the outstanding issues and
reached an agreement that should strengthen S&T ccllaboration 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 to strengthen the
bilateral 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.



WGA staff has added some editorial clarifications to the text.

1 This information was compiled by the U.s. Trade Representative's Office.

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

Agriculture/Tropical Products

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 aU contracting parties and issue public reports. On the TPRM, however, we will have to
persuade several tDCs that the review should go beyond GAIT obligations to address all
trade-affecting policies and practices.

We appear to be close to a consensus on procedural reforms in dispute settlement and several
elements in improving the functioning of the GAIT (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
GAIT Council with a written explanation for any blocking of a panel report. Other issues
such as enhanced surveillance or voluntary arbitration will probably require more time.

Dispute Settlement/FOGS (Functioning of the GATt System)

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. Most notably, we bave 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.

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 aU the areas of importance to us.

Overview

THE GENERAL AGREEMENT ON TARIFFS AND TRADE
URUGUAY ROUND PROGRESS REPORT

From the U.S. Trade Representathe's orn« (USTR)1



These negotiations are currently concentrated on I} 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 transparency 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.

Services

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 positicn 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.

Investment

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 GAIT concepts such as dispute settlement and
transparency.

Intellectual Property

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. Futherrnore, 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.

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



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

Natur31 Resources

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.

MTN (Multilateral Trade Negotiations) AEreements and Arrangements (Codes)

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 GAIT 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.

GA17 Articles

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 Mf1'l basis, but that some way must be found to deal
with the proliferation of selective grey-area measures taken outside of, GAIT 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.

Safeguards

In accordance with a timetable agreed to in February, we will be submitting an informal,
broad "request llst" 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
to bind more of their tariffs. Agreement has also been reached to explore the development of
data necessary to conduct the negotiations.

Market Access: Tariff and Non-tariff Measures

Although many of our trading partners want to focus on developing an agreed definition of a
countervaHable 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.

SlIbsidtes



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 GAIT-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 also hope to complete multilateral consultations with Japan on a large Dumber
of agricultural and industrial product QR's.

Standstill and Rollback

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 implemented. 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.

Textiles

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



1 Prepared by WGA staff.

Congress has pressured the Administration to address the issue of Canadian subsidies. Earlier
this year 2S 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 to 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 Dot 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 specifically calls for the Administration to enter into
immediate consultation with Canada to end "Crew's Nest>' subsidies for grains destined for
export to the U.S. through eastern Canadian ports. In addition the recommended language

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 S131.3 billion. Exports to Canada equalled S59.8 billion and imports
from Canada equalled S71.5 billion. The opinions of the western governors about the FrA
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 ellinination
of tariffs as w~lI as a major reduction in non-tariff trade barriers: Opponents of the
agreement in the West have generally 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.

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 (FfA)
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 I, 1989.

June 16, 1988
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2 This payout figure is approximate and is subject to differing interpretations about what
the actual amount of debt is Ior unrecovered Energy Department losses which must be repaid
by U.S. utilities.

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

The trade of plywQod with Canada has been another issue of concern in the West. Plywood
producers have organized opposition b) 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-gcvernment 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

The CD.~\~ government apparently feels that the language on subsidies worked out between
the US. AA""lnistration and Congress. presents major difficulties. Recently. Prime Minister
Brian f'l\Lllr~'s Chief of Staff, Derek Burney expressed Canada's objections at a meeting
with Tt"eA.~ Secretary James A. Baker m.
ACluaU'1 all U.S. members of Con&ress are satisfied with the subsidies 'language
comp:o\'<-l!£ ~reed to by Ways and Means and Finance. Senators such as Pete V. Domenici
(R-NM Q.~A.A'!1JanK. Simpson (R-WY) continue to express their opposition to certain portions
of the Q,y~nt. They have some serious concerns about the impact of the agreement upon
uranice-, IMdependent petroleum producers. On June IS, the Supreme Court unanimously
reve(Sd, 0.. fc4!.rat appeals court ruling that would have required the Department of Energy to
restrict ~ el\richment or prQcessing of imported uranium. The ruling is a defeat for U.S.
uraniut'h Fducers who have argued that the Department Qf Energy has been wrongfully
denyin, ,,,,,p.,,rt relief to the uranium industry under the Atomic Energy Act. The FTA
exempts ~a from the import relief clause of the act.

Prior to ..fte.,Supreme Court decision, the Jleagan Administration offered to establish a $750
million tlCClMnt 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 AtDmic Energy Act. Furthermore. the Administration
, offered to include this procurement fund provision, along with Titles n and m of the uranium
revitalization bill (S2097) in the FTA enacting legislation involving a total payout of. up to'
S)3.3 billion.2 :Since the Supreme Court bas ruled against the uranium industry." members of
Congress who support the industry wi11 probably push harder for the inclusion of the uranium
payment provisions in the FTA implementing legislation. Uranium industry supporters have
been supporting the bill S 2097 passed by the Senate in March} Title I of the bill which
would put fees on domestic utilities that use more than 37% foreign uranium, would net be
added to the FTA implementing legislation. Some members of Congress, sucb as Dan
Rostenkowski (D-ill), 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 paYQUL

calls ftJr Msoliations with Canada to redDCe or end service subsidies and for discipline on
subsidte~ tkat adversely affect U.s. industries that directly compete with subsidized
import: ~ industries include. but are DOt limited to, coal mining. oil and las production,
non-ferrotU metal mining and smeltinl, agricultural production, lumber production and
fisherie.s



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
£Qmpliance 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

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 FfA 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 a 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
1989.

Another unresolved issue is controversy regarding the President's compliance with certain
·fast-track· procedure statutory requirements for the FfA - 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 FrA final
implementing legislation should Dot be reviewed under "fast-track" procedures.

One issue which apparently remains unresolved is the wording of legislative language
concerning the binational panel created under the FfA 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 under 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 panel 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. -

The interest of the western governon concerning the treatment 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 language 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.

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



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.

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 a provision of state or local law. the
FT A or the implementing legislation will prevail. State law 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 Jaws. or new state Jaws 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. .

The issue oC provincial and state compliance with the FTA is a significant one for both
countries. Article 103 of the agreement states that "Tbe 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. bas a crucial bearing upon how the
Canadian government will act to require provincial compliance with the FTA. Canadian
provinces have greater constitutional power vis-a-vis the Canadian national government in
comparison to the U.S. federal-state formula.

the movement toward approvaJ of the pact in the Canadian Parliament and the U.s. Congress.
Canadian International Trade Minister John Crosbie bas admitted that as many as six of
Canada's ten provincial governments are displeased with the impact of Cederal legislation to
implement the FTA on provincial jurisdiction.



Footnotes: 1/ Labor income per unit of output.
11 Compound average annual increase in base rates (t). ~age settlements in

all industries, all agreements.
11 Actual rate at end of year. Floating cate set .25% above 91-day

treasury bill tender rate.
11 Essentially a producer price index.
11 Level as of February 1988.
!I Includes services, transfers, and investment Income ,

Sources: Statisti~s Canada: Sank of Canada Review, U.S. E~bassy ana Conference
Board of Canada projections. _. .
Note: This table is listed in the U.S. bepartnent of camerce, Farel.gn Econanic
~ and their Inplications for the United States" repxt, May, 1988.

Main Imports from the U.S. (19B7) (C$ billions): Automotive Vehicles and parts, 27.5:
communications and electronic equip. 7.4; industrial ~achinery, 6.3: equipment' toolS,
5.6: chemical products, 4.7: aircraft' parts, 2.5; agricultural ~achinery, 1.7.
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WGA staff has added some editorial changes for purposes of clarification.

1 This information was prepared by the U.S. Trade Representative's Office.

Mexico's modest economic recovery and strong balance of payments in the first three Quarters
of J 987 were undermined by rising budget deficits and inflation. collapse of the stock market.
and a run on the peso in the fourth Quarter of the vear. In mid-December, the government
implemented a tough economic stabilization plan--tbe Economic Solidarity Pact {ESP1-- to
bring inflation down rapidly. restore financial confidence, and establish conditions for
sustainable economic growth.

Background On The Mexican Economy

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 tODS. 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.

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. If the dispute is not
resolved within 30 days of consultations, either side may seek other means of redress,
including GAIT dispute settlement. The ·immediate action· agenda cans for consultations on
six sectoral issues: textiles. agricultural products. steel products. foreign investment matters.
jntellectual property rights. and electronic _products. There will also be an exchange o_f
information on the service sector to help in preparation for the Uruguay Round GAIT
negotiations,

In April 1985. then USTR Brock and Mexican Secretary of Commerce and Industrial
Development Hernandez signed a ·Statement of Intention to Negotiate a Framework of
Principles and Procedures Regarding the Trade and Investment Relations Between the United
Mexican States and the United States of America·, Tbe 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.

Prior to Mexico's accession to the GAIT (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
fonned 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.

United States-Mexico Framework Auument

MEXICO; TRADE AND ECONOMIC UPDATEl



2 Current account includes all payments made because of current purchases of goods and
services.

The following table includes economic and trade data about Mexico.

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 oayments are Hkely this year.

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 looser monetary policy boosted liquidity but the government kept M-J ( A narrow
definition of money, as currency in circulation pfus 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 coUapse of the stock market generated pessimism
about the economy and caused a shift to dollar assets. Net capital outflows of S2.S billion
(added to a narrowing current account2 surplus) reduced gross international reserves by S1.6
billion in the fourth quarter. Nevertheless. an 58.4 biJJion (manufactured goods export-\ed)
trade surplus. a S3.t) billion current account surplus (heJped by over $3 biIJion in net tourist
and in-bond receipts). and $1.2 biJlion in capital inflows boosted reserves from 56.8 billion to
S13.7 billion for 1987 as a whole.

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.



Note: Me:d.ca.nt:ace st~tistics do not L"1c!.uce"!.~-~or..ci"t:ade,

SO\l:'ces:U.S. Oepar_ent of Comme:::e,Bank of Mex!.co,I~te::latior.al~.or.e~!.:"".{F'Jnc!,Bu:el
£conoaic Analysi3, u.S. £Qbassy, M~~co C!.ty

P:incipal U.s. I=?o~s (1986): cruce pet:oleu= a~~ c!e:ivatives, c~£!ee, tc:atces, s~ell!
automobile, autcmobile ensL~es.

P~~~ici~al u.s. L~o~s (1986): automotive pa:ts, te1eccm=unic~tions ~?=ent, en~~~es,
mec~ca1 shovels, c~mputers, chemicals.
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1 Prepared by WGAstaff. Merchandise trade figures do not include trade in services.

It is common knowledge that the U.S. government'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 bas 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

Between March and April the U.s. 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 NICs 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 been under pressure to reduce its huge trade surplus with the
U.S.

The agriculture sector showed a surplus for the second straight month in April, at a level of
S1.2 billion.

The manufacturing goods deficit grew by _$200 million in April. However in March,
manufactured products bad set -_the pace for increased exports $3.7 billion higher than in
February, with big increases for aircraft and partS, office machines and automatic data
processing equipment. electric-machinery, power generating machinery, specialized industrial
machinery, new cars and telecommunications equipment.

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 monthly trade deficit to 511.7 billion. In April, the
nation's trade deficit was cut back again to 59.9 billion, the lowest ,monthly point in more
than three years. 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 555.32 billion
in 1987. and S50.49billion in 1986. (See the last page of this report for a graphic depiction of .
the trade deficit).

It has been estimated that the U.S. experienced a merchandise trade deficit equalling
approximately 5170 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 improvement in the nation's trade
balance untit recently. Between 1986 and 1987 tbe merchandise trade deficit remained
virtually unchanged. But it appears that the U.S. may now be facing 8 turning point in the
balance of trade picture. since some oC the positive effects of the dollar depreciation are
reflected in recent monthly trade statistics.

- ~~ .....
U.S. MERCHANDISE TRADE DATA INFORMATIONl
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4 Underline emphasis added.

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

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.

Another report issued by the Federal Reserve Bank oC Dallas in March 1988 indicates that 1M
fall in the dollar should stimulate U.S. manufacturing tbroughout the rest of the decade.
particularly in the Northeast, Upper Midwest, and~. Below average gains are projected
for the Southern Atlantic, South Central and Northern Plains states according to the report.S
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 contrast, 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.

