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EXECUTIVE OFFICE OF THE PRESIDENT - ({J A 

COUNCIL OF ECONOMIC ADVISERS 

WASHINGTON, D.C. 20500 

June 24, 1993 

MEMORANDUM FOR ROBERT RUBIN 
ASSISTANT TO THE PRESIDENT FOR EC~OMIC 

MEMBER-DESIGNATE !;:;j FROM: 

SUBJECT: 

JOSEPH STIGLITZ, 

Trade Policy and the Steel Secto 
... 

The recent determination of substantial anti-dumping and 
countervailing duties on steel imports by the Commerce Department 
highlights concerns by many observers that U.S. trade policy is 
not being implemented in a manner that maximizes the economy's 
potential for efficiency and growth. This note focuses on- two 
related issues: (1) the appropriateness of the Commerce 
Department's methodology for determining anti-dumping~and 
countervailing duties, and (2) the U.S. government's broad trade 
strategy vis-a-vis the steel industry. The note argues that 
anti-dumping and countervailing duty laws may be being used more 
as a means of protecting the domestic steel industry than as a 
means of promoting fairness in international trade. The use of 
the trade laws in this manner, by raising steel prices for 
domestic consumers, may compromise more fundamental objectives of 
competitiveness and growth for American industry. 

Anti-dumping and countervailing duty determination 

o The Commerce Department recently determined anti-dumping 
duties on steel imports from 19 nations, ranging as high as 
100 percent or more. The process of determining these 
duties is extremely involved, and we do not have concrete 
evidence that these duties are excessive. However, there 
are various aspects of the methodology that suggest the 
duties are indeed likely to be too high. 

One means used to calculate these duties is to 
calculate the industry's cost of production, including 
8 percent in profits and 10 percent in admi~istrative 
costs. In a recessionary environment, and especially 
given the excess capacity in the global steel market, 
few steel firms, including our own, are likely to be 
able to sell their steel at or above such cost 
estimates. 

The economic definition of "dumping" includes the 
practice of predatory pricing. However, there is 
little support for the view that predatory motives 
underlie the pricing practices of foreign firms selling 
steel to the United States. 
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o The high countervailing duties imposed on steel imports from 
12 countries -- ranging up to 70 percent or more -- also are 
likely to be too high. The steel subsidies extended by many 
countries in the past undoubtedly has helped to promote the 
current level of excess supply in the global market, thereby 
lowering prices. However, it is not clear that removal of 
subsidies at present would raise steel prices much, and 
moreover, the Commerce Department's treatment of past 
subsidies may unfairly penalize some foreign firms. 

In the short run, the market will br1ng steel prices 
down to their marginal cost. To the extent that 
foreign steel subsidies are mainly covering the 
difference between price and average cost, thereby 
keeping foreign steel firms afloat, they do not 
directly alter marginal costs and therefore depress 
steel prices. Removing steel subsidies would force 
some firms into bankruptcy, leading them to be sold at 
low prices, but would not necessarily take their 
production off the market. 

Commerce Department assumes that subsidies granted even 
15 years before continue to benefit foreign firms 
through the plant and equipment purchased with those 
funds. Aside from the excessive length of the 
depreciation period, this penalizes privatized firms, 
especially in former communist countries, since these 
firms are sold at their market value, thereby returning 
the subsidy to the government. 

It is extremely difficult to calculate production costs 
in non-market economies, and recent Commerce Department 
efforts, such as assuming that Poland shares the same 
cost structure as Thailand or Malaysia, are likely to 
be highly misleading. 

o As far as the recent steel cases are concerned, the Commerce 
Department's role is complete for the time being, unless the 
ITC remands some portion of the case back to it. Moreover, 
there is little leeway for the inter-agency process to 
affect specific duty determination decisions. However, 
there may be more scope for an inter-agency process to 
initiate a broad review of the process for determining anti­
dumping and countervailing duties. Additionally, the 
Commerce Department may have occasion to revisit its duty 
determinations on steel in the future. 

Our long-run strategy for the U.S. steel sector 

o Anti-dumping and countervailing duty laws potentially play 
two key roles for the steel industry: 
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They could act to discourage foreign subsidies and 
dumping, although they do not appear to have been 
successful in this role. 

They constitute de facto protection of the steel 
industry from (both fair and unfair) foreign 
competition. This is the more practical role of our 
trade laws. 

o At the end of the 1970s, the U.S. steel industry was highly 
uncompetitive, suffering from obsorete technology, poor 
management, high wages, and restrictive labor practices. 
The industry asserts that import protection afforded by 
Voluntary Restraint Agreements (VRAs) with other steel 
producing countries gave it the breathing room to 
substantially restructure. Depreciation of the dollar in 
the later 1980s and the slow growth of real wages 
contributed to this favorable climate. 

o Today, the U.S. steel industry is competitive with its 
foreign rivals. 

Production costs at U.S. integrated mills are 12% lower 
than in Japan, and 8% lower than in Germany for 
comparable products; note that production costs are 
sensitive to exchange rate fluctuations. 

Rationalization and restructuring during the 1980s 
severely cut costs in the integrated sector. 

U.S. minimills, which have specialized in lower-end 
products, are the world's most competitive, and have 
been very profitable. 

o Notwithstanding improvements in efficiency, the U.S. 
integrated steel mill sector is only marginally profitable 
(in the sense of operating profits) based on various 
factors. 

As a result of the prior subsidy policies of many 
foreign nations, there is an excess supply of steel on 
global markets, depressing prices below average costs. 
Foreign firms also have experienced declines in 
profitability, which has led to continued subsidies in 
many countries. 

In the U.S., the highly efficient minimill sector is 
expanding out of its niche markets to compete head to 
head with the integrated mills in their major area of 
flat-rolled products. 
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The lingering recession has weakened steel demand 
worldwide; prices for some important products dropped 
25% between 1989 and 1993. 

o The most important priority for our trade policy vis-a-vis 
the steel sector should be to reduce global excess capacity 
in steel by completing the Multilateral Steel Agreement 
(MSA). The MSA would lead member countries to reduce or 
eliminate their steel subsidies. Negotiations on the MSA 
are in progress. 

J 

Talks on the MSA had broken down at the EC's insistence 
on retaining certain subsidies, as well as the U.S. 
government's reluctance to restrain its use of certain 
trade laws in exchange for a subsidies agreement. 

In recent weeks, Kantor has tried to push the MSA talks 
forward again. 

o Even if the MSA is agreed to, considerable excess capacity 
will remain in the world steel market as the legacy of past 
foreign subsidies. This means that the U.S. integrated mill 
sector probably will continue to be marginally profitable 
for some time to come. Based on this view, some observers 
(and particularly the U.S. steel producers) argue that the 
anti-dumping and countervailing duty laws should continue to 
be rigorously enforced, thereby protecting U.S. steelmakers. 

On the other hand, with the end of the recession, 
producers can expect a partial recovery of prices. 

o From a policy standpoint, however, there are a number of 
important objections to using our trade laws to continue 
protecting the steel industry. 

First, some observers argue that the main threat to 
U.S. integrated steel firms comes from U.S. minimills, 
not from foreign producers. To the extent that this is 
true, U.S. integrated steel mills will require higher 
and higher protective barriers to maintain their 
profitability. 

Second, in the face of prolonged excess capacity in the 
world steel market, the U.S. government faces a 
tradeoff between prolonged implicit subsidization of 
the U.S. steel industry through protective barriers and 
allowing domestic steel consumers to enjoy the benefits 
of low steel prices. The more prolonged the excess 
capacity, the lower the probability of predatory 
behavior by other nations, and the dimmer the future of 
the integrated mill sector in the face of minimill 
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competition, the greater is the case for removing 
protection for the U.S. steel sector altogether. 

In formulating our trade policy, we should keep in mind that 
increases in the domestic price of steel caused by our trade 
laws create competitive disadvantages to users of steel at 
least to the same extent that they create advantages for 
steel producers. 

If there is dumping, so that foreign steel prices 
exceed domestic prices, anti-dumping- and countervailing 
duties remove the competitive advantage that domestic 
consumers of steel would otherwise enjoy. 

However, if there does not exist dumping. then U.S. 
producers of products using steel are put at a 
disadvantage relative to foreign producers, because 
they will face higher steel costs than their foreign 
competitors. 

o As noted above, the Europeans may require that we relax our 
implementation of anti-dumping and countervailing duty laws 
in exchange for their agreement to MSA. Domestic steel 
producers oppose this compromise strenuously. For the 
reasons outlined in this note, we should give such a bargain 
serious consideration, although we probably should not 
commit to complete abstention from anti-dumping and 
countervailing duties in the face of truly egregious and 
unfair trade acts. 

Lower domestic steel prices would considerably enhance 
the competitiveness of key U.S. manufacturing 
industries, such as autos. 

U.S. integrated steel mills may face a greater threat 
from domestic minimills than from foreign producers. 
Continued high protective barriers would only lead to 
excess profits in the minimill sector while delaying 
inevitable adjustments in the integrated mill sector. 

Our highest priority should be to take step~•to create 
an orderly, non-subsidized global steel market that is 
not characterized by excess capacity. Toward that end, 
some curtailment of our trade laws may be an acceptable 
price for completing MSA. 

Anti-dumping and countervailing duty laws should be 
used, as much as possible, for their stated purposes of 
countering foreign subsidies and dumping, not to 
protect domestic industry. Replacing the excessive 
application of these laws with the MSA would be a step 
in the appropriate direction. 



6 

o In sum, what is required is a careful balancing act, 
weighing the long run interests of users of steel against 
those of the producers. Assuming that in the long run, an 
international agreement can eventually be arrived at that_ 
would establish a level playing field in steel, and that the 
more efficient U.S. integrated steel producers are 
competitive with integrated steel producers in other 
countries, then our policy should be to look for the minimum 
level of protection which will sustain the more efficient 
integrated steel producers through the current recessionary 
period and until such an international agreement is reached. 
It seems likely that the duties currently being proposed may 
be, from this perspective, excessive. 

A note providing further background on the steel industry 
and the recent anti-dumping and countervailing duty 
investigations is attached. 
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BACKGROUND ON TRADE AND THE STEEL INDUSTRY 

Summary 

o On June 30, 1992, U.S. producers, no longer protected by 
bilateral arrangements or VRA's, filed 84 countervailing 
duty (CVD) and anti-dumping cases investigations against 
imports of 4 types of steel products--plate, hot-rolled, 
cold-rolled, and corrosion resistant--from 21 countries. 

o The final Commerce Department report, based on the 
investigations initiated in mid-1992, was announced to the 
public on June 22. 

- The Commerce Department found that companies from 19 
countries dumped steel in the United States. 12 
countries (11 of the above 19 countries plus one) 
subsidized their steel industries, and thus will face 
countervailing duties. This decision was expected by 
most parties involved. 

o The reaction of foreign governments to the imposition of 
antidumping and countervailing duties is likely to be small 
because many expected a ruling in favor of the domestic 
industry. 

o After the Commerce Department finds either dumping or 
subsidies, the cases return to the ITC for a final decision 
on material injury on July 27, 1993. 

o Either steel producers or steel consumers will be unhappy 
with the results of the investigation. 

- If anti-dumping and countervailing duties are imposed 
steel prices will continue to increase, which will hurt 
the consumers of steel. Because of the ~ecent economic 
recovery, steel prices have risen since the beginning of ,. 
the year. 

- If no duties are imposed, the steel industry will claim 
that it is being hurt by "unfair" competition from 
abroad. 

o Under the VRA's, imports of steel were limited to 20.3 
percent of apparent supply, which has not occurred since 
1989. The implication is that the domestic industry is 
competitive with foreign producers. 

o The steel industry is no longer as important as it once was. 
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o Most of the problems in the industry have been concentrated 
in the large integrated mills. The integrated mills have 
had financial problems because: 

- Demand for steel has declined steadily since the mid-
1970's. 

- Integrated mills were slow to adopt new technology, which 
kept their operating costs high. 

- Growth in labor compensation outstripped growth in labor 
productivity. 

- The appreciation of the dollar in the early 1980's made 
it difficult for American steel to compete 
internationally. 

o Minimills account for 25 percent of the steel ma~ket. New 
technology will permit them to compete with the large 
integrated mills for the whole range of steel products. 

o The late 1980 1 s marked a period of recovery for the industry 
due to restructuring, a domestic economic boom, and the 
depreciation of the dollar. 

o Other industrialized countries continue to face problems 
with their steel industries, especially chronic 
overcapacity. The government policies that have supported 
ailing firms have impeded the restructuring of the steel 
industries in Europe and Japan. As a result, U.S. 
integrated steel mills are about as efficient as producers 
abroad, on average, while U.S. minimills are the world's 
most efficient. 

I. Organization of Paper 

o This paper is divided into two sections. 

- The first details the anti-dumping and countervailing 
duty process. 

- The second summarizes the state of the U.S. steel 
industry, and briefly mentions international 
developments. 
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II. Countervailing and Anti-dumping Cases 

o On July 25, 1989, the Bush Administration established the 
Steel Trade Liberalization Program to gradually phase out 
government intervention in the international steel market. 

The first phase of the program consisted of ten bilateral 
agreements to eliminate trade-distorting practices in the 
steel sector, as well as extension of the steel Voluntary 
Restraint Arrangements: the bilateral agreements and the 
VRA's were terminated as schedul~d in M"arch 1992. 

To replace the bilateral arrangements, the previous and 
current Administrations have worked to develop a 
Multilateral steel Agreement that would prohibit 
subsidies and non-tariff barriers in the steel industry. 
The rules would be modeled on the GATT. These 
negotiations are still in progress. 

Other countries are in favor of exemptions to the 
prohibition of subsidies and the removal of trade 
barriers. The current dispute centers on what should 
those exemptions be, whether a nation can impose 
punitive duties against a country that abuses the 
exemptions, and how a country could get approval from 
the other steel producing nations. 

o On June 30, 1992, U.S. producers, no longer protected by 
bilateral arrangements or VRA's, filed 84 countervailing 
duty (CVD) and anti-dumping cases investigations against 
imports of 4 types of steel products--plate, hot-rolled, 
cold-rolled, and corrosion resistant--from 21 countries. 1 

- In August 1992 the ITC's preliminary investigation found 
injury to U.S. producers in 72 of the 84 cases. 

- After the injury determination, the Commerce Department 
(Import Investigation) investigates whether or not 
countries subsidize their industry (countervailing duty 
investigation), and whether or not the specific companies 
are dumping their steel in the U.S. market (anti-dumping 
investigation). 

On November 26, 1992, the Commerce Department 
concluded their preliminary countervailing duty 
investigations, and concluded that most countries were 
subsidizing their steel industries. 

1 There are new and ongoing cases on the downstream steel products such as rods, wires, 
pipes and tubes. 
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On January 26, 1993, the Commerce Department made 
preliminary findings that producers from 19 countries 
were dumping their steel in the United States. 

- The timetables for the two types of investigations have 
been combined, and the final Commerce Department report 
was due on June 21, 1993, and was announced to the public 
on June 22. 

The Commerce Department found that Companies from 19 
countries dumped steel in the United States. 12 
countries (11 of the above 19 countries plus one) 
subsidized their steel industries, and thus will face 
countervailing duties. This decision was expected by 
most parties involved. 