Some recent trends are developing in the West which indicate the trade picture is turning
around for the regioD. 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
pro~ounced, there is greater evidence of a current turnaround in the West's trade balance
than in the balance of the rest oC the nation..· Futhermore the report states that, ~ecause
of the West's proximity to the Far East, Droducts which pass through western Customs
Districts are much m%e Ukely to be tnded with Pacific Basin nations than are· AmericaD
traded goods generatJy. -

Recently the Department of Commerce issued some figures 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}

The Commerce Department has taken I number of steDs to imorove the accuracv of
merchandise trade data including: automatinl the trade data collection process, obtaining state
of origin information for exports, and working with the Canadian government to improve the
accuracy of US. information about u.s. exports to Canada. One significant problem which
remains unresolved is the fact that the U.s. has Dot adopted a 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.

was about cue-third." ~~ .. .'f!': ..."... ....:.:._
..... it ."i...~~ ... -=- l ~"..,..t. ,.. ~.~ ~_y
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Indeed the total trade picture Is complicated liven the realities of today's globaJ economy.
The complexity of the situation can be appreciated when one considen that the !arlest
exporter of computers from Japan is I.B.M.• a U.s, corporation. Furthermore, products which
are considered to be American products (such as the Pontiac LeMans), of teD contain a
substantial number of components which come from abroad.

\

- )t



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

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.

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.

An important point to bear in mind is that in contrast to the rest of the U.S" employment in
manufacturing bas actuaJJy IrOWD during recent yean 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.

~
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Furthermore one should bear in 'lund that the current severe drouaht Ii the W~t, Mid-West, -.!
South and Great Plains states has raised prospects for the most dramatic rises in food prices
since the J 970's. Although it still is not certain exactly what the effect of the drought will
be, it is a problem which threatens the stability of domestic agricultural production and
exports.



-Newly industrialized countries. including
Singapore.. Honr Kong, Taiwan. South Korea
Sov.n:c Cmmn.rcc ~

u.s.Merchandise
Trade Deficits
(In billions ofU.S. dollars, not seasonally .zadjusted) .'

APRIL '88 MAllCB '88 APRIL '87

Japan $4.44 $4.55 . $4.95
Canada LOS . L14 '0.76
Western
Europe 0.81 0.91 2.55
NICs· 1.66 1.39 2.52

.
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The u.s. tlX code'. polse••ionl tax credit provides
a lubstantial tax benefit for u.s. firms that operate in
u.s. poueuion,. The credit is designed to prolll)teeconomic
growth and employment in the posses.ionl by attracting
investment by U.S. businessel. Some have que.tioned the
cOlt-effectiveness of the credit, arsuing that itl i.pact
on employment bas been veak compared to its COlt in tenal
of forgone to collections. But the government of Puerto
Rico ..intainl that tbe tax benefit i. indeed effective
in promoting econoaic srovth and continues to rely on
the credit a. a key part of ita economic:developDentItratagy.
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The Service makes such research available. without parti­
san bias. in many forms including studies. reports. compila­
tions, digests, and background briefings. Upon request. eRS
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.

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.
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1 Ture, Morman B. Measurinl the Benefitl and Ca.t. of Section
936. Washington. In.titute for Research on the Economics of
Taxation, 1985. p. 26.

Yet other. have questioned the COlt effectivenels of the
pOI.e.lionl tea credit, arauina that itl COlt in te~1 of foregone
tax collections by the U.S. Treasury hal been hiah in comparilon to
the job. it bat created in tbe pollelliona. Such cOD.ideration. led
the U.I. Truaury to include the phasing-out of .ectiOD 936 alDOnatb.
lin of tas refo.... alure. it let forth in 1984. For its part,
Congrel. hal addrel.ed the COlt-effectiveness of the po.ses.ion. tea

As by far the larleat econollJ that h directly affected by the
po••e.lion. tas credit, Puerto lico hal been the focus of Aft onloing
controversy over the effectivene.. of .ection 936 in actually
promatinl economic Irowth. On the one hand, the loveroment of Puerto
Rico and others have arlued that tbe pOlSeuions tax credit hal
indeed attracted a larae amount of investment to Puerto Rico-­
invest.ent that ba. been the found&tion yf econo.ic growth, and which
haa crealed substantial new eaployaaent.

The purpose of the pouel,ionl tax credi.t .h to .tilllJlate
ecoDo.ic .arovth in' Puerto Rico,· the Virgin Ialandl, and '~ther
PO'lesliona by attra~tina bu.inel. inveatment from tbe mainland
United State. and alternative locationa abroad. 'lbe 1'eduction of
unemployment in the paneasion. hal been a particular concem of
policymakerl. Puerto lico, for example, hal regiatered unemployment
rate. that are lubataotiaUy hiaher than tbole of the ..inland United
States.

The u.s. tax code's po••••• ion. tax credit provide. a lub.tantial
to benefit for u.s. final that operate in tbe u.s. po..~..ion.. Under
the credit', provi,ionl (a110 kaovn al tbe ".ection 936" provision.,
after the relevant section of tbe Internal Revenue Code), inco.e U.S.
fir.. earn fro. bUline51 operation. in the pOlleasionl i. exempt from
the Federal cor:porate income tax, along with income froll certain
type. of financial investment. To complement the t.x benefit
provided at the Federal level, the governmenU of Puerto Rico, the
Virgin IllaDds. and other pOllel.ion. have enacted their own bulinell
tas reduction. that are de.ianed to attract bUlineslel to the
pouenionl. In cOlabinatiOD, the possellionl tax credit and tbe
pOlleslionl' ova tax incentives relult iD more favorable tax treatmeDt
of posseslionl-lource inco.. than il lenerally available for income
u.s. fi~. earn either in the ..inland United States or locationl in
foreian countrie ••

THI POSSESSIONS TAl CIIDIT (IRC SECTIOH 936):
IACICBOUIID AMD ISSUU
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A tax benefit known al the "deferral" principal il available in
lllaCye&.. 1 to u.s. fira. that invest in developinl countriel. Under
deferral, incc-aeU.S. fin .. eam through foreian subsidiary corporation.
i. es.pt froe Federal taxes as 10n&a. it remainl in the hands of the
.ub.idiary. Bowever, when the foreign incoae i. ultimately remitted
to a U.s. parent corporation as dividend., it i. taxed by the United
Statel. The tas benefit deferral provide. i. thus ability to poltpone
the payment of u.s. taxes on foreigD income.

u.s. fi~ lenerall, pa, Federal tax •• ODiucome fro. operationl
on the .. inland United State.; .ection 936 clearly provide. favorable
tu treatment to operations in the possessioDs by comparison. But
the polse •• ions are often viewed a. competin8 witb developina
couDtries for U.S. inve.tment. It it thus itDportant to note that
section 936 allo provide. favorable tax treatment for the po.se •• iona
c'M,pal'ed to iuccae U.S. fira earn in foreian countrie ••

,
. (

lj-

If a corporation lIeeta these requiremeDti. any incOlN from itt
active bu.iDe.1 operationl in the poue •• ioul qual Hies for the
po.ae •• ionl tall credit and i. thus cas-exempt. But the tax exemption
applie. to only a li.ited ranle of income fro. financial investment.
Income frOli a.. eu luch a. .tocka, bondI, and otber financial
instruments qualifies for the credit only if the investaent. are made
out of fundi aenerated by bUlinela operation. in the poI.elsious, and
only if the inve,c.ent is .. de in tbe pOI.es.ionl.

To qualify for the credit, a finD must be incorporated iu the
United Stat •• and "It meet two requirementl designed to link. tbe tax
benefit to active budne .. operation. in the polle .. ioo.: it Rklst
earn at leaat 80 perceot of ita ioco.. in a polse.lionl and at least
lS percent of it. -incomeault be fro. the active conduct of a trade
01' bulin.11 in the po.se.lioD ••

Section 936'. tax benefit i. technically in the fol'Wof a tax
crediu aa ofb.t asainn r.deral toel. But linee the tax code
provide. that the credit b alvays equal a fit'll'. Federal tall
liability on inco_ earned in tbe ,one .. ion., tbe credit hal the effect
of a tall exemption.

HOW THE POSSESSIONS TAX CREDIT WORKS

the po..... ion. tas cHeilt tbu. pl'.. ent. pol ic"''''e". with
.everat t .. u... ,il'.t, 11 it detirabl. to provide at .. : iDcentive
for bu.iDe •••• to lnvett in the po..... ion. above aDd beyond that
which i. avan.bl. on the V.I. _Inland aDd isa foreiln d.".lopiDI
countl'i •• t Secoacl, if IUcb a tas incentive 1. ind.ed d•• irabl., ara
the current 936 provi.ionl effective in pl'ovidin, it!

c"edit OD •• ve"a1 occaalon., _difyin, the 936 proviJioD. ill an
attempt to reduce the provllioD.· "evenue co.t aDd tarl.t them more
clo •• ly to iDveltlHDtb tb. pOII•• l1on•• Molt recently, Conlre .. adopted
I'ule. to facilitate Puerto lico·. "twin-plant" initiative, uhlch 11
desian.d to eoUlc. the ability of 936 to at tl'act .-plo,_..t-aeDel'atiDI
inve.~t to Puerto lico a. veil a. other ar ... in the Cal'ibbeaa.

CIJ-2



By all accountl, Operation lootstr., lucceeded adairably for
almost three decades. KanufacturiD, ia-.e.c_t poured into Puerto
Rico over the periOd 1948-14, lColDlfDraioa the hb.ftj·. ecoDO.,. fro.
one baled larae1y aD aariculture to _ ecoooay led b)' _.aufacturina and
.ervice •• 'n\edevelor-ent of .. "facturi....... cee.... i.d by procHaiou.
arowth in Puerto lico·. Cro.. ..tiocal hoduct; real ClIPlrev at aD
average annual rate of 6.1 percent. B7 co.parisoa, the ,routh rate
for the United State. va•• isaificantt, .lover over the .ame period,
averagina 3.6 percent per year. A number of factor I helped .timulate
the inf1u. of capital to Puerto lico: labor wa. iDczpenlive compared

The Federal ta. benefit for income earned in the poslessionl hal
been a central part of Puerto Rico'l lonl-ranae economic development
ItrateaY since World War II. In the year. immediatel, fol10vina the
War, Puerto Rico fo~lated a development .trateay known a. "Operation
Boot.trap," vhich relied on the development of a ..nufacturial lector
to .pearhead arovth in incoM aact employwaeot. lbe centerpiece of
Operation Boot.trap ual tax iaeeative.; Puerto Rico enacted it. own
iadultria1 tax incentive. to attract aanufacturioa inveaftment.
Equally iJaportant, bovever, va. the rederal tax eu.pticm for inco_
earned in the po.,e ••ion••

PUERTO lIOO'S IOOHOHY AND SECTIOII 936

'I-described in the follovina leetion. of the rePort, the'ability
of fir...to u.e section 936 to .hield u.S. income fro. taxel va. at lealt
partly eliminated by Conlrell in 1982.

The opportunity for additional tu ..vina. occur. when a U.S. fiTa
developi an int_naible a.let (Iucb a. a copyright or pateat) in tbe
United State. and then transfere owership of the a..et to it.
possellionl lubsidiary -- a tran.fer tb.t CaD be effected free of Federal
taxel. In luch a lituation, firas CaD attribute. lealt part of the
profit. the alset aenerate. to it. poI.el.iool operationl, and obtain
the lection 936 u. e.e.aption for the inca.. heaule, ia theory, iacome
senerated byaa asset developed in the United State. hal ,it•• ouree
io the United State. tb. poue ..ionl tu credit thereby exempta
U.S.-Iouree income fro. t..ation io the.e lituetionl.

Holt U.I. fi..1 !tbat u•• the po.... tion. tall credit .0 '10 bJ
••tablt.hinl tublldlery corporation. that -••et the ••ctioD '36
require ..at., it i. the quallfyiDI lub.idlarl •• that ..rn taz-.... pt
pOII... ionl-.ourc. IDCO_. But unlilt. the deferral principl., the
lectioD 936 provilionl per~tl po ••••• ion. lub,idiariel to r.. it
thair income to th.ir u.s. p.rClU, free of 'ederal tall.'. Th.
po..... ion. tu credit thu. provide. a p.run.nt tu ...,tiOG
ca.par.d to th. t_porary tu u.ptlon for for8ip income UDd.r 4.f8rra1.