- After the Commerce Department finds either dumping or 
subsidies, the cases return to the ITC for a final 
decision on material injury. If either the dumping or 
subsidies are found to be a cause of injury, then duties 
recommended by the Commerce Department will come into 
effect. 2 

The ITC is scheduled to render its final findings of 
material injury on July 27, 1993. The new duties, 
therefore, would begin in August 1993. 

o The reaction of foreign governments to the imposition of 
antidumping and countervailing duties is likely to be small 
because many expected a ruling in favor of the domestic 
industry. 

- Some countries may choose to protest the U.S. decision 
before GATT. 

- This decision may heighten tensions with Mexico and 
Canada on the eve of NAFTA negotiations. 

o The foreign countries and foreign firms can choose to sign a 
Suspension Agreement with the United States instead of 
facing anti-dumping and countervailing duties. The 
Suspension Agreements differ for the two types of cases. 

2 A rule of thumb that has evolved for predicting the outcome of ITC cases is if the 
imports contribute more than IO percent of the injury of domestic producers, duties will be 
imposed. If imports account for less than 5 percent of the injury of domestic producers, 
then the ITC will rule in favor of the foreign producers. 
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- In the anti-dumping case the Suspension Agreement will 
stipulate the price that the companies from foreign 
countries can charge for their products for a specific 
time period. 3 

- In the countervailing duty case, the Suspension Agreement 
will impose a quota on all companies from a foreign 
country for a particular steel product. As a 
hypothetical example, New Zealand would not be able to 
account for more than a 0.05 percent of the U.S. market 
for zinc-plated corrosion resistant steel. 

o The Commerce Department initialed Suspension Agreements with 
10 countries, mostly smaller producers such as Argentina, 
Australia, Austria, Brazil, Finland, Mexico, New Zealand, 
Poland, and Romania. Germany is the only large steel 
producing country to initial a suspension agreement. -

- These countries account for 20-25 percent of U.S. steel 
imports. 

- The other large steel producing countries such as Japan, 
Korea, Canada, and the EC (other than Germany) did not 
reach an agreement with the Commerce Department. 

- June 11 marked the end of the 20-day public comment 
period on the Suspension Agreements. 

o The U.S. steel industry objected to the Agreements, and 
opposes any final Suspension Agreements. 

The industry stated that even if the government signs the 
Suspension Agreements, they will exercise their rights to 
demand that the investigation continues. They want the 
effect of these imports to be included in the ITC's final 
determination of injury. 

- Even though the Suspension Agreements are in line with 
industry requests, domestic producers may also oppose 
them in order to be able to claim, at a later ,date, that 
they had not gotten fair treatment from the government 
and therefore deserve additional protection. 

3 The price will be based on an estimate of the cost of production, transportation to the 
United States, and an 8 percent profit margin. Further, these prices will be regularl y 
updated to reflect changes in economic environment, such as exchange rate movements. The 
prices will not reflect market conditions, where prices tend to fall when demand is low due 
to events such as a recession. 
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Why Do Some Countries Choose to Sign Suspension Agreements? 

o The size of the new duties specified in the Suspension 
Agreements will differ from the anti-dumping and 
countervailing duties, because of how the duties are 
calculated. 

DRAFT 

Anti-dumping and countervailing duties will be calculated 
on the basis of prices and economic conditions at the 
time the cases were filed. In this case this would be 
the spring and summer of 1992. J 

The prices and quotas established in the suspension 
agreements will be determined by the prices and economic 
conditions prevalent at the time the Agreements are 
negotiated, in this case Spring and Summer of 1993. 

- Because the steel market is sensitive to economic 
conditions, it may be to some countries' advantage to 
sign a Suspension Agreement. For instance, Germany has 
entered into a recession. As a result, steel prices in 
Germany fell during the last year due to reduced demand. 
Since the margins and quotas established in the 
Suspension Agreement are based on 1993 prices instead of 
1992, these margins may be lower than the anti-dumping 
and countervailing duties that would be established. 

o Because there is a chance that the ITC will not find injury 
in their final investigation, some countries and companies 
do not enter into a Suspension Agreement even when it would 
be to their advantage relative to the anti-dumping and 
countervailing duties. 

o Ending Suspension Agreements may be easier than ending anti­
dumping and countervailing duties. 

- At the end of the Suspension Agreement period, the 
Commerce Department will review the behavior of the 
companies and countries party to the Agreement. If, 
during the period of the Suspension Agreement, the 
foreign companies have been found in compliance with the 
terms of the agreement, then they would be able to 
compete freely once again. 

- Alternatively, if duties are applied, there is a yearly 
administrative review of the firm and government 
behavior. The duties may be removed only after the 
governments and companies have been found to not 
subsidize or dump for at least three years. 
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III. The U.S. Steel Market 

o The steel industry is not as important as it once was. 

DRAFT 

- In 1958 the steel industry accounted for 5.8 percent of 
U.S. manufacturing value added: by 1986, this had 
dropped to 1.2 percent. 

- Similarly, the steel industry accounted for 1.4 percent 
of U.S. manufacturing employment in 1988, down from a 
high of 5.4 percent in 1940. J 

o Minimills currently account for around 25 percent of 
shipments. They have specialized mainly in long products 
such as steel bars and wire rods that are sold principally 
in the construction industry, as well as specialty alloy 
products. 

- Recent developments in technology (e.g. thin slab 
casting) will allow minimills to compete with the 
integrated mills for the sheet and strip products. 

o The old-line integrated steel producers' output consists of 
flat rolled carbon steel products, and until recently faced 
little competition from the minimills for these products. 

o As Chart 1 shows, steel prices fell steadily between mid-
1989 and mid-1992, reflecting the effect of the recession. 
At the end of last year steel prices began to pick up 
slightly. 

o In the past 10 years the steel industry has had positive 
returns on sales and capital only in 1987 and 1989. The 
industry still had large losses in 1992, and is unlikely to 
return to profitability until mid-1993 at the earliest. 

- The financial performance of the minimills has been much 
better than the integrated mills. 

o Under the VRA's imports of steel were limited to 20.3 
percent of apparent supply, although imports haven't 
achieved this share since 1989. In the first 10 months of 
1992, imports of steel accounted for around 17.7 percent of 
apparent supply, the same level as in 1991. 

o . The steel industry, like the automobile industry, has become 
more globally integrated. Between 1985 and 1990, Japanese 
steel companies entered into no fewer than 19 technical 
agreements and 12 major joint ventures with U.S. steel 
firms. The total value of Japanese owned or joint-ventured 
steel plants in the U.S. is estimated to be around $7 billion. 
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Causes of Industry Difficulty 

o Demand for steel has declined steadily since the mid-1970's, 
accounting for the bulk of the steel industries problems 
(see Chart 2). 

Reduced demand arises from several sources: 

Reduced output of domestic products that make steel, 
especially consumer products Jand automobiles. 

Increased use of substitutes such as plastics, 
aluminum, ceramics and glass. 

Changes in consumer preferences such as smaller cars 
and increased use of frozen and microwavable footls 
over canned foods. 

o The large integrated steel companies were slow in absorbing 
technological innovations. 

- The open hearth method of producing molten steel was the 
standard through the early 1960's. Since then it has 
been replaced by the basic oxygen furnace (BOF) and the 
electric arc. BOF is more efficient than the open hearth 
method. The large U.S. integrated mills were slow to 
adopt the BOF. 

- Continuous casting allowed thin slabs and rods to be 
produced continuously from raw molten steel. This allowed 
producers to dispense with the capital and energy costs 
associated with the rolling, reheating and transport 
equipment required under the older process. In 1992 about 
77 percent of the steel produced in the United States was 
continuously cast. In 1980, this number was only 20.3 
percent. In Japan, by comparison, 86 percent of raw 
steel was continuously cast by 1983, and over 90 percent 
is currently continuously cast. 

- It should be noted, however, that this may not 'have been 
an irrational decision, given the large costs associated 
with adopting the new technologies for integrated mills. 

o Wages and benefits grew far more rapidly than productivity 
growth in the steel industry. As a result, the labor costs 
became much higher than international competitors. 
Unfortunately labor costs remain high, not only relative to 
other countries, but compared with other manufacturing 
industries. 
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- Hourly compensation of production workers in the steel 
industry grew at annual rate of 3.7 percent in real terms 
between 1970 and 1980, while productivity grew at only 
1.7 percent. Since 1982, real wages have risen little, 
even though productivity grew rapidly throughout the 
1980's. This has helped to restore the competitiveness 
of the large, integrated mills. 

Part of the slowdown in the growth of real wages stems 
from the downsizing of the unionized firms, combined 
with potent competition from Jboth mlnimills and 
imports. In some sense, steel workers have paid, and 
continue to pay, for their overcompensation in the 
1970's with layoffs and slow real wage growth. 

- Hourly compensation for production in the steel industry 
has been greater than in all of manufacturing for many 
years. In the 1970's, compensation in the steel industry 
increased far faster than in the rest of manufacturing. 
By 1982 the rate of compensation in the steel industry 
was nearly twice that of all of manufacturing. 

o The advantage that the United States enjoyed in raw material 
costs in the 1950's disappeared by 1980. The discovery of 
low cost iron ore outside the U.S. and lower international 
shipping costs, allowed the large integrated mills combined 
with deep water ports, first pioneered in Japan, to raw 
materials such as iron ore, limestone and coal at prices 
similar to those in the United States. 

o The large appreciation of the dollar in the early 1980's, 
combined with a domestic recession, severely hurt the 
domestic steel industry, and forced it to restructure. 

o In addition to restructuring, the depreciation in the dollar 
in the latter half of the 1980's, combined with the 
recovery, has helped make the steel industry more 
competitive. 

Capacity utilization rose from a low of 48.2 percent in 
1982 to just over 82 percent by the end of 1992. 

o Most of the problems in the industry have been concentrated 
in the large integrated mills. 

Minimills and Specialty Steel Producers 

o Minimills using new technology and additional flexibility 
have been the most successful, and in many of their product 
niches are the low cost producers in the world. 
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- The electric arc furnaces use steel scrap as an input, 
thus eliminating the steps of coke production, iron ore 
agglomeration, and iron making, which require large 
capital investment. As a result the minimills can 
operate profitably at much smaller scales. Not only does 
the lower investment costs reduce the barriers to entry, 
hence making the industry more competitive, but it also 
gives the mills flexibility in changing their product 
line to match changes in demand. 

- Originally scrap metal was cheaper tharriron ore, helping 
launch the minimills. However, this price advantage has 
disappeared in recent years as the price of scrap metal 
has risen. 

As integrated mills become more efficient, they will 
reduce the supply of scrap metal for the minimills, 
adding further pressures to the price of scrap metal. 

- Over 95 percent of minimills use continuous casting 
whereas 65 percent of the integrated mills use continuous 
casting. 

- Minimills can locate near customers, thus reducing 
transportation cost. Since their source of supply is 
scrap, they are less tied to the iron ore producing 
areas. 

- Some of the worst pollution problems that occur in the 
steel industry occur in the production of raw steel from 
iron ore (Big smoke stacks). Since minimills us scrap 
iron as their input, they face lower pollution control 
costs. 

- Advances in technology not only have improved labor 
productivity in minimills, but has allowed them to expand 
their product lines. 

o Technology in the steel industry is embodied in the plant 
and equipment of a firm. As a result adoption of new 
technology is expensive, especially in large integrated 
mills. The growth of the minimills may be expected 
eventually to make the U.S. steel industry more flexible, 
dynamic and profitable than that of other nations. 

Developments in Foreign Countries 

o The problems of large integrated mills are not unique to the 
United States. Japan and Europe have faced the same 
problems of decreased steel consumption, overcapacity and 
unprofitable integrated mills. 
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o The policy response overseas has been different than in the 
United States. Foreign governments supported their industry 
by subsidizing companies that are in trouble, as well as by 
restricting imports. As a result, inefficient producers 
remain in the market, the world steel industry remains 
characterized by overcapacity, and has become less 
competitive internationally. 

- Western European countries intervened in the steel 
markets to prevent the collapse of the industry and 
failing producers. Between 1980' and 19'85, subsidies to 
steel producers are estimated to have been around $35 
billion. 

- Japan also supported its industry with research funds to 
help firms produce higher end products, adopt newer 
technologies (this particularly helped the Japanese ­
rapidly adopt continuous casting technology), and reduce 
the level of capacity utilization needed to be· 
profitable. 

- The Japanese government has not been completely 
successful in getting their industry to restructure. The 
support that the ailing plants received has kept them 
operating when they should have shrunk. Furthermore, 
because the industry is organized as a cartel, Japan has 
not witnessed the emergence of a minimill industry as in 
the United States. 

o Since 1970 developing countries have made a huge investment 
in steel making capacity, leading to greater capacity than 
their domestic industries could consume. 4 

- Korea and Brazil are the biggest producers of steel from 
the developing countries. 

4 Severa l deve lop ing countries bega n investin g in s tee l in the late l 950's and l 960's. 
However, t he big ex pa nsion ca me after 1970. 
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By KEITH BRADSHER ':/._ 

SMYR NA, Tenn. - Fci r Sylvia B. 
Rice, who snaps window moldings 
onto the drivers' doors of new Nissan 
Altimas here, there are clear advan­
tages when foreign companies set up 
shop in the United States. 

"This factory has provided a lot of 
jobs to a lot of people," said the 40-
year-old single mother of two teen­
agers, as car bodies on an overhead 
con.veyor belt moved past her. 

But the Nissan Motor Corpora­
tion's recent expansion here, which 
made this car assembly plant the 
largest in North America..,2rovoked a 
vigorous debate in the Clinton Admin­
istration this s]ring ove~wbet~er the 
United States hould esoura e for­
ti2,n companies tn build factories 
Qfil,.... 

A .,rough consensus in favor of en­
couraging foreign-owned factories fi­
nally emerged at a meeting of top 
officials last month. 

Objections to Tax Breaks 
The issue in Nissan 's case was 

whether to grant the company a Fed­
eral tax break of $5 million a year for 
the expansion, which enlarged the 
factory by two-thirds. It now covers 
the area of 92 football fields, and 
sprouts a small forest of chimneys 
that has given a skyline to the mostly 
rural Highway 41 here. 

Similar tax breaks - called foreign 
trade zones - have been granted 
routinely in recent years for factories 
owned by American and foreign auto 
makers alike. But this t ime there 
were objections, and a contest that 
involved a new aggressiveness on the 
part of Detroit's Big Three auto mak­
ers, philosophical divides within the 
new Administration and two powerful 
native sons of middle Tennessee, Vice 
President Al Gore and Mickey Kan­
tor, the United Sta tes trade repre-
sentative. ' 

The question was ultimately de­
cided in Nissan's favor. Laura P' An­
drea Tyson the chairwoman of the 
Council of Economic Advisers, sup-

P.Orted the tax break contending that 
foreign-owned factories, by creating 
jobs were better than imports, some­
what rn the surprise of her cntl,CS. 
Commerce Secretary ~aid H 
Brown also weighed in on t e side of 
1'11ssan, defying top executives from 
the General Motors Corporation, the 
Ford Motor Company and the Chrys­
ler Corporation. 

"We'd prefer not to see it," Harold 
A. Poling, the chairman of Ford, said 

in a recent interview. The Big Three 
had filed legal papers with the Com­
merce Department last year to block 
the Nissan tax break, contending that 
the United States had too many car 
factories and that building new ones 
could cause old factories to close. 