-If a fi.. It•• p. itl for.llD iacOlN ov.r.... for aD ut.Ddecl
p.ri04 of ti.. , the .iff.renc. b.tween d.f.rrel and a penauent tu
.semptioD .ucb al the pOII.,.ionl tea credit diminilh... But .ectiOD
936 can provide an additional ta. advanule over d.ferral to .0_
fir.. : in lome lit~tion., • fir. c.n ule the poII.I.ionl ta. credit
to Ihelter income earned in the .. inland frOil Federal tuel alenl
with income from the po•• el.iool.

cu-'



,2 u.s. Depart.nt of tbe Tre•• Ilt,. fez lefor. for Fairness,
Silllplicity, and EconomicCrowth: the Trea.ury Department Report to
the Pre,ideat. VashiDlton, 1984. Vol. 2, p. 327-9.

3 Ibid., p. 128.

I
I

THE COST-EFFEctIVENESS OF THE POSSESSIONS TAX CIEDIT I
I

Since 1976, the U.S. Trealury hal been required by law to lubait
annual reportl to Conarell OD the operation and effecu of the
pOlse•• ions tax credit. A focu. of thel. report. ha. been the COlt
effecdvene .. of section 936. Each report has e.twted the tax revenue
cost of the poSlellion. tu credit and the direct employment of
pOlsessionl corporation., and hal used these e.tilDate. to calculate
the revenue lou of .ection 936 per sployee. the trealury calculation.
imply that the COlt of section 936 il hiah co.,ared to it. benefits.
For example. tbe revenue COlt of lectioD 936 wal estimated to be more
thaD $22,000 per ..,10,.. in 1982. In comparison, averale compensation
of polle\.ioo. corporations' .. plO7'" ViI' e.tilUted to be only
$14,210.

I

I

I

But the slowdownin Puerto lico'. econoaic arovtb also brouJht the
section 936 Federal tax benefit WIlder .crutiny, and diverlent viev.
developed of the provi.ion·. effectivenes •• Ooe view focules 00 both
the lack of arovth io Puerto Ricao employment and the COlt of lection
936 in te,... of forelODe.Federal tax revenue. and conclude. that tbe
pOllellion. tax credit i. Dot co.t effective •. 'lbia view of the
pOlSelsion. taK credit ha. appeared BIOU proainently in the U.S.
Treasury Departmenta 1984 tu refo., propOul- - a proar_ that
advocated the repeal of •• ction 936. .. 10 contra.t, the aovernment
of Puerto lieD ha. arauecl that the polleslioo. tu credit i •• till vital
to Puerto lieD', ecoooaic future, and hal .. intained that the
Treasury Departlllent', e.timatel of tbe provisioo's COlt are overstated.
Theae views of aection 936 are di.cu •• ed in aore detail in the neKt
two sectionl of the report.

I

I

There are a Dumberof i.portnt r .. lon. for the alowdoVDiD
Puerto lico's Irowth that have Dothina to do vith taxe.. The
introduction of the Federal minimUlilvaae rule., for exaaple,' reduced
the coat advantage of Puerto Ii co over the u.s. mainland. Al.o, in tbe
1960. tbe United States reduced ita tariff barriert substantially,
tbu. reducinl the colt advantage of Puerto lico over lUUlufacturiDI
locationl in lea. developed count riel.

I

I
r

fto the United Itat." 'uerto lico val ·10.1d. tb. ta~lff bound.ri.1 of
the Unit.d -State., aiviDI ,Puerto licaD product' ••• , ace•• , to
.&ioland _rltlt'. lut, clearl,. tha r.d.ral aDd ColllDODvealtbtu
incentive. collbin" to .. ka Puerto lico attractive for u.s. aanufactudDI
fir... .'

... hmlel in 1974, bovever, ecoooaiic arovtb iD Puerto lico
.lowed. Over tb. period 1975-16. raa1 CMP ,rev at aD aver .. e aDDual
rate of UDder 2 perceDt and the i.1_nd'•• cooa.y rell'tered .evaral
year. of Deptive arowtb. the UD_ployeent rate, which va. hiah even
durinl the halcyon day. of Oper_tloD lootltrap, bal blla over the 20
perceDt .. rlt lioce 1982.

cas"", _
....'



4 U.S. Departaent of the Trealury. The Operation and Eff.ct of
the Posles.ion. Corporation Sy.tem of Taxation: Fifth Report.
Wa.bi-aton. U.S. Covt. Print. Off., 1985. p. 41.

Another relpon.e to questionl about the co.t-effective ... of
.ectioa 936 ca.c in 1984 vhen the U.S. Treasury publi.hed it. broad

THE WACE CREDIT PROPOSAL

In 1982 Conlrel. loulbt to contain the revenue COlt of lection
936 by restrictina the ule of the poueuion. tax ct'editto .belter U.S.­
.ouree income frOIlintanliblee. The Tax Equity and Fiscaillelponsibility
Act of 1982 (TEFRA; Public Lav 97-248) required posteuione corporation.
that ute intangible asaeta developed by U.S. parent firms to make
.,a,-enu to the parent firm. for the use of the intangible.. The
payment. reduce the income of • poI.e ••ionl lublidiary and increase
the income of ita parent. thul reducina the amount of U.S.-source
income that i. tax-exempt under section 936.

But regardle.. of whether the cOlt-per-employee filure h strictly
accurate, the Treasury Department reports pointed out a DUliber of
reason. to IUlpect that the revenue COlt of section 936 va. high
compared to it. impact on employment. Firlt. a. noted above, fir.a
that develop intanlible a.sets on the mainland United Statel .., be
able to shelter U.S.-source income vith the pOI.e.lionl tax credit by
transferring the int&nlibles to lub.idiarie. in the pos.e••ionl. 10
ca.e. lucb a. thii the emplo)'IDeDtilDpact of the pone.aion. tu

.benefit f. probably ...U coapared to iu revenue 'co.t. Second, the
pOI.e.lion. t•• credit i. an incentive to employ capital inveltment
in the poII.-IIionland ltilDulate. _ployment of labor only a. a br
product of capital investment. Indeed, in recent year. the bulk of
the .ection 936 tu benefit hal been claimed by capital-inten.ive,
bilb-techoolol' fi~ in indulttie. .ueh a. pharmaceuticalt and
electronic, rather than firma in l.bor-inten.ive industrie•• ueh a.
tutU ...

WhU.· iuch calculation. are eye-catcbilll and have °be. u.ecl°to
.uppart .rau..ntl a.aln.t the po•••••ion. tas credit, tbe, ..y veil
uDderatat. the benefiu of .ectlOft 936. IDve.t..Dt by po•••• alOD.
corporationl creat.. job. out.ide thl po••e••lonl corpor.tioD.
thema.lve.. For ex..,l., a factor, tbat qualifl•• for the po••••• ion.
tas credit .., cr.ate emplo,.ent in lndu.tr!•• that .up,1, lDput. to
the factory_ li.llar1" a po••••• ion. corporatlOD .., Itlau1at. the
deyelopment of oth.r pluta that u.. the pO....alOD. corparatioD '.
product al u input.

On tbe COlt tid., the 'l'ru.ury Depart_Dt' ••• tiaate.... u_
that if .eetion 936 did not ••itt, iocome of po••••• iOD. corporation.
would be tUM like iDcGIN of corporatioa. operatinl in the UDited
States. 10 actuality. if the pollel.ionl ta. credit weI'. to vani.h,
firma might .eek to miaimize their u.s. taxe. by changing tbeir 1e.al
form ia order to take advantage of the deferral principle either io
Puerto Rico or in a forei,n country (see above, page 2). ThuI, the
co.t .ide of the co.t/benefit calculation may atlo be over.tated.

CIS-S
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6 u.s. President. The President's tax Propoaal. to
for raimen ~ Crowt.~",,}!,..~"-.~~~i..c~ty_.-WaahingtoD, 1985.
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5 u.s. Department of the TreAlur,. TaJ; Beton. for rairou.,
Simplicity and Crowth. Vol. 2, p. 321.

I
I

'lbe lovernment of Puerto Rico objected to both the Treasury
Department' •• sse.sment of .ection 9361• COlt effectivene•• and to the
va,e credit a. a policy for eeooo.ic developmeDt. It views the
current pOlsel.ioDI tax credit as effective in creatina ecplorment in
tbe pou"lionl and conliden it a vital part of iu lOQrte~
development plan••

I
I

THE TAX REFORMACT or 1986 AND THE "TV!» PLAHT" IIiITIATIVE

I
I

the proposed vaae credit va. not included in the ver.ion of the
Tax lefora Act of 1986 that Conarell enacted. Inltead, Conare..
lligbtly increaled the paymenta polle.aionl corporationa IDUIt make
for the use of intanaiblel and lDodified tbe type. of incae that
qualify for the po••e.lion. credit 10 •• to facilitate the operation
of Puerto Rico'. OVD "tvia plant" initiative.

In accord witb thi. viev, the Ad.iniltratiOD propoled replaciDa
the current posle••ion. tax credit vith a vage credit that would be
permanent rather than one that would be 'phaled out. In propolioa
itl vaae credit, the Administration Doted that the current tax
'exemption it baled on the income a posle••ion. corporation earnl
rather than directly on employment. The va,e credit va. ·intended to
p'rovid. a direct inceotive for,finu to incre.le employment in the
poslellion••

I
,

recognizel it. lpecial oblia.tiool tovard, and support. ~e
80a1 of encouraging increased employmeat and eco~c
arovth ill, tbe poI5e••ion.. The AdaiDi.tratioll al.o
recognize. a specigl interest illtbe econo.!c health of the
Caribbean region.

But the Trea.uQ'. tax r.for. pl.. v•• not the fillal proar..
that th•. Pre.idaat lubaitted to Conare••, the plaD the ~Ili.tr.tioo
,ropoaed ill 1985 differed fro. the Tr...u1'7" proar.. in Du_rou.va". Vith reaareito the poI••••loDI taa credit, the ~Diltr.tioll
stated that iu

I

r

1
.

,roar_ of tax r.fo~. !b. trea.u1'7 ....rt.d that the 'o•••••iOM
tu benefit 11 HOD. of the lIO.t COII,l.. iD 'tb.tu lav, ..peD.tV.,
difficult to .delDi.t.r ~ Jet bat DOt b.eD .ffectiye 10 creat!aa
job. ill the pOII.llion••" Aecoreiina1y, itl plan for aen.r.1 tax
refON iDeluded a propo.al to npl.c. Hcdoll 936 vitia a "v.a.
eredit" a ta. cr.dit liued to the vaa••• fiN pa,. iD the po .... aiOD••
The iGitl.1 Tna.ur, propo..l vould have ph.... out tba va,. credit
it••lf over a period of 11 , •• r••

.(CU-6 •...
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9 Ibid., p. ii-iii.

7 Econc.ic DevelopmentAdainittration of "-no I..i.aa. AD
AAal,.iI of tbe Prelident IS Tax Propo.al to 'epeal ,be .... ·.. 1.008
tn Credit in SeCtiOD936 of the U.S. lntenal l.eYeoae c.c.M. Us
Te.ti-aDY of the Bon. lafa.l Seraande&Colon, eo.u-r of .....n.. tico
before tbe Committeeon Way.and Hean., Jul, 11, 1985. ~. Sl.

a Ibid., p. 74-86.

As an alternative to the Ad~Distration'. wale credit proposal,
the Puerto Rican goverMent propo.ed itl "twill plant" initiative.
The plan is detigaed to eahance lection 936'. effective ..... al aD
incentive to invelt in Puerto lico and to extend part of the 936 tu
incentive to inveltment in other CaribbeaD areas. Ybile tbe
Administration'l vale credit propo.al was not incl04ed in the Tas

Section 936 hal allowed Puerto Rico to attract a
aroving high technology lector vhich po,ilion. it for
leadership and arovth in high-}ech prOductionand econo~c
developmentin the Caribbean. .

tn IIIOreleneral teru,. tbe lovernment of .Puerto lico viev. the
hilb-technolosy. capital-iDtenliva, loven_Dt prollO~.d by .ectioll
936 al fitting iu, developaent stratel' better tban' the labor­
intensive investment that would be attracted by a VAg.·credit. A
report by the EcoDolDicDevelopmentAdainhtration of·,Puerto lico
stated:

'lbe opposition of Puerto Rican official. to tbe Re.apnAaiDistra­
tion's propo.ed wage credit val partl, baled on their evaluation of
the credit', i.pact on overall employment. 'lbe aoveraDeDtof Puerto
Rico pointed out that tbe fi~ .oat attracted to tbe cTedit YOGI. be
labor intenlive one,. It a•• erte. that even tbe propoledvaae eredit
would DOtreduce labor co.t. enoulb for Puerto Rico to c..,_t. with
developins foreiln countriel for labor-inten.ive iDves~t.
Accordinaly, the Puerto Ricall IOYeromeotarlued that _plo"_nt
aenerated by tbe vage credit vould not r lufficieot to oU.et
employmentlosl from repeal of .ection 936.