Nissan is making itself more com­
petitive with American car makers 
by shifting production to the United 
States to insulate itself from trade 
battles and changes in the exchange, 

rate between the yen and dollar. 
The Nissan tax break consisted or 

an expansion of the foreign trade zone 
that surrounded its original factory. 
A foreign trade zone allows a manu­
facturer to pay less each year to the 
Treasury in customs duties for car 
parts. The expansion has allowed Nis­
san to increase production to 450,000 

cars a year 'from 250,000 while con: 
tinuing to pay th'e lower duties·on auto 
parts: Nissan has increased ·employ­
ment to 5,900 workers from 3,100 to 
build the extra cars. 

Zone Status Has Advan18ges 

Auto parts imported by factories in 
foreign trade zones are tax~d at the 
rate of the finished car, which is 2.5 
percent, instead of the rate . that ap• 
plies to . individual parts, which can 
vary from 4 percent to II percent. 

The zone status -has also allowed 
Nissan to postpone payfog duties until 
the finished cars left the factory, in­
ste.ad of paying when the parts en­
tered the United States. This has al­
lowed Nissan to earn interest on the 
money in the meantime. Parts that 
are rejected or broken during produc­
tion are QOt subject to any duties. 

Gail O'Sullivan Neuman, the vice 
president and gener:al counsel for 
Nissan's manufacturing operations in 
Smyrna, said the savings were worth 
at least $20 per Altima, or $5 million a 
year, on top of $3 million a year for 
the original foreign trade zone. The 
expectation of the tax break was one 
of the Considerations in' Nissan's deci­
sion to expand production, but Ms. 
Neuman refused to speculate on 
whether the company would have 
proceeded without it. 

Defenders of the zones said they 
had encouraged auto mak_ers to per­
form at least the final assembly of 

. car$ in the United States, rather than 
importing finished cars at the 2.5 
percent rate to avoid the higher du­
ties on cars. " All tha1 the foreign 
trade zone allows us to do is pay no 
more duties than we would pay" for 
assembled vehicles, Ms. Neuman 
said: ,iwe certainly should not have a 
disincentive to build vehicles here." 
Few Politics Involved 

Foreign_ trade zones are routinely 
approved by civil servants at the 
Commerce Department with little po­
litical invalvement. About 200 zones 
and · subtones are · active, most of 
them auto assembly plants or refiner­
ies using imported oil. The large do­
mestic auto makers are among the 
bi~est users of the zones, tl=lougft 

their savillgS per car tend to be mod~ 
est because they use fewer imported 
parts than foreign car companies. 

(ii
. The Commerce Department stall 
was close to approving the Nissan 
application in March when Mr. Kan­
tor objected, protesting in telephone 
calls to Commerce Secretary Brown 
and Treasury Secretary Lloyd Bent• 
sen. 

"My biggest concern was, in ad­
vance of not having a fully laid-out 
and coherent Japanese policy, which 
we're going to have now, the timing 
was wrong," Mr. Kantor said. "Here 
is something that had some effect 
upon our relationship with Japan in a 
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critical area, being autos and auto 
parts, which we' re concerned about, 
and yet we were granting something 
at the outset, in advance or coming LO 
a conclusion on how we wanted to 
handle it." 

Other Administration officials said 
Mr. Kantor was concerned tha t the 
approval might hurt the Administra­
tion's efforts to woo the support of 
Detroit auto makers for President 
Clinton's economic plan, particularly 
the energy tax. 
Workers Were Dismayed 

Mr. Kantor had complained in ear­
ly February about the auto makers ' 
plans to seek steep duties on cars 
imported from Japan by filing unfair 
trade cases with the Commerce De• 
partment. The domestic auto makers 
later abandoned the plan for many 
reasons, including the Administra• 
tion's doubts. 

Workers here - 15 miles southeast 
of Mr. Kantor's home town of Nash, 
ville - wer~. not surprisingly, dis­
mayed when told that Mr. Kantor had 
wanted to use their factory's customs 
duties as a bargaining chip. 

"I don't think that Nissan has af­
fected his life style and his family the 
way it has affected people here, " said 
Jell A. Stacey, a 27-year-old plant 
worker who assembles pistons and 
plugs them into engine blocks import­
ed from Japan. "It has put people to 
work and helped families." 

Mr. Kantor's objections came late 
in the process, and were rejected by 
other Administration officials for 
several reasons. They pointed out 
that foreign trade zones had been 
routinely granted for years. The large 
domestic auto makers were among 
the biggest beneficiaries because 
they used foreign parts. And Nissan 
was buying more of its parts from 
factories in the United States, al-

though some of those factories were 
J apanese~wned. 

Concern for Foreign Investors 

Most of an senior Administration 
officials said tbev wanted to avoid 
frightening foreign investors with an 
i::ar ly dec1s1on reversing years ot..iou­
tme approvals. We thought we 
snouldn t make a change in the ab­
sence of a full-fledged review of our 
Japan policy," Roger Altman, the 
Deputy Treasury Secretary, said. 
, One of Nissan's backers was..Yi.c,e..._ 
President Gore, a former Senator 
from Tennessee whose hometown, 
Carthage, is 35 miles northeast of 
here. "He supported Nissan's appli• 
cation ror an extension of their for­
eign trade zone, which was viewed as 
part of the normal course of business 
in these matters," an aide to Mr. 
Gore said. The aide said Mr. Gore did 
not use the Vice Presidency simply to 
help his former constituents. 

The final decision to grant the 
trade zone expansion was made on c...-t:rr' 
March 19. Four days later, Labor ---- /. . 
Secretary Robert B. Reich sent to 1-,o ~-~ 
President Clinton a widely discussed ,.,,,.., -, 
memorandum ur'ging the Admints- l.-fv.,.J, · 
trauon to do more to help foreign• ~J'v>-.-
owned companies expand production 
in the United States, and do less to 
help A merican-owned companies 
with overseas factories . 

A rough consensus in favor of this 
posit ion emerged at a meeting on 
May 26 of Mr. Kantor, Mr. Reich, Mr. 
Brown, Ms. Tyson and Robert Rubin, 
the coordinator of the National Eco­
nomic Council. In an interview the 
following day, at which the compro­
mise was not mentioned, Mr. Kantor 
said foreign investment, " is going to 
be an increasing part of our lives and .::..., 
we're going to have to learn to deal 
with it." 

I 1 
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ing condi ons· 1 a nd illnesses that occur and costs $100 a month, S200 a man 

Christian roup , Criticized 
As Unsoun\J Insurance Plan 

during subscribe r's first three I less than he was planning to pay for 
months. Blue Cross plan with a $5,000 dedUt 
• In re urn for a monthly ' 'uni t .sub- . ible. 
script! n" fee of SISO, the Varadins Mr. Massaro signed up las t Septe1 
were ssured that, should they or their ber and had a hean a ttack in Ja nuar 
two ~ ns get sick or die before age 65, ~n A~r il, other subsc ribers beganrsen 
the rotherhood would publish their · 1~g him checks totaling $30,700 to cov, 
me cal bills of up to $100,000 each, his hospual bills. 

Spttl•l to 

BARBERTON, Ohio - Two whi\e 
Cadillacs .are parked in front of th" 
converted schoolhouse occupied by the 
Christian Brotherhood Newsle tte r , a 
nol-for-profit charity, in th is sma ll city 
just west of Akron. Inside, two cooks 
are preparing a free lunch for the 
brotherhood's 60 employees. 

The employees, nearly all related to 
Bruce E. Hawthorn, who founded the 
brother hood, eat breakfast and lunch in 
a private dining room, visit their chil­
dren in the cheerful nursery and, after 
work, exercise in the gymnasium. 

But the brotherhood's days of pros­
peri ty may be numbered. Officials in 
eight states say the organization is 
illegally operating an unlicensed 
health- and life-insurance business. 
Delaware, M aryland, North Dakota, 
Washington and Wisconsin have 
banned the brotherhood, and Arkansas, 
Iowa, Pennsylvania a re officially con-
sidering bans. ~ 

The Christian Brotherhood Newslet­
ter began as a monthly publication 
designed to help its fundamentalist 
Ch ristian subscribers share financial 
burdens, a quasi-insurance . system 
based not on a contract but on what 
they call a mutoal trust in providence. 

Computerized Postcards 
The idea was simple : People would 

pay a monthly fee to subscribe to the 
newsletter , and in return, when they 
were in need, the newsletter would 
publish their medical expenses of up to 
SJ million per illness, or up to $50,000 as 
a death benefit, bringing reimburse­
ments from other subscribers ' month­
ly fees. 

The system is more formalized now. 
Eleven months of the year, subScribers 
receive a computer-generated ,post­
ca rd, which has all but superseded the 
published newsletter, directing them to 
send their monthly fee to a particular 
person in need. The subscriber whose 
expenses are being paid receives a lis 
of those expected to contribute a 
reports back to the brotherhood if t e 
money is not received. 

In the 12th month, subscribers nd 
their fees of some $2.2 million t the 
brotherhood to cover adminis alive 
expenses .. The brotherhood al asks 
subscribers to pay some ex ses di­
rectly. In the June newslette , for ex­
ample, the brotherhood ask a group 
of subscribers to send $5 c cks to its 
lawyer1 

The brotherhood has 23 00 subscrib­
ers, up fro m 2,400 in anuary 1989. 
Regardless of age or ealth, monthly 
fees are $50 for an individual, $100 for a 
couple and $150 for a,,family of any size. 
The brotherhood dGes not accept homo­
sexuals, people Who smoke or drink 
alcohol, unwed mothers, women seek­
ing abortions dr people who do not 
regularly attend a Christian church: 

Some insurance regulators say the 
brotherhood is likely to collapse soon, 
since it has no reserve fund for unex­
pected losses or for paying ~;:~( pending 
claims - va lued, by one es·~.11'11ate, at 
$10 million by the State of Dela, .. ,re -
shou ld the operation fail. 

1·1, 

" In their eyes, the brotherhood· is 
fulfilling God's work, ~ut Jesus isn'.t an 
underwriter," said Roger H. Needham, 

kesman.for the Delaware Depart­
of lpsuran~e and ,8, certified pub'­
ount3nt who restructures f8.iling 

. · " These guys are no ~ 
ey ,just ·don 't know -wJ, 
g." 
awthorri, 56, the aide er 

o der and a vice pre ·of 
t , conceded tha h-
e 
. g~ 
we Mr. 
hw ~ 
predi col-
laPse, B:t · its 
mission 

Mr. H ed that 
the t,roth its prac-
tice of as that their 
needs wou could · not 
recall pre. 

Nee 
ham, the 

brotherh logous to a 
Ponzi sch constant 
flow of ne off those 
who join er. 

Under lators, the 
Christi letter re-
cently ful mar-
ketin growing• 
alt0g crease 
subs , Mr. 
Ne the 
lev nee, 
y be 
r and 

qonal insur~nc , t>e~ 
I of subscribers eds 

a increasingly unme 
s are divided over wh 

regulate the brothcrhc 
rer. Five states have ban 
ground that its newsletter, d 

,n of benefits and promotion 
rials consttlute an impli~ ins 
ntract. 
But th is month, Kentucky joined 
her states, including New York 
ew Jersey, in deciding·not to regu 

he brotherhood because its does no 
the sta tes' definition . of . insur.it 
which is usu8.lly th~ contr'actual fr; 
fer of risk for a ptemlum. 

The group denies that it sells ins 
ance and asS~rts that it is accounta 

mi us a $200 deductible, and death The brotherhood 's promot ional m. 
ne ds of up to $50,000 each. t~ri~I .mixes blunt disclaimers with Oi 

After making some inquiries with llm1st1c statemems. A 1992 brochur 
f iends and local hospitals familiar addressing prospective subscr ibe, 

ith the brotherhood, the Varadins · sta t~s: " It is very important that yo 
dropped thei r conventional health in- realize that the Brotherhood Newsle 
su rance policy, which had cost $500 a ter is not an insurance company. It is 
month. not-for-profit ministry which simpl 

Last November, Mr. Varadin, 53, puts Ch r istians in need with those wh 
was hospital_ized with pneumonia and are willing to share. Even though th 
the·next month Mrs. Varadin, 50, had a Christ ian Brotherhood has operate, 
heart a ttack. They submitted their flawlessly for almost 10 years, ther, 
medical bills, totaling $69,652 after a a re no guarantees by Christian Broth 
$200 deductible. As required by the erhood Newsletter that the member: 
brotherhood, they also submitted a will continue their faithfulness." 
signed statement from their pastor, . . But other promotional materials 
affirming that, to the best of his know!- ·1 distributed by a marketing agent las 
edge, the Varadins complied with the year, refer to the Christian Brother 
guidelines by attending church regu- ! hood Newsletter as " insurance pro 
larJy, and not smokisag, drinking or gram" and assen: "The CBN"pltin wa~ 
practicing a homosexual li fe style. I designed to be as secure as an insur• 

' A Whole Network' ance company." · · .~ · 
. . 1 Insurance regulators say they have 

. Apart from this pastoral conf1rma- : not received any complaints about the 
lion, the brotherhood operat~~ <?n .. lht;: i brotherhood, which has coordinated 

. . . about $14 million in subscription pay. 
honor system, _without c_latms mvestt- ,• ments this year alone. But they a re not 
gators or physical exammatlons. , surprised. 

The brotherhood reviewed the Vara- 1 "I've seen a number of insurance 
dins' bills, and in March, sent post- companies come and go," said Mr. 
cards to nearly 800 subscribers, asking · Needham of Delaware, "and they al­
them to send letters of encouragement, : w~ys look good right until the end," 
prayers and their monthly subscription said Mr. Needha m. 

; to the Varadins. The po~tcards, gener­
. ated by the group's computer and auto­

mated mailing system, have replaced 
the original newsletter that had per­
formed the sa me function. What re­
mains of the newsletter a re a few 
" prayer pages," with brief descrip­
tions of needy people not covered by 
the regula r progra ms, including people 
who have been dropped from the pro­
gram or fa iled lo make the monthly 
subscription gift, even after two re­
minders. 

"We got all but a couple hundred 
dollars of the $69,652 bill,". said Mr. 
Varadin. Many people also sent letters 
wishing them well, and some called to 
say that their church congregation was 
praying for the Varadins. "It was like a 
whole network of ca ring people," Mrs. 
Varadin said. 

In interviews with nea rly a dozen ,. 
subscribers, a ll spoke about the Chris­
ian Brotherhood Newsletter as an in­

ranee program. 

Disclaimers and Optimism 

to no one but God. "The Bible has been 
teaching the concept of helping each 
other for ce1;auries, and we' re helping\ nati~al heal th insurance. " I thought 
Christians do that efficiently with com- a fte some very serious thought that 
puters," said Mr. Hawthorn, the broth:- Clint nought to know about this plan," 
erhood's 52-year~ld founder. Mr. assa ro said. He said the sub-

Pratse·from Subscribers I 
Some subscribers, including Carl I 

Varadin, a janitor in Hannibal, Mo., ! 
and his wife, Joan, a restaurant cash­
ier, say the brotherhood has been a · 
blessing. They heard about the pro­
gram last year while listening to a talk 
show on a Christian radio• stat ion. and 
sent away for ihe program 's 12-page 
guidelines, which read much like an 
insurance policy, describing "qualify­
;.,g medicat · needs" and a variety of 
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DATA/ANALYTICAL REQUIREMENTS FOR 
SETTING TRADE PRIORITIES: 

USTR PERSPECTIVE 

Defining the Issue 

-- Trade priorities (for export support and negotiating 
efforts) need to be set to strengthen domestic economy. 