, . '!'he'''rto IlcaD love.,..nt ba.· art ••. :.that~·the Tl'ea.ul'J
D.pal'tMnt •• twt •• of .action 9361, .ffectlvu ••• over.tate ItM .
provitioa', COlt aDd uDd.l'atata ita beneflta. Vitb re.pect to
co.t., for ea.. pl., it arlu., that tha tr.a.uryDepart"Dt calculation.
do aot taka iato account tUIA' I chaDle. to .Iection 936, which vera
ai.ad at raduc1na the r.venua 10•• a•• oclated with tb. ,rovl.ioD (I..
above, p. S). With r•• pect to be_fiu, tbe 10veraMat of Puerto
Rico bal ued _1t1,1iarl to arrive at .. ti_tal of .ectioa 936',
b•• nt, that take lato account ioca.t lenerated above aDd beJOu 'tbe
dir.ct val. paymeDtlto po••••• ion. corporation,' ..,10,.... Aft.r
tb... edju.taeDt.. tba lovem_nt of Pu.rto Rico e.d .. te. that in
1982, the COlt of .action 936 wa. ,14,960 p.r .-plo,.. aDd that the
provi.iOD lenerated $28,204 of additional ifcoae in Puerto Rico for
each .. ployee of a poI.ellion. corporation. .

. ..•,

... ,



l' t.S. toe&ress. Joint Coanittee 00 Tuauoe. Cener.l bplazaatioa
of the Ta:r.lefor. Act of 1986. Joint Comadttee Print, lOOthCong.,
I.e MS_. ..hinat_. u.s. Covt. PriDt. Off •• 1987. p. lOOSe
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I
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'at wbrt.ber .l .... eation of the polleuioD' tax cre-cSitwould
~ ~:.a.ot ial .,aiM in tax reveDue it DDt cle.r; ebe affected
co. ,ore" .. aiaht .~, IM)v. to otber lov-ta loc.etiooa iA forei ..
cc.atri... F.artbu. econocaic efficiexJ .. Cotlt _, be _1,
I.e'.... .., coa.iikratieu io evaluatioc sectiO.D936. At "he wcy

the .,It lener.1 i.sue po.ed by tbe ,o.. enioo. tas credit b
wbether or Dot Federal t.a treatment of iDve.Lment in the po•• e•• ionl
.bould be .ore favorable that provided to IBOst investment. 1D the
mainland United State. or to inve.tment abroad. The ia.ue it
cOllplex. In 1986 the U.S.' CoDare.. enacted a broad tax refolW
pro&r~ that .ouaht to Laprove the .fficienc, of Lbe u.s. acODo.)' by
eli_Dati .. other taz provision. that dhtorte4 investDeat deci.iOll ••
The.e efficieDc, ~ideration. and buraeoDin& Federal bud&et
deficit. ... tbe ,o1I .... ioo. tax credit a undidate for ClOM
acnat inJ bJ pol icp.ab.'C...

COHCLUSlOllS

I
I
I+ •

" To be a qualified location for inve.uaent under the tvin plant
initi.tiye, .a CO\lOtry ·_.t :be· •. beneficiar, cOUQtr, uGeler the
Caribbeaa Ba.in Initiative (CBI), and ... t·have reached aD ,uehan,_
of tea ioforaatioo a,reemeot vith.tbe United State •• A. of December
31. 1981., - three co_trie •. had .tCOed the- required &,re ... ot.,
Barbado_,Crenada, aDdJ... ica.~ t '_" _-- .' • - ." •

Under the tvi. plaDt ioitiatiye <a. illplU!IeDted bJ the Taa
Re£or.Act of 1986aDdb, chanae. in Puerto Rica re&ulatiool), iOYeatftleDt

~ can be ..... rt.akeD ill ~lified Caribbean COUDtrie. a. vel1 •• the
, posH •• iou ao4 at.ill qualify for tbe pO'lessions to credit. To
qualify, me iAvutmeDt __ t be undertaken either throuah • qualifiect
NaIL or throvah £.he Cogerument DevelopMtlt Bank of Puerto lico. The
baJlu .... t tben use the fund. to invest in active bu.ioe ...... t. ID
• qulin ... Caribbull country•. The project. thua funcleclare intended
to be Ubgr-iraten.aive operation. that vill .hip their parti.lly-finished
output to .are capitel-ioten.ive operat\o~ iD Puerto lico for final
... ,e.hlJ (h_ce tbe tara -tviD plant").

th. iaitiativ. vonl •• follow.. AI Doted above, iac_ fr_
iDV•• tMGt that i. atrlctl, finucl.1 CaD qulif, for tbe po..... iou '
to cradit •• loal .. tbe la"..t_at i. aa4. out of fUDa .eriv_
fro. buliae .. o,.ratioDi ia the po•••• dont. Prior to 1986, tbe
finaDcial in..,.n_at .. n al.o haw be... undertak... 1. tba po..... ioo.••
U.I. Tr.... ur' &DdPuerto Rican aovaraaMlDtNl"latiOllI ver. 1.,1 •• 8t"
to .Iure t.hat ODce• fira depolit •• lDvell_ftt fuDel. ill • "'arto
BiceD fiDucial ia.titation, the fUDd. r ... iud ill Puerto Ilco aDd
vera oot ~diat.l, {Dye.ted out.ide the Com.Gnvealth.

aefora Act of 1916 (Public Lav 99-514), tb. Act eliel.coatala Pl'091.10••
daliln.d to facUitate the tvia plut laiti.tiv.. ,.··:t%'~.!4!" ·:J2I',·"·I~H

(

I
.. .

...
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The ,overn_nt of Puerto lieD, bovever, ..intliDI thlt tbe
current section 936 taa benefit aDd the bi,h-tec:hnolo&yfi.... it
attracts are vital to Puerto lico'I future ftvelopaent. A pan of
Puerto lieo'. development .trltea, i. to re17 OD its h~-technolo&1
ea:oufacturina.ector to lead ecOPOIIicdevelo,.aDt boda ill r.aertoRiCA
aDd the Caribbean Ba.in iD lenerll. The thi. end, Puerto Rico hi.
implemented a policy of encour.ain, the enabl in.eet of -tvia
pllnt." in Puerto lico and neiahborina c&ribbec C01IIltriel- a
policy that re1ie. beavil, on tbe po••e••ion. taa credit.

Th. Trel.ury Department', propo.ed eli.Ination of tbe po•••••iOD.
tn credit val Dot included ia the Tu aefonl Act of 19861 both the
aea,In Admini.trationand CODarel. ultimat.l, .upporte.a continuation
of a tn ben·eUt for operatia. 10 the po .... don.. However, tbe
Adaini.tration'l propo.e• .odification of .~ctlOD 936 hiahliahted a
.econd i.lu.. ara the current ,.ctiOD 936 provi,ionl the be.t wa, to
.tilllUlatearovth and .-ploymeDtin the poII.uionl! The MalDhtration
prope.ed replacins the current tla .aemption for iDCa.. vith a va,e
ereditl I taa inceDtive linked directl, to .aplo,aeDt.

tUlt. • floul'hhi...COIaOovulth of Puerto'alco 11 l.,ortant to the
United Stat... 1 a dellOD.tratlooof hov a fr•• IIlarbtacoDo..,can
d.velo~ and pro.per.

cu-t
..:.... -.'C' .
..".11
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MEMBER
Vice Chairman _. Economic Development. 1nsurance &. Bankinq • Rules • Education • Energy. Utilities &. Consumer Protection •
Justice. Judiciary & Criminal Justice.

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

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.

Let's take the pilot visa waiver program that names nine
countries allowed 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.

But. I have arrived at a position that nearly everything we
do here and everything your col leagues do have at least an
indirect effect on Guam and vice versa.

Frankly, the delay in responding was due in part to my efforts
to be national and international in my views. It 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.

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.

Dear Governor BIas:

The Honorable Frank F. BIas
Acting Governor of Guam
Office of the Governor
Agana, Guam 96910

June 17. 1988

Chairman, Committee on Tourism. Transportation
and Co,nmunIQtlon,

.,.
FRANKLIN J. GUTIERREZ

Vice-Speaker

Nineteenth Guam Legislature
Post Office Box CB·l
Agano, Guam 96910

Telephone: (67') 4i2·34 05/06
Fox: (6i1) 4i7·8358

.. • t
~



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 1 ine,

COMMUNICATIONS

,
Because of our geographical 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 speci al fares that re late to our students,
senior citizens, and those travelling as families.

?

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

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.

But, w her ewe los e out isin the pro mo t ion a I far e s . You w iI t
recall Pan Am's Balikbayan fare. That was outright discrimination.
The fare appl ied from San Francisco to Mani la, a distance shorter
than San Francisco to Guam. Yet. it did not apply to Guam for
anyone, not even Filipinos who claimed Guam as their home and,
of course, not to the 50.000 or so Chamorros who may have wanted
to v is lt i t he i r home island. -

.
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.

The Honorable Frank F. BIas
June 17, 1988
Page 2.

~j:.,al1'lillJ. 'f}ullintB]
Vice-Speaker

Chairman, Committee on Tourism, Transportation
and Communications

*'.~.. -
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Since~@ ~---
FRANKLIN ~GUTIERRE2

I wish I 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.

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

The smaller radio stations cannot afford $3500 a month for the
I ine, 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
1 ine and $300 for UPl's se~vices. K-57 pays $~06 a month
for the line and-$250 for the services~ It is the same for

_KTWG.

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 char~e more for the use of
the line than for UPl's services. The fees charged for the line
go to RCA not to UPI.

both RCA and ITT are charging the international tariff of
$3500 per month.

The Honorable Frank F. BIas
June 17,1988
Page 3

:!fo,onkll,l $- r:g"lktt9]
Vice·Speaker

Chairman,Committee on Tourism, Transportation
and Communications
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3. Visa Waiver Pr?Wam for Non-Inmigrant A1i~n Tourist and .B.lsinessmen:
tnt ernat tona l tour tsm CRn be greatly enhanced by a program similar to the
one Guam is nON In process of if1l>lemanting. This would greatly encoueage
tourism entering fran our international airports. These programs might

2. Sec1.U'ity: ']hough tha FAA el\)hasizes' security, both at airports and
aircraft manufaoturers, all aviation entities should constantly be aware
of secllri ty maasures that mist be taken, Aircraft design and nanutac­
turer must insure to the greatest ext~t possible, the safety of the
aircraft. nor seconn security emphasis must be at the airports, Where
hijacking and sabotage begfns, Though the FAAhas recently enhanced
sect~ity regulations at airports, people still breech security w1th
weapons and explosive devices. 'TheUnited States aviation inoustry sbould
a1"90 encourage tighter secur I ty at overseas airports in other countries.
American planes and passengers have been victims of hijacking and sabot­
age in other countries more than in the IT.S. j at least s lnce tholtCUban
"crisis".

1. Airpnrt Access: There appe#lrs to be a coogestion at rAiny airports, both
in access tor aircraft traffic to airports. and in land transport acoess

..to airports. Solutions that came to mind are enlarge~ capacity of
airports' aircraft stands/gate positions for aircraft acceS9. Land
acoess might ba enhanced by olose cooperation ~th nlmioipalities that
benefit fron air transportation, in desIgning/constructing roadways to
af rpor-ts, may':>e better design of public transport routes, affacting bus
and rapid transit facilitias.

Following are several topics' the Guam Airport Authority faels could bQ of
interest to the Lieutenant C~arnors ~tt~nding tha conferenoe, in the field
of aviation/airports, with, in sane 8rea.~, ilTpaot en tourism and tracie.