-- Criteria need to be selected to make judgements about 
priorities in the trade area (e.g. export potential, high­
tech content of exports, job creation, wage effects, 
linkages to other U.S. industries). 

-- Applying criteria to various trade policy options to 
prioritize efforts will require analysis. Sometime the 
analysis can be simple (e.g. descriptive statistics for 
various exporting and importing industries); sometime more 
complex (e.g. comparing economy-wide effects of various 
negotiating options in the Uruguay Round). 

-- Implementing the above will require data and analytical 
tools, some of which are available, some of which are not. 

This paper discusses the last 2 items above: what type 
of data and analytical tools to do what analysis. 

II. Initial Stocktaking 

Need see ascertain what Federal government priorities 
currently are (as expressed in current distribution of 
resources) and what data and analytical resources currently 
available to support change. 

-- Canvas current resources (e.g. export promotion, 
negotiation) expended on trade. Two cuts for analyzing 
current resource use: one by Standard Industrial 
Classification (SIC) sectors; one by country, region. 
Narrative views on policy priorities could also be 
solicited. 

-- Economists' group determine, for selected criteria, what 
data/analytical tools are required. 

-- Economists' group, statistical agency reps, canvas as to 
data and tool availability; identify missing elements. 

III. Wish List: Analytical Tools 

-- In Executive Branch, empirical trade economists capable 
of state-of-art modeling concentrated at Dept. of Ag. 
(CIA?). Need more (or redistributed) professional economic . 
resources for rest of U.S. goods and services trade (and 
investment issues?). 



-- Review of various sector specific models for tasks such 
as prioritizing barriers listed in USTR's National Trade 
Estimates Report. Development of government-use modeling 
packages. 
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-- Development of trade-oriented economy-wide model of U.S. 
economy, and linked models for other major 
economies/regions. Substantial product disaggregation (SIC­
based) required, at least for U.S. 

-- Positioning of government economists' group to 
incorporate as quickly possible new models being developed 
for measuring the dynamic as well as static effects of 
changes in trade policy. 

-- Trade barrier identification/quantification: develop 
best tools possible for identifying (non-tariff/non­
transparent) foreign trade distortions and quantifying their 
equivalent price or other effects. 

-- Question: are there any accepted techniques/models for 
estimating the effect of foreign direct investment (fdi) 
barriers/distortions or individual fdi decision involving 
the United States? 

IV. Wish List: Data 

-- Improved, detailed data on U.S. service exports. 
-- From Commerce, development of data for disaggregated 
traded-goods industries of U.S. exports, imports, production 
and apparent consumption. Data base capable of being linked 
both backward to U.S. industry characteristics (e.g. R&D 
expenditure, employment, labor characteristics, I-0 linkages 
to other industries) and forward to detail on flows with 
trade partners. 
-- More timely annual survey of total labor content of U.S. 
exports (merchandise); development of similar data set for 
U.S. services exports. Export-wage effect estimations for 
both merchandise and services. 
-- Improvement in U.S. data on exports by state (possibly by 
sub-state level as well): more timely, greater reliability, 
appropriate disaggregation; information of destination. 
-- Central data base on elasticity estimates required for 
modeling purposes. 
-- User-friendly software for easily commanding trade trends 
and other manipulations of the Census merchandise data base 
(a better services data base, when and if it is ever 
developed). 
-- On-line access to GATT's trade data base (world's only 
timely, complete, disaggregated network table of world 
trade). 
-- Complete and up-date inventory of barriers and 
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distortions affecting U.S. trade, both foreign and domestic. 
Central data base on private sector research/projections 

on fastest growing product markets, countries, regions. 
-- Central data base of "wise persons" lists of "strategic 
technologies," and "critical industries" with statistical 
linkages to trade. 
-- Data base locating various U.S. "technology-intensive" 
exports/imports on the product cycle curve. 
-- Data base on the direct and indirect effects (I/0 
relations) of various U.S. exports (e.g. for comparisons 
such as U.S. economy wide effects of $1 additional foreign 
insurance premium versus $1 additional aircraft mainframe 
sale). 
-- Data for various industries and products of global market 
and shares for U.S. and selected trade partners. 

D.Walters/USTR/3/28/93 
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U.S. Statement on Bilateral Meeting Between Ambassador Kantor 
and Commissioner Brittan 

March 29, 1993 

Today's meeting was a productive exchange on how to resolve 
our differences over government procurement and how to advance a 
successful Uruguay Round. 

On the Uruguay Round, it is now clear that the Community is 
serious about working expeditiously on a larger market access 
package than was previously on the table. It is also clear that 
the EC is prepared to work on market access as the first order of 
business, rather than waiting until the very end of the Round to 
finalize such a package. We still have a long way to go, but we 
have agreed on an accelerated pace of bilateral and plurilateral 
discussions, including a series of meetings between us in April, 
May and June. It is our hope that in the period prior to the 
summer break we can make the critical decisions to achieve 
bilateral and purilateral solutions that will serve as a basis fo 
the final market access package in Geneva. 

We were encouraged by today's discussion, and want to contin 
working with the EC in an atmosphere of cooperation, with both 
sides aiming toward a substantially larger access package that 
includes as many sectors and countries as possible. 

On procurement, we discussed a new set of proposals from Sir 
Leon Brittan. We must emphasize that we've just seen these 
proposals. At first blush, they contain some constructive ideas 
for a comprehensive agreement to eliminate discriminatory practic 
-- including Article 29 -- but they also contain some ideas we 
would find unacceptable. Nevertheless, the EC's proposals indica 
a serious desire to resolve the problem of discriminatory 
procurement and therefore give us a basis for continuing 
negotiations. 

Commissioner Brittan made two additional proposals that are 
extremely useful. First, he has agreed to begin immediately the 
preparations for the EC Council of Ministers decision to terminat 
the imposition of Article 29 on U.S. bidders, on the assumption 
that we can achieve a final deal. Second, he agreed that when we 



meet on April 19-20 in Washington, we will try to reach agreement 
on the elements of a final deal covering both telecommunications 
and heavy electrical equipment which would open once and for all 
the EC markets to U.S. companies. On the basis of these positive 
steps, including his willingness to begin immediately the process 
of removing Article 29, Ambassador Kantor indicated that we will 
delay imposition of Title VII sanctions until after such meetings 

We want to emphasize that it is not certain we can reach a 
comprehensive deal on April 19-20. If agreement is not possible, 
the U.S. will go forward with its Title VII sanctions. We cannot 
allow Article 29 to remain in effect without a U.S. response. 
However, our purpose has always been to open markets -- not close 
them. Sanctions are not an end in themselves, and thus we are 
interested in pursuing these new openings. our patience is not 
unlimited, but given today's somewhat promising developments, we 
believe further negotiations are justified. 
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Data requirement in Trade Policy Decision-Making 

Issues of Competitiveness 

o We first need to have a complete data set on the relative importance of different 
sectors/industries. Some of the data we need include: 

value added 
research and development spending 
employment 
employment of scientists and engineers 

Other information that may require more analysis: 

recent historical trend of the sector, global market share 
geographic concentration (e.g. in California?) 
potential spillover effects 
economy of scale 
learning effects 
information on fixed costs and risks for product development 
linkages to other sectors 

Export Promotion Programs 

o The idea here is to rationalize the limited promotional resources to get the biggest 
bang for the buck. 

First, we need the industry characteristics above 
We also need information on foreign markets, who are our competitors, are our 
competitors subsidizing their exports and how much, what kind of promotional 
programs do they have, in what markets do they concentrate their resources 
and where are the best markets for us 

Trade Negotiations 

o We need data to help our trade negotiators and to implement trade laws 

measurement of foreign market barriers 
how much will we be harmed if they retaliate 
extent of our damages due to foreign trade barriers 
benefits from negotiating bilateral, regional or multilateral trade agreements; who are the 
winners and losers by industries, by state 
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statement of the Decision 
to seek Fast Track Renewal 

PRGE .004 

The President has asked me to announce today his 
decision to pursue with congress the approval of legislation 
renewing fast track pr·ocedures to conclude the Uruguay Round of 
multilateral trade negotiatio.ns. 