Exacutive Manager

Input for National Conference of Lieutenant GovernorsruIDECl':

FRQ.{:

Liautanant Governor

MBmANIlJM

'10:

June 14, 1988

~-----------------+



The Gunm Airport A.uthority has fonnulata<1 the above topics we suppose might
be of int~rast to mainland aviation authoriti~s, mainly fran articles
published in aviation trade.pariodicals. But being a territory with only one
~lvi1 avillUon· airport, we can understend_a JJieutenantGovernor or a state
with several or many airports, may have a different set of priorities con­
c~rrilng aviation. \~ahope, however, the above topios might be useful at the
Conferenc~.

be tied into bilateral agr~ements behye~n countries. Guam achieved it,
and though it could be more camplioated on a national level. it is a
possibll ity. INS would probably discourage such a program, but only, we
fael, b~cause of the magnitude of implementatIon.

4. Privatization of Airports: In an era When many rounicipal, state and
fadaral institutions are b~ing privatized, or operated by privata anti­
ties (clinics, hospitals, even prisons), it stands to renson that
airports if privatized, might take a financial load off municipalities.
We n~ have sema general aviation airports undt!rprivate o.mership, and
large fixad-base oparators. Either complete privatization. or compl~te
wanagan=nt such 8S is popular in tha hotel industry -- -'Ve build it - you
rssnage it~ •••such as tha Pacific Star Hotal concspt,

SUEU: Input for National COnference - 6/14/88
Page 2
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6. The Japan government's 10 Million Program&
How to garner our proportionate share,

7. Incentive for upgrading ~he tourist plant: private va.
publio sector,

8. Marketing Strategies for a World Class Resort.

Thank you for qiving' us this opportunity to submit our input.
Should you need further elaboration, please do not hesitate to
contact us ~t the Bureau. ~

. ~E~-

In response 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 countrie. 1n our viaa waiver
prograzn,-

3. El~nation of various federal barriers sucb as trade
restriotions, Beadnote 3(a) which inhibits the growth of
cottage industriesJ agricultural restrictions which do
not allow for export of fruita and vegetables; cabotage
lawa, etc.

4. More cont~ol over ~igration policies to allow
flexibility in hiring alien labor to augment local labor
foroe - unemployment rate of 3, i8 near zero for all
intrinsic purposes;

5. Development of a comprehensive development plan
encompassing tourism;

Subjeot

General Manager, Guam Visitors Bureau

Input for National Conference of Lieutenant
Governors Committee on International ~rade and
TO\l.rism

..From

Lieutenant Governor,'fo

MEMOJl\NDUM
June 22, 1988

Guam Visitors Bureau
Setbfsfon Bisftan Ouahan

6-15-69 3:20PM:VISITCRS ~



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 people. Japan continues
to lead the world in technology. America'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

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

Topic/Issue suggestion-National Conference of
Lieutenant Governors committee on International
Trade & Tourism

Subject:

General ManagerFrom:

Lieutenant GovernorTo:

MEMORANDUM NO. GM88-..=,6...=..44-=--_

JUL 06 1988

Telephone, 11171)477-9931135
•__--.-._ 11171)471-21183/.5.!\Tel!iiti ' 1721) 6689 PAGGUM

\ ..--"_' .. _, .

,.

PORT AUTHORITY OF GUAM
ATURIDAT I PUETION GUAHAN

GOVERNMENT OF GUAM
1026 CabrasHighway

Suite 201
Pitt, Guam96925



cc: Public Information Officer, PIO

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.)

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

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 goyern~ent 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;

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 are and the
market is declining;

a primary tool ofAmerican economic openness must become
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.

Page 2

Memorandum to Lt. Governor
Subject: Topic/Issue suggestion National Conference of

Lieutenant Governors Committee on Interional Trade &
Tourism
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Nevada's tourism industry is heavily depeadeat on air transportation. and both Las Vegas and
Reno have internstienal airports. Three major railroads a.ndtwointerstate highways cross
Nevada from east towest.

Tourism aad its related activities in the Las Vegasand Reno areas are the state's leading industries.
Long centers of legalized and stste-reguleted gambling, they are alsomajor ceaventioe a.nd
enterta.inment centers. Liberal divorce laws early madeNevadaa place for quick and simple
divorces. The state also bas long legalized and reguJ~d prostitution. LasVegas and Reno offer
excellent opportu.nities for scenic a.ndrecreation.al activities at l.a.teMead sad Lake Tahoe.
Military a.nddefense installations and other government ageacies ate major cmployers in the
state.

Although the traditional basis of Ncvada's_cconomicliCe,.mi.D.in.gand agriCUlture, remain
imJ)ortant, they sre far overshadowed by tourist-suJ)ported trade and service Industrles and
governmental activity. A surge i..D.gold-mining activities occurring duri..D.gthe 1980'sincreased
the state's mineral prodUction value, reversing the trend caused by the virtual shutdown of the
copper industry in 19n. Other important minerals mi.D.cdarc silver, barite, tungsten, and
mercury.

In the decades 1960-10 and 1970-80. Nevadaelperienced higher percentage in population
increases than any other state, 12 a.nd64 percent, respectively. In spite of its tremendous growth,
Nevada remained the third least densely populated state (&CterAlaska ud Wyom.iJlg).In 1980. 82
percent of the population lived in the metropolita.n areas of the two largest cities, Las Vegasand
Reno.

Rainfall varies Crom4f to 24f inches and averages 9 inches per year. Temperatures vary Croman
average July hiSh of 86 degrees larenheight. to an average January Jowof 24 degrees. Climate
&.D.d soil coadhions are not suitable for cultivatio.nwithout irrigation, but raJlchinS and forage
production iswell developed in.mostvalleys. The growing seasea is about 120days.

The state prospered and decfuled throuSh boomand bust cydes until the 1~30's,when a
combination of legalized g&mbllilg.reduced divorce requireme.Dtsand the CO.Dstructionof the
Hoover Damestablished the basis Cot economic growth. 1.0 the l~O's. the Stale became the main
testing site for atomic energy elperiments and the site of major .militarymunitions depots. About
81 perce4t of Nevada's land is o'W.D.edby the federalgovftr.D.JIle.D.t.

.~

Lt. Governor Robert J. MillerNEVADA - capital Carson City



Ocean surface shipping isHawali's lifeline; Honolulu Harbor is the main port. There are three
major airports and more than 4.000 miles of roads.

Industries include an oil refinery. a steel mill. two cement plants. and an aluminum-enrusion
pla.nt. Canning of Bawail&n-grown food stuffs is also important. Hawaii's lugest industry.
however. ~ tourism. with gross e:a:pendiLUresby visitors of more than $2 billion a yeu. The
. federal government is the secoad largest source of ~come. spcadiAg .lore than $1 billion
annually on defense related items. There were approximately lZ2.300 armed forces personel and
dependents inHawaiias of july 1.198:5. The armed forces use approximately 2.8 percent of Hawalill
tota11and area, or aboul.116.000 acres.

Plantation agriculture remains of prime importance in the Ht.walian economy. 8&waiiis the
largest producer of sugercane in the United States.Pineapple is also an important cash crop:
sorghum and corn arewidely cultivated. There ate AD important,mineral resources.

Tourism. federal defeAse.a.nd J)1a.ntalionalriculturt are Hawaii's primary industries. Additional
ueas of economic gtovtb. capitelize on the climate. ocean site. andlor location iJl the heart oCthe
Pacific. They include diversifed agriculture. aquaculture. movie and TV fil.m.inl. sports t.ra.ifling.
oceanography. marine-related andother high technology. and internation&l interchange of

. education and business. Hawaii is currently a world leader in both renewable energy research
aftd astronomy.

The majority of the.state's residents live on OahuIsland. with almost.tflo-r.a.flhs iJl Honolulu city.
Ha"aii's ItoYt.h rate betweeA 1970 ud 1980wasmort: titan twice the nati01lai average.

Lt. Governor Benjamin CayetanoHAWAII - capital Honolulu



Exports total more that four-rtfths of imports iA value annua.l1y. Ren.,ned petroleum, alumina,
c1othiAg, watches, and rum are the main exports, shipped maiaJy to the United States. Puerto Rico,
and the British Virgin Islaads, The m&in imports are crude petroleum, baul.ite. ud
se.m.i-m.uufac:tures and components.

In 1982. toads totalled 532miles. Charlotte Amalie. on St. Thomas. and Frederit.sted. on St. Croix. are
deep-water ports. A container port "as under construction in the 1980's at Frederwted. There is
ferry service between the three main is1&ndsand also to Puerto Rico. There are two international
&1rports,Barry S.Trum&n on st.Thomas. a.nd Aleunder B&m.iltonon St.CorlI. InterIs1&nd seapl&nes
serve the is1a.nds.andalso Puerto Rico. the British Virgin Islands. and Saint-Martia.

The leading sectors iJ1 employment are govern meAt.service: retail trade. iJlcJudil1g persoAIl.
busi.o.ess, and domestic scrvices; agriculture and sclf employmcnt; lDAllufac:tutiAg; and hotels.

.
Tourism, ba.sed on the ple&S&llttropjcal cl.imate, au.r&cUve scenery, good nshing. prolimity to the
United SLatesm&inl&ad. and tree-port status. has rapidly exp&aded and dominates the ecoaomy. The
VirsiA Islands NaLion&!Park. covering two-thirds of St. john. and the Buck Island Nationll
MOllument. ~t 011 the islet's coral reef, are other major attractions. Souvenir lAd handicraft
industries have developed for the tourist mart.et.

Manufacturing has diversified beyond the traditional rum-dis~g iAdustry to mc1ude oil refining,
Ye1Ch assemble. and the manufacture of &lumina. chemicals, pharmaceuticals, and clothing. The
United States lovernmnent has encouraged industry by alJOYinl certain JIWlufulUrers to enter the
United SLatesduty-free, &ad LIleloc&!government has offered tal incentives. The oil-refining and
&!U.m.inliAdustriesyere expu.ded facilities iA the e....ly 1980'1.

FishiA& is restri.:tecI to supplyiAl Ioca1needs and to spotts rashiA,. A mariAe biologic&1laboratory
hu been established 011St. john.

Th. economy of the VitliA IJlaAcIIlI bUIld on tourism Md lIWluracturiA •. Tb. GtOII NaIlonl1
Product. in 1985WI $1.030 million. or $7.780 per capil&. the hi,heat iA the CaribbeaD. area. About
one-Cltth of the total Iud ana 11tUm.l&nd. most or it on St.Croll. Alricultural production ill the
1970', to 1980', underwent ttaAlition from the ttaditiont.l reliulce onlU,arcl.D.e to more diversified
crop.. CitnJ. truita. falDUiAdI, llIA.oel. baAlI.4u. IOt,hum (tor uiJuJ feed) and ve.etable •• aU fot
iAter4&1 consumption, yere the ma.i4 crops ,toYn. CaUle (ranched on St.Croix), goats. sheep, lAd
pili ate Ihe prIncIpal Uvestock ..St.Croll produces milt. sumclent for Island needs. Only 5 percent
of the land is lorest. Abay tree forest Oil St. John supplies leaves lor the bay rum industry.

Lt. Governor Derek HodgeVIR61N ISLANDS - capital Charlotte Amalie



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

NIA
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

1980

800,493
109,894

7.3
154,139
479,601
433,573
398,566

10.1

Nevada

33,350
115,500

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

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

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

2,310
8,070

1,770
6,560

640
13,540

1,629
6,309
7,230
10,110

1,817
7,099

37,990
20,650
1,217
2,579

EMPLOYMENT BY INDUSTRY

65,919
207

44,115
274

21,804

• ••
• • •
• ••
• ••

4,884,110
3,431,690

1,051,500
6471

162.5
200,952
12,516

481,000
454,000

5.6

1,315,400
411,460
903,946
130,000
678,946
95,000
4,862

65
3,541

N/A
1,321

VISITORS

110,800
132

839.4
31,943
1,361

42,960
40,450

5.8

2,991
N/A

2,991
N/A
N/A

•••
• ••
• ••
•• •

378,146
236,473

118,338
212

558.2
31,832
1,203

39,990
32,190

6.4

DEMOGRAPHICS/LABOR FORCE

HawaiiVirgin Is.Guam

)tal Non-Agricultural
~age & Salary Employment •••••
Private .

Manufacturing •••••••••••
Construction & Mining •••
Transportation/

Public utility ••••••••
Wholesalp.!Retail Trade ••
Finance/Insurance/

Real Estate •••••••••••
Other Services ••••••••••

Federal Government •••••••••
Stat~ and Local Government.

)tal Visitors ••••••••••••••••
Tourists ••~••••••••••••••••
Excursiohists: •••••••••'••••

Air" (Day Trip) ••••••;••••
Cruise Passenger •••••••••
Other •••...•.•.........•.

lsitor Accomodations (Units).
Hotels •••••••••••••••••••••

Hotel Rooms ••••••••••••••
Condominiums for Transients

Condominium Units ••••••••

pulation ••••••••••••••••••••
:uare Mi.les•••••••••.••••••••
~sity per square mile •••••••
:hool Enrollment •••••••••••••
,gh School Graduates •••••••••
Ital Labor Force •••••••••••••
.tal Employment ••••••••••••••
lemployment Rate ••••••••••••

ECONOMIC INDICATORS: 1985



8,972,870
• ••
0.0

388.8
·.. .N/A
• ••

1,732.0
579.1

1,152.9
1,336.3

947.5

• ••

N/
N/
N/
N/
NI
NI
N/
NI
N/
NI
NI
N;
NJ

7,296.2
5,564.2

N/A

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

4,696.0

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

N/J
NIl
N/J
N/j
N/~
N/,
N/,

N/.
N/_
N/

N/
N/
N/
N/
N/

16,678.9
14,558.0

12,607
13,814

101
4,824.5
16,070

2,324.8
2,144.0
648,346

3,740.6
2,031.3
1,566.2

465.1
1,709.3
1,508.9

200.4
3,357.1
3,271.2
3,197.0

10.1
64.1
85.9

•••
• ••

57,200.0
25,400.0
31,800.0

366,185
147,727
218,458

1,030.0
862.0
765.5
7,780
57.7

591.0
15,525

INCOME & EARNINGS

U.S.A •••••••••••••••••••••••
Petro1eum •••••••••••••••••
Al umnia ............•.....•
Other .•••...•.•.....•...•.

Foreign ....•................
Export Shipments to the U.S.A.

Rum (000 Proof Gallons).... 0.0
Watches (Thousands}........ •••

Ocean Freight Imports (Tons)••1,041,800

1980
544.2
133.8

0.5
133.3
410.4
278.9
131.5
61.0
5.9
0.0
0.0
5.9

55.1

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

473,100
175,800
297,300

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

611.9 p
11,166

U.S.A •••••••••••••••••••••••
Crude Petroleum •••••••••••
Other ..•......•...........

Foreign •••••••••••••••••••••
Crude Petroleum •••••••••••
Other ....•.•.......•......

Total Exports ($ millions) ••••

-Total Imports ($ ml1lions) ••••

Electric Sales {Thousand KWH}.
Residential •••••••••••••••••
Commercial/Industrial/Other.

Fuel Consumption
(Thousand Gallons) •••••••••

Gasoline ••••••••••••••••••••
Diesel , , .
Aviation fuel•••••••••••••••
Other ••••.••......•...• ~••..

Gross Territorial
Product ($Mi11ion)••••••••

Personal Income ($Mi11ion)••••
Disposable Income ($Mi1lion)••
Per Capita Personal Income ($)

Percent of u.s. Average ••••
Total Payroll ($Million)••••••
Annual Average Gross Pay ($)••

---------------------------------------------------------------------------
NevadcHawaiiVirgin Is.Guam

---------------------------------------------------------------------------



Not applicabl.• ••Fiscal Year data: p Preliminary, N/A Not available:Fly

263,347.0 586,445.0
218,908.0 3,922,943.0
594,000.0 4,568,000.0

Total Operating Budget ••••••••190,800.0
Total Taxes and Duties ••••••.•168,127.7
Federal Expenditure •••••••••••62l,000.O

TAXES AND GOVERNMENT (FlY) ($000)

NI
NI
NI
NI
NI

113,000
624.7

11,645
43,901
52,314

133,666
524.9

N/A
81,553
23,527

NI8,605.2

990,897
8605.2

N/A
767,892

N/A

N/A524.9Bank Deposits ($ million) •••••
Value of Construction

Permits ($ thousand)••••••••
Retail Sales ($ million) ••••••
Business Licenses (FlY) (No.).
Registered Vehicles (No.)•••••
Telephones (NO.}••••••••••••••

OTHER BUSINESS INDICATORS

NevadHawaiiVirgin Is.Guam
~~-------------------------------------------------------------------------
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· 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

• 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

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

in the following areas as presented in the attached report:

POLICIES

ASIA - PACIFIC COUNCIL OF AMERICAN CHAMBERS OF COMMERCE



~: American ~ aIean-c. in AuIIrI.Iia.au-.Hong Kan;. Inaanesia. _. 1Cl:n.. Malapa. Hew ZeMncI. 0Idn8wa.
PaNswI. PtoiliClOi"'" AesIUI*CoJ Ctuna. s.an. SinQapoow. ThaIland

.ss-r.·~··•.~.....,-. ,~.-.,.:wJt't;t.,...~ of Co"'_~ t:h~__ • 0:' ~~ ... t'a"'••. Gt.. lli!f Sun. Chamoetof Comm__ .Indo-~ Cha_of Comtneree

transpOItari~ communic:uions and nriUrie5;

finance. banking, seon:iries, insurance. re:ntal/1casingand re:U estate brokerage;

. -
APCAC calls on the U.S. Government to immediately redouble effortS to effectively liberalize
international trade and in'YesanenL APCAC reminds our Asia-Pacific trading parme.os thai the U.s.
is the most open market in the world. Despite previous U.s. Government efforts. American
business. continues "to be excluded from free and equal competition in goods. services and
agricultural products inmany Asia-Pacific countries. Tariff and non-cuiff baniers still exist as a
maner of hoS[ govemment policy and practice.. APCAC laments the deliber:ue restrained pace by
boS[ govemments in implementing tariff and Qon-wiff reforms toward marm accessfor U.s.
goods and services.

Innegotiating market access with our Asia-Pacific trading partners, we mUstensure me following
is understood:

A vigorous, -open intemational trading system is vital to the future ~onotnic grnwth,
competitiveness and security of an the nations at the Pacific Basin.

Immed.ia1e. strong m.easures must be taken EO equalize the trading environment and provide
fair market access.

U.s. marlcet access should be contingent on fair access to OV~ tnaIhts. Where this fails •.
the U.s. mu.st take an ~ aaicD to combat 'DI1fair aade pIaCtices.

SERVlCFS IN lNTERNATIONAL TRADE

APCAC recognizes the vital role that services play in the U.s. economy and urges equiIable access
to overseas markers. APCAC believes thal trade in services must have parity in aemnem with
trade in goods. To this end. export incentive and promotion policies reJaring to manufacnued
goods must be expanded to include services. BilaIe:ral and multilateral trade discussions mUst
include the principle of open access for all service industries. .

APCAC reaffirms iIs support afthe Trade and Tariff Aa of 1984 and endorses rllle m of that Aa
which calls for national -1I'e3Imemfor Americ:m service indUStries. APCAC commiIs itSelf to
aSsisting the United Stares GoVemIDent in compiling an inventory on service barriers inAsia to
assist the U.s. Government in fully implementing lIs reponing requiIements under the Aa.

Services are defined herein to include. amoDgothes :

MARKET ACCESS

Guam. Marth 26. 1988 - At the 39th semi-annual meeting of the Asia-Pacific Council of
American Chambels of Commerce (APCAC). de1egaIeS representing Guam. Hong Kong. India.
Indonesia. Iapan. Kore3. Malaysia. New Zealand. Okinawa. Philippines. Republic of China.
Saipan. Singapore. Thailand and the United Stares Govemment. met under the theme" APCAC -
20 Yem as the Voice of AmeriC3D BusiDess Community inAsia - Pacific Region." adopted the
following resowtions:

ASIA - PACIFIC COUNCIL OF AMERICAN CHAMBERS OF COMr~EHCE,.



APCAC welcomes and encounges the positive steps being taken by many coUntries in the region
to strengthen laws and practices Jelating to inteJIeaual pmpeny in all areas - patents, copyrightS,
trademarla and other relaIed topics, However. much still needs to be done. Legislarion remains
inadequate or is simply not enforced. APCAC vigorously demands thax protection of imeUecmal
plOpen)' continue to be an importam faaor inU.s. trade and inv~t policy.

APCAC supportS the U.s. Government in its stcpped-up program to:

Vigorously encourage host governments to bring a quick end to the counterl'eiring and piracy
of U.s. goods.

Conclude., in the GA17 round of mu.l.ti1ateral trade negotiations, an enforceable mu.lti1aIe:r.l1
trade agreement against unfair trade pnaices arising from inadequate protection of intellecma1
property.

INTELLECIlJALPROPERTYRIGBTS

international investment follows the availability of services - services are an essential
infrasttuaure component to aJmlCt~gn investment; and

the essence of free trade is to allow nations to pursue those industries in which they have
comparative advantage. • .

APCAC resolves that the U.s. Government should :

establish an insur.mce procurement policy on lending by U.s. Government entities such as the
Depamne.nt of Agricu1cure. USAID. Depamn.ent of Defense and Exim Bank to assure fair
and cquirable oppommiDes to all providels of insurance; .

expand the Trade Develo~ment Pm~ (TOP) and increaSe funding ~ refIea ..~ day"
projea COStS and so provtde U.S. consulting. engineering and construction companies wirh
access.to world-wide markets - the TDP program should be enhanced to provide the
oppormnity for a maximum flexible market response, including the assistance ofExim Bank.
when appropriaIe; and

intensify Us effortS to include services UDderGATT - the U.s.Gove:mment should continue
to wmt toWard removal of hOStgovemmems' discriminatory restrictions on foreign service
firms indleir markl!tS.

APCAC Resolutions
. Guam

business and professional services such IS law, accounting. advertising. medicine, cWa
pnx:essing. tourism, amusementS. and consulting services; and

constrUction, .archiI.ecnml and engineering services.

APCAC respeafully urges that host governmentS encourage the enay of Americ:m and other
foreign service firms intO their domestic marketS recognizing that :

this will result in me transfer of servi~ techDology. the ~g of nationals and the&row of
intemanonally comp'etitive indigenous service indUStries - these bost counay service
industries will conmbute to enhance me intemarional competitiveness of other indigenous .
industries; .
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WORST

BEST HONG KONG
AtJS'mALlA
NEW ZEALAND
IAPAN
SINGAPORE
INDIA
REPUBUC OF CHrn'A
MAlAYSIA
lNDONESIA
PHnJPPlNES

. KOREA
1HAlLAND

ANNEX

Based on a c:riIiC3lanalysis conducted during the Quam APCAC Intellecmal Properry Workshop.
APCAC developed the following overall ranking of member countries' intellecmal propeny
pmteaicn in terms of:

Adequacy of laws COIl1P.ared to ~C standards;
Adequacy of enforcement and penalties;
W1llin£IleSS and "Good FaiIh" to amea remaining deficiencies

APCAC R.esolurions
Guam

Incorporare proteCtion for inzelIectuaI pmpeny as a major objective in an trade and invesun.cm
negotiations wi!h panic:ular emphasis on the StraIeglc use of U.s. recbniQ3.l and economic
assistance programs.

Enact legislation !har mengthens proteaion for ownm of parentS covering manutacmring
processes so thar a patent cannot be c::iIaunvented by manufacmring offshore and importing
lDIO the U.s.
Enaa legisl.aIion to eliminare the requirement for proof of injury in inrellecma1 propeny ClSeS
under Section 337 of The Trade and Tariff Aaof 1930.

Amend the :Freedomof Information Act to prevent proprietary data of U. S. businesses being
a source of disclosure of trade seems.

Expedite the legisJarlve process requiml to join the Berne Convention.

APCAC calls on Host Country Governmenrs to :

Revise and update their inte11ecmal·prope.rty laws and enforcement mechanisms to proteCt
pha:rmaceutic:Ll. chemic~ compounds and formulations on barb a produa and precess basis.
Dew uses at chemical compounds and new forms of technology such as biotechnology and
semiconduaor-cilip designs.

Amend their copyright laws adequaIe1y to prozea aD fonns of computer software (including
finnware), motion pictures. video tapes. sound ~~ books and Other primed matter.

Adol't or funhe:r sirengthen proteCtion %elatingto trademarks, ttade names. 5en'i~. and
passmg-off. - .'