Since taking office in January , this Administration' s 
highest priority has been to strengthen the U.S. economy. We 
have put forth an ambitious program designed t o r ·educe the budget 
deficit and increase investment in areas criti cal to our future 
economic strength. But while the Administration's economic 
s trategy starts with the enactment of the President's economic 
program, global economic growth from expanded worid t r ade is a 
crucial par t of our strategy. 

The uruguay Round, involving more than 100 nations, 
began in 1986. The f aiiure to compl ete the Round has been a 
source o:f dis.appoint ment and frustrat ion to t.he Uni.ted States and 
many of our trading partners. A successful Round would lower 
tariff and non-tariff barriers around the world,. and establish 
new multilateral rules for world trade. I t would be the s i ngl e 
most important step we can take to open for eign markets around 
the world to U.S. manufactured goods, agricultural products and 
services. 

President Clinton and Ambassador Kantor have spoken 
with leaders from the EC, Japan and other nations and emphasized 
our strong d.esire to col!'lPlete an ambitious Uruguay Round this 
year. They believe that our trading partners share their 
commit1nent. to the overriding importance of completi ng t t.1.e Round .. 

consequently, t he President h~s decided, after 
consulting with members of congress, to seek the legisl ation 
needed to complete these important negotiations thi s year . The 
draft bill we will send to Congress would extend Congressional 
"fast track" procedures to a Uruguay Round implementing bill, 
provided that he notifies the Congress no later than December 15, 
1993, of his intent to enter into such agreement before April 15, 
1994. 

I want to emphasize that the President is seeking this 
authority only for the Uruguay Round. There will be other 
important trade agree:m.ents that the Admini stration hopes to 
negotiate in the future, but the President wi ll ask for 
congressional authority to negotiate those agreements at a later 
time. Similarly, while many members of Congress have trade 
legislative propo~als to which they are committed, some of which 
the Administration supports, we hope that they will be willing to 
wait for an opportunity later this year to offer that 



APR 8 '83 8:4 2 PRGE . 005 

legislat.iori. We hope that Congress will move quickly to give 
the President the authority needed to help bring the Round to a 
successful c onclusion. 

Con,rentional wisdom says it will be difficult to 
complete this Rou.nd, to expand and liberalize trade a:t a t ime 
when 1nuch of the world economy is in the doldrums. But the 
President be.lieves that is precisely the time whe11 W(:! must do it. 
We ask other nations to join us in ta.king tbe sometimes hard 
steps needad to bring the Round to a successful conclusion , for 
the benef.it o,f all nations. 
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Q's and A's on Fast Track Announcement 

Q. Did the Administration consult with the Hi1l in 
reaching the conclusion that you shou1d seek fast track only for 
the Uruguay Round? 

A. We did consult with key members in the congressional 
leadership and on the committees with jurisdiction over trade. 
Their overall reaction was that if the President asked for the 
negotiating authority to try to complete the Round, congress 
would likel.y give him the chance. A broader request, however, 
would open the door to a major trade bill , which we are not 
seeking at the present time. 

Q. The request envisions 120 days between the time when 
'the President gives notice of his intention to enter into an 
agreement and when he actually signs it. Why have you increased 
from the usual 90 days. 

A. congress would be out of session for much of December 
and January, and we wanted to make sure tha·t Congress had 
adequate time to fully review the envisioned agreement and. 
consult with the Administration. 

Q. Isn't the decision to seek fast track only for the 
Uruguay Round a disappointment to Latin American nations, 
particularly Chile, which hoped to be next in line to negotiate a 
trade agreement with the U.S.? 

A. The decision in no way diminishes our adm.iration for 
what Chile (and other nations in Latin America) have accomp1ished 
in liberalizing their economies and democratizing their political 
systems. We share the hope, held by many, that Chile will be 
next in line for an FTA. But our decision reflects the reality 
that this year, our trade negotiating priorities are completing 
of the tJruguay Round, and the impleJ11entation of the NAFTA, 
assuming we can reach sufficiently strong supplemental agreements 
on laborr the environment and import surges . We will also, of 
course, be working hard on bilateral issues with .Ja.pan and China, 
as ·well as special 301 on intellectual property, enforcing 
existing trade agreements and using statutory tools that congress 
has provided. 

At a lata~ point, the President is likely to ask 
Congr~ss for more general authority to negotiate trade 
agreements, and we expect that request will occasion a major 
debate in congress over trade policy and priorities, as has 
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traditionally been the case when the President seeks broad 
negotiating authority. 

Q.. How quickly do you think you can get a fa.st track 
renewal through Congress? 

PRG E.0 0 7 

A. We have no fixed timetable in mind, but the chairmen and 
ranki ng me:mbe.rs of the trade comJJli ttees have been supportive and 
encouraging, and we hope the congress will share their view that 
it is important for us to do our part to complete the Round. 

Q. President Clinton and Ambassador Kantor have expressed 
support for "Super 301" . Would the Admini stration oppose a 
Congressi onai effort to add Super 301 to a fast track bill? 

A. The President does believe Super 301 has been a useful 
tool in open i ng foreign markets. But we would like to put this 
fast track extensi on through as quickly and cleanly as possible; 
therefore we would prefer that even amendments that we support 
shou ld wait for anot.~er legis1ative vehicle. 

Q. Can you e1aborate on why the President thinks that the 
Round can be successfully completed this year? 

A. The President has had conversations with numerous 
leaders of our trading partners about the Uruguay Round, 
including Prime Minister Major, President Mitterand t Chancellor 
Kohl , and EC President Oel ors. He has received a letter from 
Argentine President Menem conveying the strong views of 37 
nations about the importance of completing the Round. He looks 
forward to discussing the subject with Prime Minister Miyazawa. 
There is a widely shared belief that the Round must be 
successfully completed, and as has been said "if not now, when? 
If not us, who?" 

Q. can you give us any insight into the Adm.inistration' s 
strategy for f i n.ishing the Round? 

A9 Ambassador Kantor has conferred with Sir Leon Brittan, 
the EC ~'rade Minister, and they have agreed that the u.s. and the 
EC should take the lead in an intense work plan , starting 
inediately, to make concrete progress in the weeks leading up to 
the G-7 Summit in Tokyo in July. The u.s . and the EC have begun 
meeting bilaterally on market access issues and have received 
enthusiastic response s from other nations about joining in the 
talks in the coming weeks. 

Q. There has been concern that t.he Administration .is 
seeking major changes in the Draft Final Act, a l so known as the 

• 
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Dunkel Text. If the U.S. seeks such change$ , won't other 
nations, causing the text to unravel? 

A. We admire the prodigious work t hat went into the Dunkel 
text, but we do see s ome areas in which it has to be 
s trengthened. No one should doubt that there is still a lot of 
work , and some hard barga i ning ahead. We are committed to doing 
our part to see this through to a successful conclus.ion. 

Q. Do you see the current unpopu larity of NAF'l'A on the Hill 
hampering progress on the Uruguay Round? 

A. They are distinct trade agreements, each posing very 
different issues. I thlnk that cong1.~ess will ta.ke each on its 
respective merits. Let me say on NAFTA : if we are successful in 
our efforts to negotiate strong supplemental agreements, I think 
the value of NAFTA, in terms of economic benefits, and enhanced 
environmental quality and worker standards , will be more widely 
appreciated as the year goes on. 

Q. Does the President really think that you can 
successfully imple,ment NAFTA and negotiate the Uruguay Round a t 
the same time? 

A. We thought i t would be a very busy , challenging year, 
and .it is shaping up as we anticipated . And you failed to 
mention the economic package and haalth care . 