Improve enforcement procedures and impose effective penalties far infringements of
iDrelleallal plopen)' Iigh1S. •
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1. The Reagan Administration bas recendy announced its policy to eUmjnsre anneceswy
trade-limiting provisions of Ihe 1979 Expmt ContrOl Act. and has requested Congress to move
~slarioQ forward speedilytoward this end. me is gratified dUll the Administration has
recognized the ttade-inhibidog influence of the 1979 Export ContrOl Aa and looks forward to
me introduction of a more realistic legal framework dW establishes a beaer balance between
economic and narionaI security inteIeStS of the United Swes.

2. APCAC wishes to :remind our nmionalleadmbip that :

stteamfined rational and prediaab1e expon controls wiD. improve comper:idveness;

the overall security of our country requires both economic and military seaIrity - a
meng, vital industrial base is key to amoDg miliI:ary teatijness;

indecision and uncertainty about ~on license approval wastes valuable management
resomces.. eroding competi1ivencss;

the perception thal U.s. conrrots are more severe than muItil.ateral conttols bas caused a
shift away from Americ:m produCtS (de-Americ:m;zation) and -designing OUt" of
Americ:ln components. This adds to our general trade imbalance and in 1986 may have
cansed our fust lrlgb technology trade deDciI everTeCmrl.ed; and

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

3. APCAC suppwtS the n:commendations of the National Ac:ldemy of Sciences' SOlely on Export
CoDttDis. ,

WlIb the continuing trade deficiI. and the vital role that the expon of U.s. goods and services plays
in reducing that defidt. it is imperative to place American-taxpayers abroad on an equ.aI fooring
with their competitols. Since DOother major indust:rialized nation taxes UsDOD~deru arium on
income earned abroad. APCAC continues to urge the full exclusion of foreign earned income and
Strongly opposes any further reduction in the amount oithe Section 911 exclusion.

EXPORT CONI'ROLS

TAXATION -SECIlON9U

TRADE IN AGRlCULnJRAL PRODUC1S .

APCAC aaiveJy encourages b"be:ra1izarion of trade in agriculmral produas incheg export of more
consumer ready agricu1nua1 ~ eliminarion of quotaS and development of methods by which
nations can be guaranteed food security within me free trade system. APCAC believes that tr3de
in agriculture must have parity in aeaunem wiI:h trade in goods. APCAC fully ~OrtS the
Presidenrs objective to achieve agricuJmral trade Uber:alizarion., including the elimination of all
existing farm subsidies. in the context of the new GATT Tzade Round. APCAC C3Ils on the
Americ~ Government to reject protectionist provisions in the trade bill which would affea
agriculrural tI3de.

APCAC Resolulions
Guam

APCAC will review this ranking • future semi.annual meetings, based on !he progress made in
each member country.



Prior to the 1986 Tax lW'OIID Act. 100 percent ofn:5C3rCh and development expeadlmres spent in
the United Stales were alloc:ued against US source income. The 1986 Aareduces this automatic
alloc:u:ion to 50 percent for ODe year and then to Done. This increases the tax COSt of US
multinational companies and will encourage U.s. companies to move rese:m:h and development
expendimres to foreign countries. Thiswill reduce US competitiveness..

'Ibis la.ck of aeeess for financial services and products offered by U.S. financial services
companies is particularly discriminatory when compared to the access granted to hOSt country
companies operaring in the U.s. financial services marketS.

TAX PROVISIONS AFFECl1NG RESEARCH
AND

DEVELOPMENT EXPENDITURES

APCAC continues to endorse effortS by the U.s. Government and the priV3le seaor to secure
market access and national treatment for U.s. banks. securiries companies, insurance companies
and other finandal service companies in those counales which restrict the competitive capabilities
of UoS. ·companies. '. _ ..

Banks' and other financial service instiEwions experience discriminatory tteaan~t inmany areas,
including 1easing,merchant banking, corpome finance. securirles and rcmil banking. 10many
countries, restrictions on loal cumncy funding continue to be a major CODSlI3int.

InmOStcountries. U.s. insurance campames face resniaions in licensing in the types of insurance
coverage whichmay be offered. Premium funds received from policy ho.ldeIs often are subject to
remia;mce rcsa]aions, discriminarary taX mes and loc3l investment resaiaions.

eliminate re-export licensing requirements to COCOM and 5(k) countries and eliminale
re-export contrOls to any country, or pans and components incotporau:d into foreign goods
when the pam or components ale 35% or less of the value of the foreign goods; and

give gre:nt':r weight to commercial considerarlons before invoking export controls for foreign
policy Te:3SOIlS. - .

BANKING'" FINANCIAL SERVICES

4. APCAC beUeves legislarion should include provis:ians which!

provide specific: deadlines for der.erminarlon and more pJecise definition of foreign product
lvailability; .

eliminme licensing requimmen[S for low-level technology exportS to ournon-COCOM trading
parmers;

maintain DOD authority to ~view licenses. but,place a ~onable time limitation on this
procedure; .

make dle u.s. Commodity ContrOl List identical tD the COCOM 1isl. while sucngthening
mulrilarera1 camrols;

APCAC Rt:solutioas
Guam

·.
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The 1986 Tax RdDrm ACt has many provisions affecting companies operating abroad. Such
companies will be llDccnain about the tax consequences on their operations until implementing
regulations are issued. As an example, the se-called "Super Royalty" provisions affea all
multinational companies that own patenlS. copyrightS. or other intangibles. and could result in
double taXation. APCAC urges the U.s. Treasury to issue regulations which clarify this provision
md other provisions affecting U.s. muJtinationals at the earliest possible date.

TAX REGULATIONS AFFECTING U.s.MULTlNATIONAL COMPANIES. '

APCAC ~UPPOlts opeD competition in dle ArthirectlEngineer (AlE) and Consauction Services
Indusay. and other related activities.

However, in countries such as Japan and Korea w~ barriers. through govemment regulations or
association and industry practices ;m:vem Uniled States companies from participating in such
services. the U.s. Govemmt:m should wort toward the elimination of such baniers.

u.s. "FOREIGN COMMERCIAL SERVICE FUNDING

APCAC apJeCiales the effons of the U~ted States and Foreign Comme:n:ial Service (US&FCS)
and OtherU.s e,Govemment eXport promotion activities in their endeavors over the.past )'em'to
sparle awan::ness in Americans to look abroad II trade and inVestmeDl oppommiries as key to their
furore financial success. While it is vital that these effortS be redoubled. broad-brosh budgetary
reduaions are crippling their ability to cauy out the Administtation's repe:uedIy staled trade policy.
At the same tim~ our eompetitor IJ'ading nations are significantly increasing their already
subsranrial export promotion e£fans.

APCAC strongly urges the restorarion of the US&FCS"s ~.1986 budget.levels.

ARCBIIECI'IENGlNEERAND CONsTRUCI10N SERVICES

APCAC opposes the additional restrictions on foreign investment contained in the Bryant
Amendment. For many years. APCAC bas worlced to reduce resaiaions on U.S. investment in
our host coumries. We have made progress with the argument rhat foreign invesanem is desirable.
The Bryant Amendment undermines these arguments as well as U.S. Government effortS to
include investment hCc:ralizzion in the new GAIT round.

APCAC Resolutions
Guam

Recognizing this. H.R. 1116 and S. 716 were recently inlrOduced in me House and the Senar.eby
a bipanisan majorily ofmembm of the Honse Ways A Means Committee and me Senam Flnance
Committee. lbese bills restme ibe 100 percent aDOC3Eionofrese.:ud1 and development expenses to
U.s. source income and Ebey make the provision a permanent pan of the taX law.

APCAC sttOIlgly suppans these two bW.s.

Further. with respect 10research and cjivelopment, the Tax Refonn Aa of 1986 reduced the credit
for these expend.irures from 2S pe:cem ID 20 percent and bas made the aedit available for only
three years. . .

APCAC urges Congress to rcstDre the credit ID 2S percent and ID make the aedh permanent,

RrSTRICIlONS ON 1NVES'l1\rtENr
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mc congraD1larrs the Administration and Congress on the passage of the Export-Import Bank
Aa AmendmentS of 1986 which extend the Exim Bank's charter for 6 yeatS and authorize the
establishment of a "war chest" to be used until other coumries eliminate their export subsidies.

However. in order for U.s. manufacturers to succeed in foreign mar.kets. ongoing cOmpetiJive
financial suppon is required to help U.s. expo:uers CQmpete intemarlonally today and in the f'mule.
Accordingly, the "war chest" should be funded indep~dently of alloC31ions to the dmct aedil
program.

APCAC continues to believe U.s. expcners and Exim will benefit by having Exim represeatadves
in the field to effectively market irs proposals.

2~ Up-Front Fee - APCAC believes the only solution is elimination of this fee. As a beginning
Step the fee could be spread over the life of the loan. but we feel this still IeSUla in a higher cost
compared to other OECD membm financing.

Budget -me believes that al best there is sigrrific:mt confusion and pethaps misundemanding
regarding Exim's budget authorizations. We., therefore. recommend thaI Exim should be moved
..off budget. II since it is highly questionable and probably indefensible thal a credit agency such as
Exim should have Us appropriation authority bandled as part of the foreign aid function and be
tre:ued as cash expendinne..

APCAC congratulates the U.S. Government for its success in having expanded the agenda of
GAlT to include services. agriculture, in~IJecD]alproperty, and inVestmcnL We urge Congress to
grant adequate GAIT negotiating authority to the PrcsidenL At me same time, we urge me
President to continue bilaIeral negotiations to promote the further liberalizaEion of intemarional
ttade.

rmally, APCAC urges the U.S. Government to give high priority to securing NlC and LDC
I3!ification of the Tokyo Round Codes of Conduct. While the "New Round" will take several
y~ to cornplete, American expcrrers could enjoy substantial, immediate benefits from a broader
acceptance of the existing codes.

FO~GN CORRUPrPRAqICES ACT

APCAC supports the amendment of the Foreign CoI'IUl'l Practices Act to clarify the ambiguity
wbicl1 is teg3rded as a major disincentive by American fiIIns doing business OVerse3S. • •

EXPORTJIMPORTlJANK

EXPORr PROMOOON

APCAC welcomes and encourages the positive SlepS being taken by the U.s. Government to
mengtben the competitive position of Americ:m finns in the AsialPac:ific are:lthrough rrade policy
negotiations on a govemment-ta.govemment basis. However, APCAC r=ffirms Us belidthat the
principal role of the Government is to suppcnt American businesses abroad.. This should be done
Dot only through trade policy issues but also through domestic policies and business services
abroad thaI encourage paniciparion by more U.s. finDs in intemaDonai ttade.. APCAC suppons
the establishment of a Council on Competitiveness.

GATf
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The U.s. taX law unfairly discrimjnares agajnst individual foreign investors who invest in the
United StaleS in corporate Conn bec3use it precludes foreign persons from awning an inrerest in an
S Corporation. Such foreign inVestOISare subjea to Federal taxation as bigh as S3.8 percent on
moined profitS. U.s. citizens and residentSwill pay only 28 percent on the same I'elJlimdprofus
if they operate thIough an S C~orariOD. By precluding foreign inv~ the tax law also
unfamy discriminates against U. s. citizens who wish to associate with foreign investors in an S
corporation. APCAC believes that the tax mrmes should be changed to allow foreign individuals
to own shares in an S Corporation.

APCAC sapports inaeased funding f9f the Trade and Development Program in fiscJ. 1988 and
1989. APCAC continues to sup,pon the valuable effons of this program in expanding business
opporruniries for Americ:m firms m the region. .

TAXATION OF SELF-EMPLOYED AMERICANS ABROAD

APCAC conside%s that self.-employed Americans living and worldng abroad provide indispensable
services to America's intr:mational ttade.. At present, these individuals are denied their full lightS to
the Section 911 exclusion by the provision ~ting to 30 pereeat the amount of net profit which
can be considem1 earned income in some cases and the provision disallowing deductions
amiburable to excluded income. This is an inconsistency in the definition of earned income smce
the same limitation is not applied when calmJaring social security self-employment taX.. In order to
give mese individuals the same benefitsdthe exclusion of income eamed abroad that is extended
to cotpOiare employees.APCAC urges the following changes in the provisions of Section 911:

=d.-tt::l0vision of Section 911 (d) (2)(B) Umidng the percenagc of Del profirs thal em be
earned income for purposes of the excb1sion; and •

1imh the provisions of Section 911 (d)(6) to apply only to me deduction or credit of foreign
taxes paid on excluded income.

TAXATION -SUBCHAPTERS CORPORATIONS FOR FOREIGN PERSONS

-,
TRADE AND DEVELOPMENT PROGRAM

Mixed CrediB· While the reCellI action II) allow the United StaleS Agency for Inremarional
Deve1~ (USAlD) II)participate in mixed credits iswelcomed by APCAc. we believe tbar !be
$.5minim Jimiration is IDO resaicrive and could seriously hamper the compeririveness of American
firms in large scale projects. We believe USAlD should be able to use, at its disaerlon. all
Don-earrnarked funds to suppon mixed credits. This action in DOway should diminish USAlD
fDnding for bUDwrimrian pmposes.

APCAC is ptifiedwith Exim's recent use of Us "war chest" to provide $100 million lines of
credit to 'Ibm1aod and Indonesia. This aggressive action grudy expanded American sales to these
counaies and belped to regain valuable market position dw bad been lost due to predaImy
financing practices of our competitors. APCAC urges Exim to requ~ from Congress
aumorizarlon to continue. on a sundby basis, this concessionary finance facility and to make it
available to ~ of U.s. capital goods when conclusive evidence is provided to Exim thaI
such a facility is needed to overcome competitive financing offers from expon- promotion
instimtiODSat other nations.
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ASIAN DEVELOPMENT BANK (ADB)

APCAC believes that U.s. ecooomic and commercial goals are funh~ through our membership
in the Asian Development Bank (ADS). We suppon the continued U.S. leadeIship of the ADB.
continued funding of the institution and the Adriiinistrarioo's attempts to Il12ke the insrinu:ion a
more effective agent for assisting the economies of the region. Emphasis should be on furthering
prlvare industry and free marlcet economies as the effective method of achieving growth.

APCAC encourages its members to formulate and pursue progranis designed to inform baSt
.counay nationals and their governments regarding the contribution of1N"es to the economic and
social deveJ.oprnent of host tOUmries.

ALTERNAnvEMINIMUMTAX

APCAC urges repeal of the·provision in the 1986 Tax Reform At:.t which limits the allowable
foreign tax credit to 90 percent of the altemarive minimum tax since that ~ can MSUlt in
double Wtarion which is contrary to traditional United Swes taxanon pnnciples. Such double
taxadon of foreign earned income amounts to a self-imposed tariff on the export of American
goods and services.

APCAC is opposed EDdomestic CODteDt legjslarion in the United States or elsewhere in the world.

TRANS-t~110NAL CORPORATION(TNC)/
BOSTCOUNTRYRELA110NS

DOMESIlCCONIENT

.
APCAC ccntiDUes to oppose my new U.s.1eg:is1adon to contrOl me impon of textiles and apparel
by global CVJOw or otherwise. .

SEClJRlTYlN THE ASIA-PACDilC REGION

APCAC emphasizes me po1idcaL economic and sa-ar.egicsignific:mce of the Pacific to the U.s. As
the naIions of the area continue to move loward economic prosperity and interdependence. and as
other world POWeIS project their presence in the area.APCAC underscores the imponance of theU.s. giving prioriIy mention to irs leadership role in maintaining the securily of the region.

In this regard. APCAC fully supportS negotiations between the governments of the Philippines and
the United Sw.es and is in favor of the successful conclusion of such negotiations wbereby the
military facilities of the United StaleS in the Philippines will be retained. APCAC acknowledges
the importance of these facilities not only in maintaining a necessary balance of power in the
region. but also the viral role thaI the retention of these facilities w:i1l continue to have wiIh respea
to invesnnent, trade and ~ in the region.

'l"EXIU.EAND APPARELPROTECIlON

APCAC objeas to legislation and uni1sreral actions by the U.s. designed to intexfere with textile
-aDd apparel importS from countries in the Asia-Pacific area as such action disrupcs 1egitimare trade.
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ASEAN • U,S. Trade

APCAC urges thaI the U.s. and ASEAN continue to work toward the objective of gradual
removal. on a mutual basis. of constraints to the free two·way movement of goods. services.
investment and teehnology between ASEAN countries and the U.S. In this connection. APCAC
calls on the U.s. Congress not to enact into Jaw any bills to require thu labeling on any food
produa containing so-called "tropical oils" (coconut cil, palm oil or palm keme1 oil), should
-disclose which oil is present and to identify it as a "samrated fat". These bills are discriminarory
and proteCtionist by singling out only tropical oils rather than all similar substances containing
saturated faIs. If enacted. these bills could have extremely serious effectS on the ASEAN -
economies involved and createmong maliatory arrirudes impacting our long teml trade with the
ASEAN region.

APCAC urges thai initiatives aimed 31 the removal of trade constraints. provide for national
trearment of American businesses and recognize as ASEAN-based those U.s. basinesses
established inthe region.

APCAC/ASEAN ReJationship

APCAC encourages an ASEAN governments to continue to lower external auiffs mrlla.tera1ly to
anow maintenance of export competitiveness and prevent illegal ttade. There should be urgent
action to roll back non.mriff barriers which impede the flow of trade.

U.S.·ASEAN Center for Technology Ej'ScbenG

APCAC endorses the plans and {'IOgram5 of the U.s.-ASEAN Center for Technology Exchange
(C'I"E). Saengthening trade and investment relations between ASEAN and the United Swes is a
major objea:ive of APCAc. which the CTE has been paniculariy active in promoting. APCAC
Strongly encourages the U.s. Government to renew and inae:lSe irs financial support for the erE.

APCAC notes thm ASEAN bas vast untapped potential which C3D be re3lized through economic
cooper.ui~ both within ASEAN and with other countries. APCAC agrees it is the role of the
ASEAN private sector [0 be the engine of growth in ASEAN. Governments should CI'e3Ie an
environment that is as favorable as possible for ASEAN commerce and ind11StI}'.but it is for the
priVate sectOr to assume the role of leadership •.

HOST COVNI'RlES TRANSPORTATIONPOUCES .

APCAC opposes restrictions which prohibit U.s. flag vessel and air cargo canim .from
conducting self-bandling and anc:il.laryfreiglu services inmany Pacific Basin co~ in sharp
contrast to the freedom enjoyed by national flag camelS of such countries to engage in these
operations inme United Swes. APCAC urges that such ~. Jaws and other protectionist
devias. which prohibit U.s. flag camers from engaging m trucking operations or from being
OwneIS of companies acting as ship-ping agents. container terminal operations or sea cargo
forwarders be revised. Sucb prohibitions limit the ability of U.S. flag carrieIS to provide
integrared service which could ~ sbipmem and reduce shipping cosr.

ASEAN
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VOTING RIGHTS OF us, CITIZENS
APCAC considers it appropriate to recognize that the .right to vote for President of the United
StaleS at America. should Dot be abridged to any ciIizen of the United States as a result of that
citizen's choice of residence.

APCAC caDs for the establishment of a Cabinet-level Depanmem of Im.emational Trade and
therefore snpporlS the Prr:sidem's Commission on Industrial Competitiveness which. in 1anuary
1985, zecommended the estabIishmem of such a Cabinet-Jeve1 posr.

The need far the agency is made cle3l to APCAC members who attempt to deal with the
fragmented, underfunded Federal agencies charged with the responsibility of promotion atU.s.
exportS in general and Asia in panicuI.ar. The resources committed by the U.s. to developing
export trade are inadequare in relation to its IWional impommce and in reJalion to what our trading
partners unhesitatingly spend. APCAC believes tbal the crearion of a Cabinet-level Department of
International Trade would be of sufficient scope and budget to focus the United Swes' cxtemal
trade policies and efforts.

APCAC believes th.ar the continued growth of intemational trade in goods and services depends on
freedom of communic:lI:ions and information e."tchange. Legal or economic restrictions inhibiting
the free flow of information between countries can only impede such growth.

APCAC suppons the interest of the US. Government in the area ofTransborder Om flow, as
evidenced by the establishment of the Bureau of International Communicarion and Information
Policy in the Depanmem of Stare. APCAC looks to the U.s. Government to establish a finn and
coherent policy to handle these issues. _ .

APCAC uTges host governments to ~frain from aaions which would restria intemarlonal data
flow. We accordingly urge the U.s. to assume ale3dership role and pursue relevant polic:ies..

DEPARrMENT OFlNIERNATIONAL TRADE

TRANSBORDER DATA FLOW

APCAC opposes the addition of violations of workers' rights (pease Amendment) to the list of
Unfair Trade Pnctices actionable Ulld!r Section 301.

The linkage of worke%s' rightS to trade issues would be likely to generate an adveIse n:acUon from
our trading partnerS and would therefore retard rather than improve me-condition of waders in
developing countries.

. .
APCAC lauds the effons of governments in the region to privatize State- owned enterprises and
encourages funher reduction of diIea government management or equity conlI'Ol over business
entmprises. APCAC lDiCS foreign equity panic:ipation be ~ in priv8lU.ed companies.

WORKERS' RIGHTS

PRlV ATJ7.AllON
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GENERALIZEDSYSTEMOF~CES (GSP)

APCAC supportS present GSP legislation wbich has brought important economic benefus [0
many less developed eeunedes, and urges the Administration to use the authoriIy of the Trade and
Tariff Act of 1984 [0 obtain liberalized access to foreign marlcCfS and adequ.a.te protection of U.s.
industrial and intellectual propen)' righa. APCAC opposes changing the asp graduarion
provisions since any changes would undemrlne oogaing trade negotimions.

AMERlCANOGAREl'TES

APCAC opposes the restrictive Fa.cnces of countries which prevent U.s. cigarette m~
from competing fairly in local consumer markets. With the active sul'pon of the U.S.
Government, significant progress bas been achieved during the past ye3f m liberalizing the
domestic cigarette market in Japan and Taiwan. Commitments have been made by other Asian
coumries to open their matkets. but it is essential that Iiber.ilization is genuine and Dot mere
tokenism. Srill. other Asian countries temain virtually closed to impalEs of U.s. cigarenes, Such
restrictive practices prevent the American cigarette industry, of viIaI importance to a broad
agricnlrural constimency in the U.s .. from maximizing its key conaibution to lowering the U.s.
trade imbalance. APCAC applauds the efforts of the U.s. Govemmem to urge an countries to ta.U
meaningful Steps to open their domestic cigarette markets to Americ:m companies in the near
fumre. +

APCAC opposes mandatory offset programs of foreign govemmems as a requirement for sale of
United States prodUctS. Such requirements fon:e the distortion of invesonent and trade panems.
APCAC recommends the U.s. Government work within meGA'lT and OECD and in nmltilaIeraJ
nl;gOtiarions to eliminare mandaIOty offset ~

FREETRADEAGREEMENTEXa.mrONS

APCAC suppons the U. S.-Canada Free TI3de Agreement but opposes the exclusion of any U. S.
tetriI.ory or commonwealth from Us provisions.

MANDATORYOFFSEl'PROGRAMS

APCAC believes thai every citizen at our nadoD n:gardless of his or bet place of residence sbould
be ~aed to vote for President. APCAC is disturbed to DOle dw in ~ a tmiIory of the
Uniled States since 1898. citizens may DOt voce for President unless they maintain a resi.dence in
one of the SO states or the District of Columbia and thereby forfeit their right to vote in the
Tenimry's e1eaions. 11tis same discriminaIion exists in all of the Other teniIDties and pnssessions
of the Uni2d StaleS. the Commonwealth of me Northern Mariana Islands. American Samoa. !:be
Virgin Islands andPueno Rico.

lberefoM, APCAC endorses the petition of the people of Guam. as expressed in a resolution
inaoduced to the Congress of the United Swes by Guam's delegme to the Congress that the
Constitution of the United StaleS be amended so that cirlzens of the Unired States residing inQuam
and Otherinsular American jurisdictions may vOtefor the President of the United Swes.
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•

APCAC urges host govemments U) extend teciploc:llland ownership rightS to U.s. firms and
individuals requiring real property to sullpon their invesnnentS and calls upon the U.s.
Government te include land ownership recprocal tightS as pan of appropriale bilaEeraJ tte3Iy
negotiations.

Ifland lease is the oo.1y viable altemmive to real propeny acquisition. host gevemments are UIied
to allow long term occupancy, 50 yeus minimum. preferably 99 years. u a prediCtable cost
lbIougbmu tile lease contr3Ct.

APCAC also calls upon the U.S. Government m include the issue of land tenure rightS in any
fumre negotiations of appropriaEe bilau:ral tre3lics.

LAND TENURE AND USE


